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LAW AND ECONOMICS! 


By I. L. SHARFMAN 


In view of the fact that the war situation, though happily, in the end, 
rendering possible our assembly here, has prevented the integration 
of our discussions with those of other social science organizations, it 
seems appropriate that this address should not confine itself to strictly 
economic matters. More than ever the various social science disciplines 
are closely interrelated. They find a common focus in the sphere of 
public policy, especially as reflected in law and its development. My 
observations, epitornized as the relationship between law and economics, 
bear upon the processes of public control of economic activity. 


I 


As one scans the program of economic discussion being presented at 
these meetings, it is obvious that its dominant emphasis is upon matters 
of public policy.’ 

There are sessions, it is true, devoted specifically to the interpretation 
of recent economic history, the analysis of prevailing economic condi- 
tions, the development of basic economic theorizing. But even these 
discussions cannot escape the pervasive influence of the rôle of 
government in the economic life of the nation. The inter-war economy 
reflected in striking fashion both the relative public quiescence of the 
1920’s and the frantic governmental efforts at recovery and reform of 
the 1930’s. Interpretation of this period poses the problem of how 
intimately collective action or inaction bore upon the great economic 
debacle with which we came to be faced, and upon the many frustra- 
tions, including the development of world conditions favorable to the 
outbreak of international strife on an unprecedented scale, which 
followed in its wake. Analysis of the changing structure of our 
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contemporary economy, with reference to such matters as the location 
of industries, the distribution of manpower, the conditioning environ- 
ment of financial practice, must find the roots of change, not only in 
the extraordinary circumstances of the war effort, but in significant 
preéxisting tendencies; and pre-war developments, only to a lesser 
degree than the pattern of the war economy, have drawn sustenance, 
for good or for ill, from the character and direction of government in- 
tervention. A like relevance is generally recognized in our theoretical 
thinking concerning the over-all organization and functioning of the 
economic order. Exploration of current advances in economic thought 
cannot, with any approach to realism, be restricted to narrow technical 
contributions in the traditional sphere of economic theory. There are 
basic limitations upon the adequacy of economic law, either as a reliable 
description of the complexities of prevailing economic processes or as 
a fruitful practical guide to social policy. In thought as in action a 
consideration of the reciprocal influence of freedom and control upon 
the operation of the economy is indispensable to promising inquiry. At 
this juncture it would obviously be folly to ignore the revealing 
experience of the great depression and the world war, with their 
extensive subordination of individual enterprise to collective action, or 
the impact of this experience, whether deemed favorable or unfavorable 
to public control, upon the character of post-war policies. Even 
fundamental thinking must reflect at least the value implications of 
important policy trends. 

But the discussions at these meetings are more largely concerned 
with direct issues of public policy, in relation to specific problems of 
outstanding significance. Within the limits of a short few days, they 
can traverse only a relatively small number of representative fields; but 
in each instance the principal emphasis is upon governmental activity, 
from the standpoint of the service or disservice of past performance 
and of future threat or promise. This applies to the domestic as well 
as to the international problems being explored. Actual or potential 
measures of social coöperation embodied in legal requirements, in 
numerous sectors of the economy and through a great variety of 
expedients, provide much of the basic material for analysis and con- 
stitute the major sources of controversy. 

Such matters as monetary and fiscal policy, whether dealt with as 
more or less self-contained segments of investigation or in relation to 
the maintenance of economic stability at a high level of production and 
employment, involve existing and proposed instruments and objectives 
that go far beyond mere reliance upon automatic exchange mecha- 
nisms or the traditional use of the spending and taxing powers of 
government. Similarly, the economist’s long-established convictions 
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concerning the fruitfulness of freedom of international trade and 
investment have come to be conditioned, in light of the disruptive and 
depressing effects of recent trends to economic autarchy, by the 
efficacy of institutional arrangements for international economic 
coöperation. Not only must consideration be given to the purposes and 
probable results of such emerging world agencies as those for monetary 
stabilization and economic reconstruction and development, but the 
solution of numerous related problems is likewise dependent in large 
measure upon concert of action. Problems of commercial policy, capital 
movements, cartel arrangements, commodity agreements, technological 
restrictions, shipping adjustments, agricultural relationships—whether 
ostensibly attacked as matters primarily of national concern or frankly 
viewed in their international implications as well as in their domestic 
aspects—must necessarily be recognized as intricate problems of public 
policy. They embrace the distinctive economic circumstances of foreign 
areas as well as our own needs and aspirations; they are complicated 
by a diversity of national and international goals; they involve much 
more than the mere analysis of economic factors in terms of established 
economic principles. 

And our concern with matters of policy is equally clear in most of 
the remaining subjects of discussion. The reéxamination of the outlook 
for effective competition, after more than a half-century of checkered 
governmental effort to this end, not only necessitates a consideration 
of the vitality of contemporary competitive rivalry and the feasibility, 
under prevailing circumstances of ownership and control, of relying 
predominantly upon the free operation of economic forces, but raises 
also crucial questions of principle and practice bearing upon the defini- 
tion and maintenance of competitive conditions, and brings to issue the 
rather perplexing relationship between competitive policy and positive 
measures of collective enterprise and public control. These affirmative 
policies, furthermore, even when confined to such so-called naturally 
monopolistic industries as railroads and public utilities, require constant 
and informed appraisal, in the interest of evolving regulatory standards 
and expedients which in terms of actual performance are effectively 
adjusted to the changing circumstances and conditions of our economic 
development, The prevailing status of labor relations has likewise been 
molded in large measure by governmental activity. The strengthening 
of labor’s position, as a result of statutory and administrative imple- 
mentation of its right to collective bargaining through freely chosen 
representatives, has aroused deep concern in many quarters over the 
monopolistic potentialities of vast labor organizations; and the use of 
immense economic power by these organizations, through resort to the 
strike weapon as the culminating phase of abortive collective bargaining 
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‘procedures, has disclosed serious gaps in public policy and need for 
supplementary enactments to facilitate the adjustment of labor 
disputes. Finally, reliance upon public planning, for the purpose of 
stabilizing economic activity, eliminating mass unemployment, further- 
ing the full use of productive resources, and increasing the flow of real 
income, demands at every turn incisive exploration of both existing and 
proposed governmental policies and practices. 

In all these spheres, and in many others, there is manifest need for 
focusing informed economic opinion upon the policy problems involved; 
and in light of the great diversities of view that appear to prevail among 
economists, methods and procedures are being developed by the 
American Economic Association for coOperative definition of areas of 
agreement and disagreement, so that professional knowledge and insight 
and understanding may exert their appropriate influence in fashioning 
the character of the institutions and arrangements which condition or 
govern economic behavior. 


II 


Nor is this concern with policy problems either a new development 
or a mere reflection of the special interests of particular program- 
builders. The American Economic Association was organized in 1885, 
after a modest start had already been made, chiefly by the states, in 
the field of public control of economic activity. It was born immediately 
before government regulation, apart from tariff policy, first emerged 
on a national basis through the adoption of the act to Regulate Com- 
merce in 1887 and the Sherman Anti-Trust act in 1890. In these 
circumstances, and in view of the generally recognized scope of modern 
political economy, it has been within the tradition of the Association 
from the beginning to be concerned with the nature and purposes and 
effects of government intervention in economic matters, not only with 
a view to achieving better understanding of the functioning of the 
economic order, but also in the hope at least, so frequently frustrated 
in the classic case of the tariff, that informed opinion might provide 
some measure of guidance in the evolution of public policy. 

As long as governmental activity confined itself for the most part to 
imposing piecemeal restraints and special obligations upon particular 
aspects or segments of business enterprise, for the purpose of eliminat- 
ing or mitigating specific abuses, policy questions were largely 
investigated by small groups of economists, acting within limited 
spheres, as mere incidents to the adequate cultivation of their respective 
specialties. This approach prevailed even in connection with the 
comprehensive affirmative controls over rates, service, finance, and 
related matters which were gradually developed in the public service 
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industries? and it was also measurably characteristic of the policies 
of credit control which resulted from the establishment of the Federal 
Reserve System, despite the more direct relationship of such control to 
the operation of the economy as a whole. But with the accumulation of 
a vast mass of controls in course of the years, however miscellaneous 
in character and lacking in codrdination, most economists came to be 
intimately concerned with a considerable variety of expressions of 
public policy; and of more far-reaching importance, with the 
assumption during the great depression of positive governmental 
responsibilities, of diverse types, for increasing economic activity and 
maintaining economic stability, virtually all economic inquiry came to 
involve, and to be conditioned by, issues of public policy. This situation 
has been further sustained by government domination of economic 
activity during the war years; and on a more enduring basis, by the 
well-nigh universally accepted objective of striving for sharply increased 
production and employment and well-being, as compared with the 
best of pre-war achievements, for the years that lie ahead. These more 
recent phases of economic policy have ushered in important changes in 
the kind as well as in the extent of relevant public controls. When 
economists were chiefly preoccupied with cost-price factors, operating 
in freely competitive markets, as means of achieving automatic guid- 
ance of the utilization of resources and apportionment of income, 
economic analysis could concern itself with policy matters only in an 
incidental way; for in these circumstances public policy, except in 
special situations, was merely directed to maintaining the framework 
of private enterprise. But when, with depression and war, resort was 
had to many direct controls, of positive bearing upon the development 
of production and distribution, policy issues came to pervade the entire 
field of economic investigation; and the far-reaching problems involved 
are being carried forward into the period of post-war readjustment. 
For the past decade and a half economists have struggled intensively 
with the inherent complexities and practical difficulties of economic 
policy. They have played a necessary and important rôle in government 
itself, and they are likely to continue to do so on a substantial scale. 
Their influence, in and out of government service, may be fruitfully 
exerted for both the relaxation and the extension of controls, depending 
upon the specific character of prevailing and projected governmental 
measures. It is of the very nature of public policy under democratic 
institutions that it is fashioned out of a wide diversity of views, even 
among experts; and in these circumstances large areas of disagreement, 
involving in major degree conflicts of judgment rather than differences 
as to fundamentals, are bound to persist. But most economists, repudiat-~ 
ing with the vast majority of men and women the defeatist notion of the 
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futility of human effort, share the common determination, as économists 
as well as citizens, so to mold our economic arrangements, through 
appropriate combinations of individual initiative and collective control, 
as not only to safeguard the meritorious accomplishments of the past, 
but to eliminate current maladjustments of major significance and to 
move forward to new horizons. Our professional discussions of economic 
policy are the counterpart of the widespread concern with policy mat- 
ters voiced through innumerable channels in the community at large, 
and they tend to reflect the dominant interests of economists in the 
contemporary scene, 


It 


While it is a commonplace that public policy in economic affairs is 
the result of the interaction of a great diversity of factors, discussions 
of policy problems are all too frequently confined to the narrow limits, 
more or less technically defined, of the particular issues immediately 
under consideration. Not only are related economic elements of offset- 
ting character sometimes ignored, but non-economic considerations are 
often deemed to be altogether irrelevant. The age in which we live is 
one of specialization; and because of the enormous expansion of the 
field of knowledge, specialization naturally prevails in the intellectual 
sphere as well as in other aspects of our highly developed social arrange- 
ments. Immense good has issued of course from the labors of experts 
in restricted segments of the broad realm of science and thought. 
Without intensive activity by specialists in narrowly limited spheres of 
investigation, the sweep and rapidity of our progress to knowledge and 
understanding would be seriously impaired. In our own field, resort to 
specialized, detailed, and incisive analyses of economic conditions and 
of the interplay of economic forces is clearly indispensable. But con- 
trolling reliance upon sharply departmentalized results, both within 
and between special fields of inquiry, has its serious drawbacks, 
particularly in relation to the development of public policy. For the 
latter purpose the most pressing need, aside from the assembly of 
adequate data and their subjection to competent analysis, is for in- 
telligent and balanced synthesis of the numerous and often conflicting 
factors involved. On the economic front, despite the constant pulling 
and hauling of special groups for special advantage, the problem of 
the effective functioning of the industrial system as a whole, partic- 
ularly from the standpoint of the optimum utilization of material and 
human resources without serious interruption, has tended to constitute 
since the great depression the dominant concern of economic policy; 
and this concern, if it is to issue in fruitful social adjustments, calls for 
integrated knowledge and integrated thinking. 
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Furthermore, when’. organization and operation of the social order 
are viewed in the lar, ‘here is considerable kinship between the 
underlying objectivesofe. nists, sociologists, political scientists, and 
students of the law. All are. ted to acquiring knowledge and insight 
concerning human relationshi, ‘s they develop within the framework 
of organized society, with a vicw, in part at least, to advancing the 
general welfare as reflected from time to time in the unfolding aspira- 
tions of the community. Each group deals with distinctive aspects of 
social process, and each relies upon special expedients and techniques; 
but the results of their explorations are part of a closely interrelated 
whole. When these results are translated into institutional arrange- 
ments through policy measures, those charged with responsibility for 
the adoption of such measures cannot escape resort to codrdination, 
and they are as greatly in need of informed guidance in this aspect of 
their labors as in having made available to them adequate and soundly 
interpreted basic data in each distinctive sphere. This need of skilled 
and disinterested codrdination is all the more urgent because scientific 
methods and scientific results can at best be only crudely approximated 
in the field of social relations. Means and ends and the values condi- 
tioning them are in process of constant flux; relevant data are always 
less than complete or current; human beings display vigorous opposi- 
tion to controlled experimentation; the range of predictability is 
sharply restricted; the pertinent variables are so extensive as to result 
inevitably in wide differences with respect to diagnoses and cures; and 
consideration must be accorded to ultrarational or even irrational 
factors as well as to those assumed to be grounded in reason. It is in 
such circumstances that legal arrangements in the field of economic 
policy are evolved. 


IV 


Public control of economic policy is predominantly crystallized into 
law. Aside from the ultimate control assumed to be exercised by the 
consuming public in a free market economy, there are, of course, 
numerous informal public controls, consciously applied for the most 
part, unless condemned by law, through the great variety of voluntary 
associations into which our society is organized. The development of 
a spirit of private restraint and a sense of public responsibility on the 
part of major economic interests, whether acting independently or 
through such associations, might well serve to minimize the need of 
government intervention. But neither reliance upon automatic processes 
nor the beneficence of voluntary action has proved to be an adequate 
instrument for the elimination of specific economic abuses or the 
achievement of constructive economic purposes. In these circumstances 
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there has long been resort to governmental authority, in oné sphere or 
another, to protect particular interests or advance general well-being. 
It is the complex of legal powers being exercised or sought which 
brings to issue the outstanding controversies of the day in the field of 
public policy. It is our prevailing system of law, the aggregate of gov- 
ernmental prohibitions and requirements imposing restrictions upon 
private enterprise and fashioning its character and direction, which 
raises such fundamental questions as the appropriate scope of the 
obligations of government to further economic welfare, the relation 
between freedom and authority in the achievement of fruitful economic 
results, the outlook for the preservation of democratic institutions in 
the milieu of extensive public control of economic activity. 

This legal system not only embraces the large accumulation of juridi- 
cal principles and practices sanctioned or evolved at common law in the 
piecemeal adjudication of disputes concerning the rights and duties of 
private litigants, but includes also, more significantly for our present 
purposes, the enormous mass of legislative enactments and adminis- 
trative determinations—federal, state, and local—which, upon surviv- 
ing the possibility of judicial censorship on constitutional grounds, 
play an important rôle in the governance of economic behavior. While 
this body of enactments and determinations, as interpreted by the 
courts, has modified common-law doctrines in numerous ways, its most 
far-reaching contribution lies in positive supplementation of the com- 
mon law, through the establishment of standards and the enforcement 
of policies designed to safeguard and promote the common good. 
However adverse a reaction may be justified to the wisdom or propriety 
of particular measures, the basic objectives of the legal system as thus 
developed reflect a popular determination to improve economic con- 
ditions, within the general framework of private enterprise, and a faith 
in the efficacy of collective control. 

Law as such evokes no opposition whatever in our midst, even from 
those who are most firmly convinced that the contemporary expansion 
of the legal system is calculated to destroy or subvert our economic 
and political institutions. Indeed, insistence upon the supremacy of 
law is voiced most uniformly and most vigorously by those who are 
generally inhospitable to restrictive change effected through collective 
action. But the law thus approved is primarily that which strengthens 
the very industrial setup which is in course of modification—the legal 
rules and practices designed to protect property rights, enforce contract 
obligations, provide monetary mechanisms, sustain corporate activity, 
- define bankruptcy procedures, reward creative accomplishment, per- 
petuate special privileges. Even in these spheres, however, which have 
constituted the traditional legal foundations of economic conduct, a 
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process of continual development, in response to social pressures 
resulting from practical maladjustments of all sorts, is both necessary 
and unavoidable; and with the intensification of public consciousness 
as to desirable ends and appropriate means, more positive objectives 
are constantly emerging and being implemented—the powers and op- 
portunities which inhere in our political democracy are being utilized 
not only to advance special interests, but to further the deliberate 
attainment of more general economic well-being. 

The labors of economists would proceed on an unrealistic basis, and 
would tend to be sterile in many respects, if adequate heed were not 
given to the legal environment in which economic enterprise is organized 
and economic forces operate; but it is even more important that the 
controlling system of law should reflect adequately the economic en- 
vironment in which its rules and standards and policies are applicable. 
If law is to serve as a living instrument for the guidance of human 
relationships in the economic sphere, it must necessarily embrace a 
process of reasonable adjustment to social change; and, in point of fact, 
the relative stability of our institutions is attributable in large measure 
to the actual recognition of this principle of growth in our legal system. 
Despite the existence at times of significant conflicts between law and 
economics, involving especially undue lags in the development of con- 
stitutional doctrine, even the large mass of common-law rules has been 
fashioned progressively, though slowly, to accord with the demands of 
our dynamic society; and the major measures of economic policy which 
find expression in legislation and administration have come to constitute 
an integral part of the prevailing body of law. By and large, at least as 
of the present, the growth of our legal system is not being artificially or 
unduly restricted by the individualistic traditions which surrounded the 
early development of modern industrialism. 


7 V 


Both prevailing and proposed economic policies must be judged on 
their merits, in light of all conditioning circumstances; and on this 
basis economists have much to contribute toward the development of 
sound and effective policy measures. The immediate sensitiveness of 
economic conduct to indirect and remote influences, as well as the 
long-run economic consequences of controls, must of necessity receive 
informed consideration; and reasoned emphasis upon the broader 
implications of economic policy, in their bearing upon our entire 
institutional setup, also possesses a large measure of persuasive perti- 
nence. In other words, we must not permit ourselves to drift into an 
essentially collectivistic economy. But when opposition to policy 
measures is voiced in extreme terms—-when virtually all significant 
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proposals are attacked as fundamentally subversive of our. cherished 
heritage—the adoption of needed controls is sometimes retarded, and 
what is even more important, the controls actually incorporated into 
our legal system tend to be largely molded by their militant proponents, 
whose advocacy is often equally extreme in the sweeping constructive 
expectations which it holds forth. Since the precise character of controls 
and the procedural safeguards surrounding them are not infrequently 
more important than the mere fact of their establishment, this approach 
comes to be a self-defeating one on the part of the regulated interests, 
and the community at large tends to be deprived of the balancing 
influence of those most immediately concerned and most intimately 
acquainted with the complexities involved. It is one of the striking facts 
of our economic history that, except in grave emergencies, commercial 
and industrial interests have stubbornly opposed practically all restric- 
tive or positive control measures of importance, usually on what they 
professed to be fundamental legal and economic grounds, however 
readily they may subsequently have adjusted themselves to the new 
environment created by these measures. Among the more comprehensive 
considerations that have thus been invoked in obstructing and impair- 
ing the development of economic policy are those reflected in relatively 
unrelieved stress upon the maintenance of individual freedom, in 
condemnation of government as a virtually unmixed evil, in repudiation 
of politics as a necessarily maleficent activity. 

There is a substantial parallelism between undue emphasis upon 
national sovereignty in international relations and a similar over- 
emphasis of individual freedom in domestic relations. Both are 
expressions of a basic isolationism in face of closely knit and 
interdependent conditions of social living. There can be no question 
that freedom from restraint, whether it be the external restraint of alien 
states or the internal restraint of domestic governmental authority, is 
among the most fundamental of our values and is largely responsible 
for our fruitful accomplishments. But untrammeled freedom of action 
has never prevailed in either sphere. It has always been recognized 
that both national and individual liberty, if allowed uninhibited sway, 
are themselves likely to generate serious restraints, and that deliberate 
restrictions may be necessary to achieve the largest measure of attain- 
able freedom. National sovereignty has not precluded ready acceptance 
of the numerous self-imposed limitations contained in compacts or 
treaties negotiated between states, nor has the individualism of our 
system of private enterprise precluded the collective establishment of 
numerous controls. When achieved through democratic processes, in 
response to demonstrated general need, these measures of economic 
control tend to implement and enrich individual freedom, just as 
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mutually advantageous international agreements constitute concrete 
expressions of sovereignty rather than its denial. 

We are now in the midst of a determined quest for durable peace 
among nations and for economic security at home, and in connection 
with this far-reaching effort the institutional implications of collective 
control have come to sharp focus. But there appears to be no justifiable 
basis for assuming that even these objectives are necessarily in conflict 
with the maintenance of national sovereignty or individual freedom. The 
goals are more positive and comprehensive than any previously sought 
on so broad a foundation of popular support or with like insistence, 
but they are being pursued for the most part within the established 
structure of political nationalism and economic individualism. Effective 
removal of the menace of war is essential to the constructive fruition 
of national purposes; adequate concern with continuing maintenance 
of a high level of production and employment is an indispensable 
condition of economic welfare. Collective effort toward these major 
_ ends, as generally envisaged, is but calculated to create a favoring 
environment for national and individual self-realization. Fortunately 
the obstacles to international codperation springing from legalistic 
conceptions of sovereignty are rapidly dissolving. In the domestic field 
we are much more hesitant—for fear, basically, of undue encroach- 
ment upon individual freedom. There are, without doubt, many pitfalls 
and immense difficulties in interrelating soundly and fruitfully the great 
variety of elements, public and private, relevant to the achievement of 
economic stability at a prosperity level; and there is much room for 
controversy with respect to numerous technical questions clustering 
about wage adjustments, price policies, investment functions, monetary 
management, fiscal practices, and a host of other complex factors. But 
sweeping repudiation of public responsibility for economic stabilization. 
is largely a make-believe procedure; and the ready identification of all 
public policies that may in some fashion be characterized as economic’ 
planning with the exercise of dictatorial power and the use of arbitrary 
methods—as inevitably involving authoritative allocation of resources 
and imposition of direct controls over all significant aspects of the 
economy—simply does not square with the character of prevailing 
non-emergency controls, or of the relatively modest proposals being 
sponsored, or likely to be sponsored, by any substantial and responsible 
segment of our polity. Such an approach leads to reliance, not upon 
documented economic dangers, but upon such emotion-laden and 
question-begging shibboleths as “regimentation” and “centralization,” 
broadcast with little reference to the inescapable dependence of the 
individual upon social process, the essentially national scope of the 
established economic system, the reasonably reassuring actualities in 
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these respects of the general course of control experience. It is neither 
desirable nor feasible, in the complexities of modern industrial society, 
to restrict governmental functions to a closed category fashioned by 
the near-absolutes of a dead past. 

Nor does greater validity attach to such strictures upon the develop- 
. ment of public control as derive their primary impulse from want of 
confidence in government and politics. Governments can be and have 
been arbitrary, discriminatory, and tyrannical; and it is a sound 
instinct that seeks to restrict government intervention in economic 
affairs to the compelling requirements of public interest, centered upon 
the gradual but progressive improvement of the lot of the individual. 
But in a democratic society such collective requirements cannot be 
indefinitely ignored; and only government provides a sufficiently all- 
inclusive instrument to encompass and represent the entire community 
in the totality of its economic relations. In time of war we dedicate our 
lives and all our resources to a vital common end, and we rely upon 
government unstintingly to effectuate this end. Common ends of great 
significance also emerge in times of peace, and in the economic sphere 
control policies, molded by the specific exigencies of recurring need, 
constitute practical expressions of such collective purposes. Whether 
in peace or war, particular measures may be ill-adapted to the ends held 
in view, and may indeed prove positively harmful. Furthermore, the 
exercise of governmental authority may be impaired or vitiated by 
corrupt practices and inefficient methods. But such defects of govern- 
ment, occasionally resulting in situations sufficiently extreme to be 
termed scandalous, have their counterparts in the administration of 
private business enterprise; and in any event, the remedy lies in the 
improvement of government in all its various branches—a widely 
recognized need which becomes increasingly urgent as the scope of 
public control is expanded—rather than in the artificial restriction of 
governmental functions. 

And like observations appear to be justified with respect to reliance 
upon the shortcomings of politics as a ground for resisting necessary 
controls. The unlovely aspects of politics are common knowledge and 
need not be detailed here. Improvement in political methods is as 
essential as improvement in government as a whole. But in considerable 
measure politics is government in action; and politics can no more be 
wished out of existence, or be regarded as an inherent obstacle to the 
adoption of needed control measures, than government itself. Moreover, 
the significant constructive services rendered by politics in the sphere 
of policy-making are generally overlooked. The often alarming activities 
of pressure groups tend in many instances to offset one another; and it 
is political rivalry, animated in some degree by divergent faiths and at 
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all events by distinctive strategies, that is largely responsible for 
keeping selfish interests in most cases within relatively reasonable 
bounds. There are, of course, fundamental issues of principle that call 
for uncompromising statesmanship, impervious to the temptations of 
political maneuvering. The maintenance of government as the servant 
of the people, through vigilant avoidance of policies calculated to 
transform the state into their master, constitutes the most outstanding 
of these issues and comprehends numerous matters of principle where 
political concessions are dangerous. Happily we have resisted the lure 
of totalitarianism even under the terrific pressures of the great economic 
breakdown and the unprecedented upheaval of world war; and with 
the complete military defeat of the fascist powers the climate of opinion 
is more inhospitable than ever to the enthronement of dictatorial 
authority. In most economic matters, however, there is ample room for 
accommodation of conflicting interests and conflicting viewpoints; and 
the pragmatic compromises of politics produce such accommodation. 
Politics thus serves as a cementing rather than divisive influence in our 
national life. Head-on collisions between powerful interests and extreme 
ideologies are thereby averted, and opportunity is afforded for resort 
to limited and tentative expedients, often instituted on an experimental 
basis, which are subject to progressive modification as practical 
circumstances may require. The trial-and-error methods by which the 
Interstate Commerce act and the interpretation and application of its 
provisions have been evolved over a period of almost six decades furnish 
a striking illustration of this pragmatic approach; and similar methods 
have characterized for the most part the development of control policies 
in all spheres of economic activity. Needed change may be somewhat 
retarded in this way, but it tends to assume the form of much more 
orderly and realistic adjustments than if pursued as a quest for 
uncompromising ends, to be effectuated in full-blown maturity by single 
impulse. In this fashion the very political activity which is so often 
feared and so generally condemned has contributed significantly, 
despite the accumulation of controls, to the preservation. of the essential 
attributes of the system of private capitalism. 


VI 


But perhaps the most common alarm over the influence being 
exerted upon the system of private enterprise by the development of 
public control finds expression in the contention that we are relinquish- 
ing our liberties to an all-pervading “bureaucracy.” This characteriza- 
tion of governmental policies as bureaucracy is obviously a mere use 
of epithet, designed to cast discredit upon existing and proposed control 
measures, rather than an objective description of regulatory procedures. 
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Indeed, one is seldom given any inkling as to what constitutes the essence 
of bureaucracy, or where the line may be drawn between legitimate and 
bureaucratic governmental activity. For the most part the charge of 
bureaucracy but epitomizes over-all recalcitrance to control, lumping 
in a single blast of condemnation the great variety of considerations, 
Jargely substantive in character, which usually impel attacks upon 
government intervention in the economic sphere. Much of the distrust 
is based, of course, upon justifiable complaint against inefficient 
administration resulting from poor choice of personnel and lack of 
discipline, against slowness of action arising from cumbersome and 
hierarchical assignments of responsibility, against self-perpetuating and 
self-aggrandizing activities of public appointees. As already noted, 
removal or.mitigation of such governmental and political defects is, and 
should be,'a matter of deep concern. But aside from these general 
strictures upon government and politics, and to the extent that regula- 
tory processes rather than the policies to be enforced are at issue, it 
must be assumed that the critical emphasis upon bureaucracy springs 
from the fact that our prevailing governmental establishment operates 
predominantly in economic matters through boards, bureaus, and 
commissions. From this standpoint it is the administrative method of 
control, as reflected in the nature of the major regulatory agencies, 
which is assumed to threaten our liberties. 

Administrative tribunals have come into being and have expanded 
with the years because they provide “working implements of govern- 
ment,” to use a phrase of Chief Justice Stone, which are indispensable 
to the successful attainment of regulatory ends. Exclusive reliance upon 
the courts would but give effect to customary common-law rules, 
constituting a virtual abdication of positive policy making in face of 
urgent need of control in many directions; and even within these narrow 
limits such judicial activity would result in the mere provision of private 
redress for past infringements upon prevailing obligations, rather than 
in the affirmative establishment of such relationships as are deemed to 
be required in the public interest. In these circumstances resort to 
statutory enactments has been a necessary and natural expression of 
democratic objectives in the complexities of the modern world. But 
direct legislative regulation, enforceable in the courts, while entirely 
appropriate where concretely definable prohibitions are involved, is 
likewise beset with vitiating difficulties in most instances. Legislatures 
do not possess the necessary competence to deal in detail with the 
numerous and intricate economic matters over which they may exercise 
jurisdiction. Many practices subject to control—such as unfair methods 
of competition and unreasonable or unjustly discriminatory rates and 
charges—are not adequately definable, even as prohibitions, without 
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reference to the facts of individual situations. When remedial ends are 
being sought, as in most aspects of contemporary control, legislative 
policies must be adapted to a tremendous diversity of circumstances 
and conditions. And direct legislative controls, however soundly 
formulated in the first instance, would tend to issue in harmfully rigid 
adjustments. It is because of such factors that the administrative 
tribunal has come to be utilized as the dominant instrument of regula- 
tion. Basic policies and guiding standards are prescribed by the 
legislature; but the task of translating these policies and standards into 
specific regulatory requirements is entrusted to administrative com- 
missions, fuctioning continuously and aided by technical staffs, which 
promulgate their orders, after notice and hearing, on the basis of factual 
records as developed in each proceeding, and whose determinations 
are subject to judicial review. While there are minor variations from 
these primary characteristics among the many permanent regulatory 
bodies now operative, and while the pressures of emergency situations 
have temporarily induced procedural short-cuts as well as extraordinary 
extensions of public authority, this type of agency constitutes the 
established norm for the control of economic conduct. 

It is important to remember that this method of administrative 
regulation represents no new device fashioned during the recent period 
of intense control activity. State commissions with mandatory power 
over railroads were first established in the 1870’s; and in the federal 
sphere the Interstate Commerce Commission, the most powerful of all 
our peacetime administrative agencies exercising direct economic 
control, dates back to 1887. The creation of this commission constituted 
a deliberate Congressional choice over the alternative method of 
legislative regulation, and the long intervening experience has but served 
to confirm the wisdom of the choice. While numerous controversies have 
developed in the course of the Commission’s existence concerning the 
nature and scope of the substantive policies to be established for its 
guidance, there has been no disagreement as to the indispensability of 
the administrative method for effectuating these policies, and there 
has been no weakening of this conviction as the Commissicn’s powers 
have actually been expanded in notable degree. By the time of the 
outbreak of the First World War, virtually all the states had constituted 
administrative agencies, modeled upon the Interstate Commerce 
Commission, for the regulation of public utilities, and the Federal Trade 
Commission had been established to regulate competitive practices and 
implement our antitrust policy in the general field of commerce and 
industry. By that time, furthermore, a full generation ago, the develop- 
ing system of administrative law had been absorbed without serious 
difficulty into our over-all legal framework. This was accomplished by a 
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Supreme Court, under the leadership of Chief Justice White, which in the 
contemporary disposition to affix labels would generally be deemed to 
have been conservative. Not only were attacks upon the regulatory 
commissions on the ground of unconstitutional delegation of legislative 
authority successfully repelled, but by the adoption in self-denial of a 
narrow judicial review, the courts gave full effect to the large grants of 
administrative discretion vested in these agencies. It was recognized 
that the ever-present conflict between rule and discretion, arising from 
the need under varying circumstances of according consideration to the 
often divergent demands of certainty and of justice, is characteristic 
of judicial as well as administrative determinations; and in view of 
the essential regulatory purposes being served and the manifest legis- 
lative intent that dominant responsibility for effectuating them be 
vested in these specialized agencies, no inherent derogation from the 
supremacy of law was found to be involved in the functioning of the 
administrative tribunals. It was this established legal doctrine that 
determined the status and potentialities of most of the subsequently 
created regulatory commissions. 

The attacks upon so-called “bureaucracy” as a process of control 
spring chiefly from fear of the exercise of arbitrary power. When 
adequate safeguards are provided against unjustifiable or capricious 
action, it is the control policies themselves rather than the methods of 
their execution that are really brought into question; and in our system 
of administrative regulation such safeguards are in fact provided in a 
good many ways by the legislatures, the agencies themselves, and the 
courts. The regulatory commissions are created by the legislatures, and 
their very existence, no less than the sufficiency of their resources, is 
constantly subject to the legislative will. The fields of their operation 
and the scope of their power, including applicable policies and 
standards, are expressly prescribed. Responsibility for proper per- 
formance of their regulatory functions runs directly to the legislatures, 
with provision for periodic public accountability to them. The entire 
structure of control in each sphere is thus subject to continual 
modification on the basis of experience. In the exercise of their 
authority, furthermore, the regulatory agencies are generally required 
to provide due notice to all interests involved and to afford them full 
and fair hearings. These agencies are frequently referred to as quasi- 
judicial tribunals, because, as an incident to the performance of their 
primary function of prescribing arrangements for the future, they 
necessarily pass upon the propriety of existing adjustments. Much 
more important is the fact that they usually follow quasi-judicial 
procedures. These procedures arouse dissatisfaction on the part of those 
who impatiently seek quick results through summary action, but they 
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provide necessary assurance that all relevant private rights and 
interests will be accorded due consideration in the fashioning of 
determinations deemed to further the public good. The validity of these 
administrative determinations, finally, is subject to review by the courts, 
While judicial review generally confines itself to mere questions of 
power, and does not seek to substitute the judgment of the courts for 
that of the regulatory bodies, it provides effective safeguards against 
unconstitutional assertions of power, both in the governing legislative 
policies and in the resulting administrative orders, against exercise of 
administrative authority not supported by valid interpretation of the 
pertinent statutory enactments, and against abuse of administrative 
discretion effected through any failure to adhere to due process, broadly 
conceived, as evolved in the established traditions of the law. The 
regulatory agencies are thus kept within the bounds of legitimate 
authority deliberately vested in them. Arbitrary power and arbitrary 
action are both alien to the prevailing peacetime system of administra- 
tive regulation. f 
Under such a system, however, it is a matter of crucial importance 
that the independence of the regulatory agencies be meticulously 
maintained. Only in this way can the characteristic advantages of the 
administrative method be realized. It is especially necessary that these 
- tribunals be not dominated by political pressures. Political influences 
have their proper place in the development of guiding policies through 
legislative action; but in the execution of these policies as established 
by law, the responsible administrative bodies must be free to reach 
determinations based entirely upon their own informed judgment. Such 
freedom from external influence or control is as essential in this sphere 
as in case of the determinations of the courts. It conditions the attain- 
ment of just results in particular proceedings and the preservation of 
needed confidence in the regulatory process as a whole. The established 
setup is in point of fact one of independent commissions; and when 
political interference makes itself felt, as it does in a variety of ways 
from time to time, it at least tends to evoke adverse popular reactions, 
because of manifest departure from the generally accepted norm of 
administrative independence. The plausible proposals that are put for- 
ward recurrently for the absorption of the regulatory agencies by the 
regular departments of government constitute a much more serious 
threat. It would be difficult, in such a setup, to divorce specific 
administrative determinations, no less than general matters of guiding 
policy, from the political objectives of the party in power; and in these 
circumstances the orderly safeguards against arbitrary or capricious 
action which have been laboriously developed over the years would 
tend, as a practical matter, to be seriously impaired. A like danger 
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appears to lurk in proposals for instituting special-interest representa- 
tion on the regulatory agencies themselves, as in case of the tri-partite 
board for handling labor disputes and wage stabilization during the war 
period. However helpful this form of organization may have proved to 
be in facilitating the disposition of industrial conflicts in the special 
emergency situations with which we were then faced, it did not 
contribute to the maintenance of orderly processes or the development 
of enduring principles. All interests involved in regulatory proceedings 
should, as a matter of course, be accorded full opportunity to present 
evidence and argument bearing upon every aspect of the problems at 
issue; but since the very fact of government intervention springs from 
the recognition of a general interest that transcends the special interests 
of the parties, the process of decision should be entrusted exclusively to 
public representatives. In other words, internal as well as external 
pressures may constitute an impediment to the maintenance of genuine 
administrative independence. 

' But in the last analysis the most far-reaching safeguards against 
possible excesses of public control, whether they be substantive or 
procedural in character, lie in the preservation of the democratic 
environment of governmental action. Important control policies usually 
draw their initial impetus from expressions of popular dissatisfaction 
with existing conditions. At least in general terms proposed measures 
tend to be discussed in political campaigns and to bear upon the 
fortunes of political parties and candidates. In due course they are 
investigated by legislative committees and debated in the law-making 
chambers. After control measures are adopted they are likely to be 
tested in the courts as to their constitutional validity and legal scope. 
They are then executed and enforced by the regulatory agencies, 
generally under quasi-judicial procedures, and the findings and 
conclusions of the investigations are public records. Individual 
determinations and directives are subject to judicial review, for abuse 
of administrative discretion, and the entire regulatory performance is 
subject to virtually unrestricted legislative inquiry. When patent im- 
proprieties or unacceptable results emerge, the law-making bodies have 
constantly recurring opportunity to reverse or modify or expand prevail- 
. ing policies and practices; and the whole deliberative cycle may again be 
brought into play. After due allowance is made for the large measure of 
unreality that often characterizes public discussions of public issues, 
as well as for the obstacles to relinquishment of established control 
arrangements that derive from vested governmental interests, serious 
errors of economic policy cannot.in the long run withstand the pressure 
of these democratic processes. As long as we exercise the necessary 
vigilance to preserve without impairment our political liberties, includ- 
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ing free and frequent elections, and our civil liberties of freedom of 
thought, of speech, and of the press, there is little likelihood that the 
course of government intervention will be permitted to subvert our 
essentially individualistic economic order. 


The chief purpose of these observations has been to direct attention 
to some of the factors that obstruct the approach to policy problems. 
The ends sought are of vital significance, and the tasks actually to be 
performed are many and difficult. Despite the movement for public 
control, long in the making and far advanced in many directions— 
perhaps because of it—our economy remains the outstanding expression 
of private enterprise in the world of today. There is a deep-rooted faith 
in the system and a widespread determination that it be preserved. It is 
doubtful whether prophecies of doom are any better founded for the 
future than they have been in the past. There appears to be good 
promise that freedom and authority can be so harmonized as to promote 
economic well-being without sacrifice of essential values. 


NATIONAL BUDGETS AND NATIONAL POLICY 
By Jacos L. Mosax* 


I. The Need for a National Full-Employment and 
Full-Production Policy 


A number of economic models relating to the national budget 
recently developed on the basis of pre-war income and expenditure 
patterns have demonstrated that severe depression in the years 
immediately following the transition period is highly probable in the 
absence of a national policy to assure full employment. From these 
models the economists have concluded that in the post-war period (1) 
national policy must be directed toward changing the income and 
expenditure patterns so as to increase private expenditures for con- 
sumption and tangible investment, and (2) the federal government 
must assume the responsibility of adjusting its own outlays and 
revenues so as to maintain aggregate expenditures on goods and services 
by both government and the private economy at the level required for 
full-employment production. 

The logic underlying these models will be indicated in a later section. 
The conclusions derived from the models may, however, be arrived at 
in a very simple manner. In 1944 and the first half of 1945, the 
American economy produced at an annual rate of about 200 billion 
dollars of finished goods and services for consumption, business invest- 
ment and government use. Both the labor force and the output per 
manhour have been subject to conflicting influences during the war, 
some of which have tended to raise and others of which have tended 
to lower the gross national product. There is widespread agreement, 
however, that when these wartime influences are eliminated, the 
American economy, in the years immediately following the transition 
period, will be able to produce the same total volume of goods and 
services as it did at the peak of the war effort. Our capacity to produce 
in 1950, in other words, will be about 200 billion dollars gross national 
product in 1944 prices, and it will steadily increase thereafter as a 
result of population growth and increases in productivity.* 


* The views expressed by Mr. Mosak are his own personal opinion and do not necessarily 
reflect in any way those of the Office of Price Administration. 

The author is indebted to the following persons for their very careful reading of the 
manuscript and their many helpful suggestions: Henry S. Bloch, Benjamin Caplan, David 
W. Lusher, Richard A, Musgrave, Mary Smelker and Arthur Smithies. 


*The problem of measuring peacetime output in terms of prices of the year 1944 when 
war expenditures were about half the total gross national product is an extremely difficult 
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While the capacity to produce will continue at peak levels, govern- 
ment, the largest customer for the national product, a customer which 
in wartime took one-half of the total, will reduce its orders by about 
three-fourths. Can markets be found for the 75 billion dollars of gross 
national product which the government will cease to buy? Can the 
private economy reasonably be expected to increase its outlays by three- 
fourths from its present all-time high level? Let us consider the 
probable changes in private investment and consumer expenditures. 

1. Private investment in housing, plant and equipment, inventories 
and foreign lending was curtailed during the war. In the peak years, 
1929 and 1941, private investment was just under 20 billion dollars 
whereas it amounted to only 4.5 billions per annum in the first half of 
1945. Considerations of past rates of investment, as well as of the 
present productive capacity of our economy, indicate that the average 
rate of investment over a period of years in the foreseeable future will 
not very much exceed the peak reached in a single pre-war year.’ 

2. Expenditure on consumer goods and services, though higher than 
in pre-war years, was lower than it would have been at the high wartime 
levels of income because of shortages, price control and other factors. 
Consumer durable goods expenditure reached a peak of about 10 billion 
dollars in 1941, but fell to an annual rate of about 7 billions in the first 
half of 1945. It may be expected to rise from present levels by some 
10 billion dollars per annum. Expenditure on food, clothing, gasoline 
and consumer services was also curtailed by 5 billions or more per 
annum at wartime levels of income as a result of shortages. The ex- 
penditure on goods has risen relative to disposable income in the first 
few months of the transition period, and the expenditure on services 
may also be expected to rise as the supply of services increases. This, 
however, cannot as yet be taken as evidence that in the post-transition 
years the total demand for consumer goods and services will be signifi- 
cantly higher in relation to disposable income than it was prior to the 
war. 

3. Taxes at the peak of the war effort were about 25 billion dollars 
higher than they would need to be after the war if full employment 
one. The comparison is somewhat easier in terms of the prices of the factors of production 
—wage rates and the markup over wage rates—than it is in terms of the prices of the 
finished product. 

For the author’s projection of the post-war capacity to produce, see his “Forecasting 
Postwar Demand,” Econometrica, Vol. 13, No. 1 (January, 1945). For summaries of the 
projections of various estimators in the field, see E. B. George, “Gross National Product 
Projections: The Background and Relation to Current Issues,” Dun’s Rev., (March, 1945), 


pp. 9-14; and E. E. Hagen, “Postwar Output in the U. S. at Full Employment,” Rev. Econ. 
Stat., Vol. XXVII, No. 2 (May, 1945), pp. 45-59. 


° This conclusion does not necessarily commit one to the “mature economy” thesis, since 
it carries no implications about the rate of investment in the distant future. 


! 
A a 


22 THE AMERICAN ECONOMIC REVIEW [MARCH 


could be maintained with government expenditures of only 25 billions. 
A 25-billion-dollar reduction in taxes would certainly increase private 
expenditures substantially, but undoubtedly by less than 25 billions 
since a portion of the remitted taxes would serve to increase private 
savings. 

When all these factors are taken into account, however, it is evident 
that they add up to considerably less than 75 billion dollars of addi- 
tional private consumption and investment per annum over a period of 
years. Since any initial deficiency will have repercussions on other 
private expenditures, the gross national product will fall by consider- 
ably more than the initial deficiency. Unless, therefore, the federal 
government adjusts its revenues and outlays so as to raise the annual 
aggregate volume of expenditures, both government and private, to 
the level required for full-employment production, it is evident that 
mass unemployment and depression will follow. The conclusion is that 
the government must assume the responsibility and prepare a program 
to eliminate the deflationary threat of the post-war period. 


II. Controversy on Policy 


Dr. Albert G. Hart of the Committee on Economic Development 
has recently attacked the post-war models in the pages of this journal. 
His criticism relates to both the model-systems and the policy 
recommendations of the model-makers.* Indeed, although most of his 
comments are directed against the model-systems, I think it is a fair 
inference that they stem largely from his objections to the policy 
recommendations. 

Before considering the objections to the policy recommendations, it 
is worth emphasizing that Hart’s criticisms of the model-systems relate 
only to the question of the adequacy of demand for the potential post- 
war output. He evidently now agrees that 200 billion dollars is a con- 


*“NModel-Building and Fiscal Policy,” Am. Econ, Rev., Vol. XXXV, No. 4 (Sept., 
1945), pp. 531-58. This article includes practically all of the criticisms that I have seen to 
date against the model-systems, 

It should be clear that in accepting Hart’s terms “model-makers” and “model-builders,” 
to refer to the particular economists whose views he is criticizing, I am not dividing 
economists generally into model-builders and anti-model-builders. Model-systems are 
mathematical tools of analysis designed to derive consistent sets of conclusions from 
stated assumptions. They are useful tools for all economists, Keynesians and anti-Keynesians 
alike. Hart himself is a model-maker. 

The model-makers singled out by Hart for criticism are as follows: National Planning 
Association, National Budgets for Full Employment (Washington, March, 1945); “Fore- 
casting Postwar Demand” (papers by Morris Livingston, Arthur Smithies and Jacob 
Mosak, in Econometrica, January, 1945); the Appendix (C) by Nicholas Kaldor in Sir 
William Beveridge, Full Employment in a Free Society (New York, 1945); and R. A. 
Musgrave, “Alternative Budget Policies for Full Employment,” Am. Econ. Rev., Vols 
XXXV, No. 3 (June, 1945), pp. 387-400. 
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servative estimate of the capacity gróss national product for 1950. 
For he estimates the capacity in 1947 to be 186-195 billion dollars in 
1944 prices.* Allowance for normal increases in both labor force and 
output per manhour would raise the lower end of the range to about 
200 billion dollars in 1950. Hart’s acceptance of this estimate of our 
productive capacity represents a great forward step in the clarification 
of the problem connected with the maintenance of post-war full employ- 
ment. 


A. Inflation vs. Deflation 


The primary objection raised against the recommendations is that 
they take a one-sided view of the post-war prospects. Hart admits that 
deflation may be a threat during the next 10 years and probably 
during the next 5 years, but he maintains that it would be irresponsible 
to overlook the inflationary dangers in sight for the transition. 

I do not believe that the model-builders can be fairly charged with 
irresponsibility on the inflation front. The American model-builders in 
question have all participated in helping to prepare and execute the 
Administration’s program to keep inflation in check. They have all 
emphasized the dangers of price inflation during the earlier part of the 
transition period. They have, in fact, been accused of desiring to keep 
price and other anti-inflation controls needlessly. during the reconversion 
period. It is one of the curiosities of our day that many of the economists 
who have been ridiculing the predictions of the post-war deflationary 
threat are the very ones who have been pressing for the immediate 
abolition of price controls.® 

Even the model-builders who emphasized the threat of deflation of 
income resulting from the reduction in munitions employment, the elimi- 
nation of overtime and the downgrading of workers insisted that there 
was simultaneously a threat of price inflation in the transition period as 
a result of the accumulated shortages of housing, consumer durables 
and other goods and services which would remain short even at the 
lower levels of income. Although the model-builders supported the 
movement for increasing wage rates to counteract the threat of income 
deflation, they exerted every effort to confine collective bargaining for 
wages within the framework of the price-stabilization program. Their 
thesis was the same as that advanced by President Truman, namely, 
that it was possible to increase wages substantially without correspond- 
ing price increases. This program required the Administration to assume 


4M. G. de Chazeau, A. G. Hart, et al., Jobs and Markets, Research Stud. for the Com- 
mittee for Econ. Development (New York, McGraw-Hill, 1946), chap. 2. 
“I am glad to say this is not true of Hart. 
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a calculated risk, but the risk was no greater than that proposed by 
Hart in his recent Study for the C.E.D. in which he wrote: 


While it lasts, price control must be streamlined and liberalized. The OPA 
must follow a course of “calculated risk” in suspending controls. Price ceilings 
must be adjusted if they seriously deter or distort production. Pricing stand- 
ards should permit the average profit expectations of normal prosperity. The 
present “earnings” standard for price relief—the 1936-39 average return on 
net worth, before taxes—should be raised by about one-third. Increases should 
also be permitted whenever the price of a product fails to cover average total 
costs of production and not, as at present, average direct costs only. All price 
adjustments under these standards should be based on actual cost experience 
of the most recent quarter of “normal” operations, without distinction between 
“approved” and “unapproved” wage increases.® 


If the model-builders did not refer to the danger of price inflation in 
the transition, it was simply because they explicitly confined their 
analysis to the years following the transition. For the post-transition 
period they are agreed that the major threat is depression and mass- 
unemployment rather than inflation. 


B. The Need for Flexible Policy 


In the light of the past fluctuations in economic activity, it is 
apparent that fiscal and indeed all national economic policy must be 
sufficiently flexible to counteract either booms or depressions. Hart 
presents his recommendation for a flexible fiscal policy in such a way 
as to imply that the model-builders are either opposed or at best 
indifferent to it. This is a mistake. The model-builders are certainly in 
favor of a flexible fiscal policy to counteract cyclical fluctuations. The 
issue is only whether there is also need for a national policy designed 
to prevent continued unemployment. A flexible fiscal policy, it has 
been aptly said, corresponds to putting in a properly balanced 
steering wheel, whereas a policy to prevent continued unemployment 
corresponds to improving the basic structure of the car. The model- 
builders want both, whereas their critics appear to be content only 
with the first. 


C. Fiscal vs. General Economic Policy 


Although the model-builders have emphasized the need for a com- 
prehensive national policy to maintain stable full employment, the 
belief is widespread that they are interested only in public spending. 
The origin of this belief is not difficult to trace. The analysis of the 
model-builders is Keynesian in the broader sense, and Keynesian 


°De Chazeau, Hart, et al, “Summary of Key Recommendations” in Jobs and Markets, 
paragraph no. 2. 
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theory to the non-critical observer is synonymous with public spending. 

It is true, of course, that Keynesian analysis provided the theoretical 
framework for the justification of the public spending program in the 
depressed 1930’s. Nevertheless a moment’s consideration should suffice 
to refute the charge against Keynesian theory. First, even in the 1930’s, 
public spending was only one element, albeit to many the most 
dramatic element, of a much broader social and economic policy. 
second, the relative concentration on public spending in the thirties 
was primarily due to (1) the fact that in an emergency which called 
for quick action, public spending could be increased more quickly than 
private; and (2) that the country was politically and socially unpre- 
pared to take many other measures which might have reduced the need 
for public spending. 

The more our people and our government are educated to the nature 
of our economic problem, and the more they are prepared to take 
appropriate steps in raising the level of private expenditure, the less need 
will there be for public spending. This is in fact one of the major 
purposes of the analysis of the model-builders. 

It is surprising that as trained an economic analyst as Hart should 
have been so misled by the widespread prejudice on this subject as to 
write: “The school of economists from which these model systems 
spring seems to feel that the only lesson economists need to convey to 
the public is that government spending can remedy depressions.” 

That the comment just quoted is not based on any economic 
analysis is evident from the fact that in discussing the model-systems 
from a purely analytical standpoint, Hart saw clearly that the model- 
builders were not simply “public spenders.” Thus he wrote: ‘These 
model-systems are set up on the hypothesis that the major components 
of the national product are determined by the scale and character of 
the government’s fiscal operations—in a setting, of course, of relation- 
ships among the components expressing other economic forces. 
This way of viewing the problem emphatically does not commit 
the model-builder to the assumption that government fiscal policy is the 
only motive power in the economy. It merely brings a particular set of 
‘variables into the foreground for closer study.’ (Italics mine.) It is 
regrettable that between his analytical and his policy discussion there 
should have occurred such a profound change in Hart. 


D. Deficit through Spending vs. Deficit through Tax Reductions 


Most trained economists—even anti-Keynesians—are now agreed 
that federal deficits are desirable during a depression. Hart goes further 


' Hart, Am. Econ, Rev., Vol. XXXV, No. 4, p. 552. 
t Hart, Am. Econ, Rev., Vol. XXXV, No. 4, p. 531, text and footnote. 
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even than most anti-Keynesian critics, because he accepts the entire 
Keynesian analysis concerning the effects of deficits on the national 
product. As will be shown later, he is more Keynesian than the Keynes- 
ians, since his major criticism against the model-builders boils down 
to nothing more than an objection that they estimate too small an 
income-multiplier for federal deficits. His argument should, therefore, 
provide little comfort to other anti-Keynesian critics. 

The acceptance of the theoretical analysis of the effect of deficits does 
not mean that the dispute over the use of deficit policy to maintain full 
employment has been eliminated. The critics have simply shifted the 
dispute to the question whether the deficit should be achieved through 
increased government expenditures or through reduced taxation. In thus 
shifting their ground they have attributed to the model-builders an 
arbitrary distinction between the two types of deficits. They suggest 
that the model-builders believe only the former type of deficit stimulates 
employment, in contrast to themselves who believe that both types of 
deficits are expansionary,’ and/or the latter type is preferable. This 
is simply wrestling with strawmen. I know of no Keynesian, model- 
builder or otherwise, who believes that only federal deficits arising 
from abnormal public spending will increase output whereas federal 
deficits arising from tax reductions will not. Keynesians argued for a 
reduction in payroll and excise taxes as an anti-depression meaure 
before the war and for a strong tax program as an anti-inflation 
measure during the war.” 

The choice between an additional reduction in taxation or an addi- 
tional increase in government expenditures can obviously be made only 
in terms of their relative marginal social utilities. If there is any dispute 
between Keynesians and their critics on this question it is only on the 
relative degrees of effectiveness of a given increase in government 
expenditures as compared to an equal reduction in taxation. Hart states 
that a billion dollar reduction in taxation would lead to an initial 
increase in private expenditures “of roughly the same dollar amount.”” 
Keynesians generally maintain that a significant part of the tax reduc- 
tion would serve to increase savings rather than consumption and 
investment. Since the amount of government expenditures required 
to maintain full employment would be decreased only to the extent 
to which private expenditures increased, the reduction in required 


°? Hart, Am. Econ. Rev., Vol. XXXV, No. 4, pp. 550-51. j 
Hart, Am. Econ, Rev., Vol. XXXV, No. 4, p. 552. 


X In the estimates which Hart reproduces from my models, it is clearly shown that the 
larger the volume of tax reductions, the smaller is the amount of government expenditures 
and private capital formation required to maintain full employment. 


Hart, dm. Econ. Rev., Vol. XXXV, No. 4, p. 551.. 
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multiplier or in terms of the second. The first multiplier, which is 
smaller, is applied to government expenditures; the second multiplier, 
which is larger, is applied to government deficits. The two products 
are obviously identical. 

(2) The estimate does not allow for favorable repercussions of 
government deficits on private investment resulting from the increase 
in the national product. It is certainly a change from the usual diet 
to see a non-Keynesian criticizing the “Keynesian school” for failing 
to take into account the favorable effects of government deficits on 
private investment. As has already been indicated, the investment 
function was omitted because of ignorance of its nature and a belief 
that it was unstable. Consequently, the analysis runs only in terms 
of the effects of an increase in the sum of government expenditures 
and capital formation, not of an increase in government expenditures 
alone. 

(3) If the multiplier were measured with respect to govern- 
ment deficits instead of expenditures and if allowance were made for 
the favorable repercussions on private investment, Hart says my 
model-system would yield an estimate of about 6.0 under 1940 income 
tax rates. He criticizes this estimate as being much too low and 
compares it with his own range of estimates as follows:*® 


1. Moderately low 6.8 
2. Moderately high 17. 
3. Extremely high 43. 


To my knowledge this is the first Instance in which the “Keynes- 
ian school” has been criticized for underestimating rather than 
overestimating the effectiveness of government spending and govern- 
ment deficits.”° 

It is important to see how Hart arrived at estimates of such large 


* The range between these estimates is so large as to render them practically useless for 
policy purposes. In the text Hart indicates a narrower range of from 5 to over 10. (See 
p. 549 of his article.) On the last page of his Appendix he indicates 6.8 to 14 as the likely 
range. 

2 From our estimates of the relatively small effects of government expenditures, Hart 
concludes, as cited above, that: “The school of economists from which these model-systems 
spring seems to feel that the only lesson economists need to convey to the public is that. 
government spending can remedy depressions” (p. 552). What, then, shall one conclude 
from Hart’s estimates of the extremely large effects of government deficits? 

Hart evidently does not base his own policy recommendations on such large multipliers. 
For he writes that: “The likelihood that we may need to operate in the range from a 
5-billion dollar surplus to a 5-billion dollar deficit seems very strong” (p. 551). With a 
multiplier of 17 this implies that, with a neutral fiscal policy, the economy would fluctuate 
within a range of over 40 per cent unemployment and over 40 per cent price inflation. 
With a multiplier of 43, which Hart admittedly calls an extremely high estimate, it implies 
that the economy might fluctuate within a range of zero employment and 100 per cent 
price inflation. 


~~ 
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multipliers. For while Hart is the only one who has carried his 
argument to its logical conclusion by showing the multiplier which 
follows from his approach, many other non-Keynesians have used the 
same argument without realizing that they were thereby committing 
themselves to a super-Keynesian position. 

It is obvious that the multiplier depends upon the rate at which an 
increment in the gross national product is respent on consumer goods 
and services. This in turn depends upon the rate at which an increment 
in the gross national product increases the disposable income of 
individuals after taxes and the rate at which an increment in disposable 
income is spent on consumer goods and services. The higher the product 
of these two factors, the larger will be the multiplier; the lower the 
product, the smaller will be the multiplier. 

Hart claims that the model-builders underestimate both of these 
factors and consequently seriously underestimate the multiplier. The 
source of the alleged error is attributed to the fact that the model- 
builders overlooked the importance of rates of change in the national 
product on the variables under consideration. The period 1929-40 from 
which the relationships were derived was one in which income 
fluctuated sharply. Consequently, it is argued, the data show too large 
a variation in profits and too small a variation in wages corresponding 
to any variation in the level of the gross national product. Similarly, 
they show too large a variation in consumer savings and too small a 
variation in consumer expenditures corresponding to any variation in 
disposable income. 

In the light of this complaint, it is worth repeating my statement in 
“Forecasting Postwar Demand” that experiments were made with 
multiple regressions using rates of change as a second independent 
variable. The projections obtained from these regressions on the 
assumption of a zero rate of change did not differ materially from those 
obtained by the use of the simple regression.” 


** The reader may be interested to compare Hart’s comments with the paragraph in my 
“Forecasting Postwar Demand” to which they apply. 

Hart writes: 

“The equations, tables and graphs which embody the model-systems here under dis- 
cussion are formulated in terms of the levels at which the variables (government expendi- 
tures, revenues, consumption, investment, etc.) stand, without explicit reference either to 
rates of change or to immediately previous levels... . 

“This logical limitation is not explicitly faced by the model-builders in question. In 
consequence, we tend to find a mixture of assumptions appropriate for static analysis with 
assumptions appropriate for dynamic analysis of impact effects. For example, Dr. Mosak 
uses a formula for corporate profits before taxes which shows them as varying by 23.6 
per cent of any variation in gross private national product, derived by a regression of 
undeflated figures for 1929-1940. The base period, of course, reflects not experience with 
under-employment equilibrium but experience with sharp fluctuations—with a period in 
which low-income years were years previous to which activity had been much higher, and 
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It is true, of course, that even these multiple correlations using rates 
of change as an independent variable cannot tell us what the relation- 
ships might be if economic stability at full employment levels were to 
prevail indefinitely. In that case consumers and business might gradu- 
ally make significant long-run adjustments in their income and expendi- 
ture patterns. It is reasonable to assume, for instance, that that part of 
consumer savings which is motivated by fear would be eliminated if 
job security were permanently assured. It is perhaps also reasonable 
to assume that profit margins would be lower and investment 
considerably higher than is indicated by the pre-war data if the risk of 
depression were eliminated. This is indeed the hope of all supporters 
of the Administration’s full-employment bill. These changes appear 
probable, however, only some time after we have actually succeeded 
in maintaining permanent, stable full employment. They cannot be 
assumed in the absence of such a program. 

One concrete objection that has been raised in this connection is that 
the long-run marginal propensity to consume may be 0.9 as against the 
short-run marginal propensity of about 0.8 derived by the model- 
builders for the inter-war years. 

To this several points must be noted in reply. 

(a) First, Kuznets’s data, upon which the long-run estimate is 
based, relate to the average rather than the marginal propensity to 
consume. These may differ from each other very greatly, particularly 
at lower levels of income.” As Smithies has shown, Kuznets’s data are 


high-income years were years previous to which activity had been much lower. Had the 
‘active variables’ been held constant until the ‘passive variables’ leveled out in an under- 
employment equilibrium, equilibrium ratios of profits to income would surely have 
varied much less than the regression suggests” (Am. Econ. Rev., Vol. XXXV, No. 4, pp. 
533-34; italics in the original). 

My statement in “Forecasting Postwar Demand” reads as follows: 

“Finally, it implies that the relationships which prevailed when the gross national product 

. . was subject to serious fluctuations may be used as a basis for post-war projections 
with respect to fairly stable values of the gross national product. 

“To test the effects of changes in the gross national product in the distribution of income 
by type of share, we experimented with multiple regressions using as independent variables 
the gross private product less ‘indirect’ taxes of both the current and the preceding years. 
The estimates of salaries and wages and of profits before taxes obtained from these 
regressions on the assumption that the product remained the same in both years did 
not differ materially from those obtained by the use of the simple regression. Inventory 
profits were excluded from the total throughout the analysis, thus eliminating one element 
that is greatly affected by changes in prices and production” (Econometrica, Vol. 13, No. 1, 
p. 32; italics in the original). 

“If C <= consumer expenditures, Y = disposable income and c = f (Y), then the 


C 
average propensity to consume is the ratio — whereas the marginal propensity is the 
Y 


dC 
derivative TA For a linear function we have: 
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consistent with a marginal propensity to consume of less than 0.8 and 
a slightly rising time-trend in consumer expenditures.” 

(b) Second, even if it were correct that the long-run propensity is 
0.9 rather than 0.8, it would still be improper to assume the higher 
figure for the period of the 1950’s. Hart concedes that during the inter- 
war years the marginal propensity was 0.8. During the present war it 
has, of course, been lowered substantially. It involves too great a risk 
to assume that after the war it will suddenly jump to a much higher 
level which it may have had at the end of the 19th and the first decade 
of the 20th centuries, and that we shall, therefore, not be faced with 
depression. 

(c) Finally, we must not overlook the possibility that the large rise 
in the projected per capita income at full employment may lower the 
marginal propensity to consume. Expenditure distributions by income- 
size suggest that the propensity to consume drops very sharply as we 
go up the income scale. In the past our per capita income was so low, 
even in peak years, that nearly all of our population had a relatively 
high propensity to consume, With a 200-billion-dollar gross national 
product, however, a very substantial proportion of our population 
would be in the higher income brackets where the propensity to consume 
has been relatively low.” 

2. Misleading Presentation. The second major objection is that the 


Consumption function: C =a + DY, 


G a 
Average propensity: 7y +b, 


dC 
Marginal propensity: T = 3b, 


Since in the regression equation “a” is positive, the average propensity is larger than the 
marginal, The lower is the volume of disposable income, the larger will be the difference 
between the average and the marginal propensity. 

If the consumption function is non-linear, the average propensity will be larger than 
the marginal at all points for which the tangent has a positive intercept. 


* This is the regression which Smithies used for his post-war projections, and his results 
are Similar to mine. 

Hart contends that a rising time-trend has no meaning in itself, and that the data must 
reflect a long-run adjustment to the rise in income. Given the increasing urbanization of 
the economy and the invention of new goods during the period under discussion, it is diffi~ 
cult to see why the assumption that consumer expenditures were subject to a rising time- 
trend in the past has no meaning. It is difficult to believe that if income per capita were to 
decline to the levels of 1900, consumption per capita would in the long run decline to the 
levels of 1900. 


Other critics have ‘objected to the fact that the regression of consumer expenditures 
to disposable income was fitted to undeflated data, without allowance for changes in 
population and prices, As was pointed out in my paper: “A regression of per capita ‘real’ 
consumption on per capita ‘real’ disposable income yields results that are very similar to: 
those obtained from the regression of aggregate money consumption on aggregate money 
‘disposable income” (“Forecasting Postwar Demand,” Econometrica, Vol. 13, No. 1, p. 33, 
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basis on which the model-systems have been set up is likely to give a 
misleading impression as to the rôle of government expenditures in 
a full-employment policy.” This objection relates to the fact that my 
tables were set up to show in the final line the volume of government 
expenditures rather than the volume of government deficits (plus 
private gross capital formation) that is required to maintain varying 
levels of the gross national product. In this method of setting up the 
tables Hart sees important fiscal policy implications. According to him 
it implies that, if a balanced budget would yield an under-employment 
equilibrium, my program would be to get up to full employment only 
by raising government expenditures and not by reducing tax rates.’ 

A moment’s consideration of the tables shows the basis for their 
arrangement. The tables give a breakdown of the gross national pro- 
duct by type of expenditure, consumer expenditure, gross private 
capital formation, and government expenditures. They show that under 
the specified assumptions as to tax rates, dividend policy, and transfer 
payments, consumer expenditures may be derived as a function of the’ 
gross national product. Consequently, we may obtain by subtraction 
the sum of government expenditures plus private capital formation 
required to sustain each level of the gross national product. 

Clearly this form of arranging the tables does not imply anything 
at all about fiscal policy. The form is appropriate for and consistent 
with New Deal fiscal policy, C. E. D. fiscal policy, Brookings’s fiscal 
policy, or any other fiscal policy. 

In answer to Hart’s criticism, I should simply like to pose two 
questions: 

a. The tables showed the effects of nine alternative sets of tax 
rates on the volume of government expenditure required to maintain 
each level of the gross national product. Which of these nine alterna- 
tive sets of tax rates is it implied will be kept unchanged? 


footnote 9). Smithies’s regression does relate to the deflated series and his estimate of the 
marginal propensity to consume is even lower than mine. 


* Hart, Am. Econ. Rev., Vol. XX XV, No. 4, pp. 552-53. 


"This criticism appears in the Appendix. In the text of the article, the objection raised is 
that I did not subtract the tax estimates given in my tables from the required amount of 
government expenditures to show that the required government deficit is considerably 
smaller. This criticism is apparently the result of too hasty reading, since the calculations 
which he calls for are presented on page 34 of my “Forecasting Postwar Demand.” 

Hart also objects that the model-systems are presented in such a way as to make it 
difficult for the reader who finds the results disconcerting to decide to what extent they 
are due to assumptions which he is unwilling to accept. Since my paper spells out the 
assumptions in detail, gives the basic data and presents the basic relationships both in 
tabular and in equation form, the interested reader can substitute any assumptions of his 
own for those of mine which he is unwilling to accept and see to what extent the results 
would be altered by the substitution. 


f 
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b. If showing the amount of government expenditures under a 
given set of tax rates implies a fiscal policy of keeping tax rates 
unchanged, why would showing the amount of government expendi- 
tures minus tax revenues (2.e., deficits) under the same set of tax 
rates imply a different tax policy? 

Part of the answer to Hart’s difficulty may lie in his confusion of 
two distinct multiplier concepts. He defines the multiplier as the ratio 
of the increment in the gross national product to the increment in the 
sum of the deficit plus private capital formation under a given set of 
tax rates. This is the sense in which the concept is used in his Appendix 
Tables I and IT. In the last section of the Appendix, however, in which 
his own estimates of the multiplier are presented there is a sudden 
unexplained shift to an estimate involving constant tax revenues rather 
than constant tax rates. This second concept is also used in the 
estimate of the multiplier in the text of the article.” It is this confusion 
of the two distinct multiplier concepts which partially explains the 
mistaken criticism of the policy implication of my tables. Although he 
was discussing the multiplier as he defined it for a given set of tax 
rates, he apparently had in mind the multiplier as he estimated it for 
a given amount of tax revenue.”® 


C. Factors Omitted 


1. Cyclical factors. It is objected that the model-systems omit 
cyclical factors, and that the “over-confident use of equilibrium models” 
is a “temptation to underrate the fluctuations problem.” The recent 
model-systems may, of course, understate the cyclical problem, since 
they do not include any cyclical variation in the magnitudes of the 
parameters, such as the marginal propensity to consume. To the extent 
that this is true, however, they understate rather than overstate the 
problem of maintaining stable full employment. 

It should be evident that the omission of cyclical factors is not 
inherent in the model-systems approach, nor in the use of the Keynesian 
method of analysis. Model-systems of business cycles have been de- 
veloped along Keynesian lines, both theoretically and empirically; the 
works of Beveridge, Kaldor, Kalecki, Samuelson, Tinbergen and the 


“Hart, Am. Econ. Rev., Vol. XXXV, No. 4, p. 549. 


“It is obvious that a given volume of government expenditures will have a much 
smaller effect on the national product if tax rates are maintained constant than if they are 
simultaneously cut to keep tax revenues unchanged. It should also be apparent that a given 
deficit will have a different effect on the national product, depending upon whether it is 
associated with constant tax rates or constant tax revenues. In the former case the deficit 
is the result of government expenditures increasing more than government revenues. In 
the latter case it is the result of an increase in government expenditures only. See my 
paper, “Factors Affecting Adequacy of Demand for Potential Postwar Output,” Confer- 
ence on Research in Income and Wealth, November, 1945. 
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Swedish school are sufficient evidence. The deliberate omission of the 
cycle from the recent model-systems is due to the fact that the authors 
were investigating only the structural relationships in the economy at 
given employment levels. 

In addition to this general objection relating to the business cycle, 
both the consumption functions and the estimates of private gross 
capital formation are criticized for failure to include the effects of 
certain factors. 

2. Factors in the consumption function. The major objection raised 
is that the consumption functions fail to allow for the effects of the 
accumulation of abnormal cash balances. Hart’s own comments sug- 
gest, however, that he is somewhat doubtful concerning the significance 
of this factor. The period of the 1930’s demonstrated that it is possible 
to increase cash balances substantially without any observable effect 
on consumer expenditures. A multiple regression of consumer expendi- 
tures on disposable income an‘ cash balances yields a regression co- 
efficient on cash balances that .s not statistically significant. Abnormal 
cash balances may, of course, have a significant temporary effect on 
consumer expenditures in the transition years, but in the light of the 
experience in the 1930’s, it is unwise to assume that the problem of 
inadequate demand will be solved by the larger cash balances of the 
1950’s.?° 

3. The estimates of private gross capital formation, As has already 
been indicated, the model-builders omitted any investment function 
from their analysis and simply indicated the order of magnitude which 
they thought likely. 

To this approach Hart raises three objections: 

a. Assumptions of ignorance. He concedes that the frank treat- 
ment of an area of ignorance by omitting the investment function 
has much to commend it, but he objects that “of course it still leaves 
the problem of what the undefined relations are actually like” (p. 
539). 


2? For a fuller discussion of the author’s position on the relationship of cash balances and 
income to consumer expenditure, see “Income, Money and Prices in Wartime,” by Jacob 
L. Mosak and Walter S. Salant, Am. Econ, Rev., Vol. XXXIV, No. 4 (Dec., 1944), pp. 
828-39, 

One supporter of the cash balance approach has suggested that the failure of consumer 
expenditures to rise with the increase in cash balances during the 1930’s is attributable 
to the decline in interest rates which took place at that time. This argument is not valid, 
however. A decline in interest rates will, of course, significantly affect the relative holdings 
of cash and securities. There is no evidence, however, that it has a significantly depressing 
effect on consumption. Indeed classical economics has generally maintained that a decline 
in interest rates would raise rather than lower consumption, and it was not until fairly 
recently that even the theoretical possibility of a positive correlation between consumption 
and interest rates was adequately explained. 
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b. Inadequate recognition of cumulative factors. He thinks that - 
the estimates fail to take into account the deficiencies of plant and 
equipment that have accumulated during the war. 

c. Underemphasis on intangibles. He has the impression that 
the model-builders do not give adequate recognition to the effects 
of the general “economic climate” (i.e., labor policy, monopoly 
policy, and general social climate) on investment. 

The first objection is, of course, correct. Unfortunately “the problem 
of what the undefined relations are actually like” remains even after 
the improvements suggested by Hart. For he simply says that “the 
evidence on the effect of activity on investment is very unreliable for 
statistical reasons, and there is a wide range of possibilities.” This 
statement is correct, but it does not add much to what the model- 
builders have already said.” 

The second objection, it seems to me, should be reversed. The 
decumulation of the stock of plant and equipment which took place 
during the war was quite small and was confined to a few industries. 
There is general agreement that it will be more than made up during 
the transition years. Since the model-builders explicitly confined 
themselves to 1950 so as to eliminate the effects of wartime distortions, 
there was obviously no point in considering the effects of a deficiency 
in capital goods. On the contrary, if the model-builders are to be 
charged with ignoring the capital stock factor, the charge should 
rather be that they did not emphasize the damping effect of the 
accumulation of capital goods on the demand for new plant and equip- 
ment." On this point they understated rather than overstated the 
problem of sustaining full employment over a reasonably long period 
of time. 

The third objection is simply the result of a mistaken impression. 
Clearly factors of “economic climate” do have some effect on invest- 
ment. This was indicated in my statement in “Forecasting Postwar 

Hart does suggest in the Appendix a range of 0.04 to 0.06 for the marginal propensity 
to invest, but so far as the reader can judge, the estimate is not derived from any statistical 
analysis of the investment function. If it is not, then Hart is guilty of the very charge of 
“careless use of assumptions of ignorance” which he places against the model-builders. I 
suspect that Hart ruled out a marginal propensity to invest of 0.08 only because, with the 
high marginal propensity to consume which he assumes, it would yield a fantastically high 
multiplier. In fact, in Table I of his Appendix he would have obtained a multiplier 


(“leverage factor”) of infinity if he had taken a marginal propensity to invest of only 
0.11 in his “Moderately High” column and of only 0.09 in his “Extremely High” column. 


* Hart states that the omission of the capital stock factor was “presumably intended as 
a precaution against overstating the case for ‘stagnation’ which the model-builders are 
developing.” It should be readily apparent that the proposition that additions to the stock 
of plant and equipment have damping effects on further additions does not commit one to a 
“stagnation” theory. Stagnationists and anti-stagnationists alike would accept the proposi- 
tion. 
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Demand” that the government must “stimulate private capital 
formation by appropriate tax legislation, underwriting of loans to small 
business, support of industrial research and related measures.” It was 
on the basis of such general considerations, as well as considerations 
of the level of output, that the reader was invited to judge the attain- 
ability of the required amount of investment. Unfortunately, Hart him- 
self sheds no light on the effects of these factors on investment either 
in the past or in the future. 


D. Proposals for Improvement 


In view of the criticism of the static aspects of the “models” approach 
and the thesis that “the discussion has now reached a stage for a more 
careful survey ... of ways to improve it,” it was to have been expected 
that Hart would propose substitution of dynamic models such as those 
which have been developed by Tinbergen. The reader is, however, let 
down immediately with the statement that his “suggestions are aimed 
at patching up the static systems . . . rather than at developing a fully 
dynamic system.” 

What does this “patching up” consist of? Three proposals are made 
on this score, but not one of them introduces any dynamic element in 
the system. Upon inspection, Hart’s own system turns out to be just 
as much a static system as those which he criticizes so vigorously. 
Hart’s proposals are: . 

1. That the economic variables be classified as active or passive 
according as they are or are not subject to change by positive policy 
action; 

2. That the system of relations be expanded; 

3. That we allow for uncertainty about the magnitudes of the pa- 
rameters “by inserting a whole battery of alternative assumptions” as 
to their values. 

Clearly the first point has nothing to do with any of the criticisms 
of the model-systems. To borrow some terms from biology, the model- 
systems dealt with the “physiology,” not the “anatomy,” of the 
economic system. The first proposal for “patching up” relates only to 
the anatomy, a sumseet with which the model-systems were not directly 
concerned, 

Is the proposal a good one on its own grounds? I do not think so. 
There are very few variables which are not subject to change by posi- 
tive policy action. Hart lists private consumption, private investment, 
income payments, disposable income, and individual savings as “passive 
variables.” Clearly these variables are all subject to change by positive 
policy action. The Administration full-employment bill specifically calls 


° Hart, Am. Econ. Rev., Vol. XXXV, No. 4, p. 545. 
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upon the government to encourage private investment and consumption 
and to use governmental compensatory fiscal policy only as a last 
resort. Very soon after charging that the model-builders overlook the 
effects of labor policy, monopoly policy and other factors on investment, 
Hart himself classifies investment as a passive variable not subject 
to change by positive policy action. If all of the variables just cited 
were really passive, then a government full-employment policy would 
indeed have to be limited to compensatory fiscal policy. 

The proposals for expansion of the system of relations refer primarily 
to the inclusion of cash balances in the consumption function and the 
inclusion of an investment function.** The proposals are certainly not 
new, and I daresay all the model-builders considered the factors in 
setting up their models. It would have been more fruitful if Hart had 
been able to present any data in this field which the model-builders 
might have used and did not. Merely to state that it would be desirable 
to have’ additional information on these points is to express a hope 
which all of the model-builders certainly share. 

The third proposal is a good one, provided the range is confined to 
reasonably likely values. I doubt, however, whether the model-builders 
needed the suggestion quite as much as Hart seems to think. The 
Keynesian literature has long been filled with discussions of the effects 
of alternative magnitudes of such parameters as the propensity to 
consume upon the level of income. The National Planning Association 
pamphlet, which Hart cites, set up alternative models based on alterna- 
tive assumptions as to the magnitude of the marginal propensity to 
consume. Likewise, Musgrave, the model-builder whose paper prompted 
Hart’s own article, devoted his entire discussion to the problem of the 
effects of varying propensities to consume on the relationship of the 
government budget to the level of employment. An unpublished paper 
of my own, a copy of which Hart had read before publishing his own 
article, dealt with the same and related problems.™ 


Conclusion 


The models relating to the national budget show that the American 
economy faces a threat of severe depression in the post-transition years 


“Tt is also suggested that the disposable income factor in the consumption function be 
broken down into the three components of transfer payments, other income payments, 
and personal taxes, This is difficult, however, because in the past transfer payments and 
personal taxes were too small to yield significant estimates as to their separate effects. 
Į did in fact experiment with a more important breakdown of income payments into em- 
ployee and other income, but the results, as indicated in my paper, were not significantly 
different from those yielded by the simple correlations. 

“ A revised version of this paper was presented to the Conference on Research in Income 
and Wealth in November 1945, under the title “Factors Affecting Adequacy of Demand 
for Potential Postwar Output.” 
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unless the federal government assumes responsibility to maintain stable 
full employment. This does not mean, as the critics seem to believe, 
that the model-builders want the government to confine its action to 
compensatory spending. It means instead that: (1) the government 
should do all it properly can do to change the pre-war income and 
expenditure patterns so as to increase private consumption and invest- 
ment expenditures, and (2) it should adjust its own outlays and 
revenues so as to maintain total expenditures on goods and services at 
the level required for full employment. Far from suggesting that full 
employment could be readily achieved through public spending, the 
models indicate that even a program relying on both public spending 
and tax revisions might be inadequate. In other words, we shall need 
not only a sound fiscal policy but also a change in the private income 
and expenditure patterns if we are to maintain stable full employment. 

By placing their emphasis on the need to prevent continued unem- 
ployment the model-builders do not mean that fiscal policy should be 
inflexible. Of course, our policy should be sufficiently flexible to curb 
excessive demand if it threatens. The models suggest, however, that 
the prospects of excessive demand over a period of years in the post- 
transition period are slight indeed, and that the major threat in the 
future is one of depression rather than of excess demand. 

The post-war projections derived from the model-systems are subject 
to a number of important qualifications which must be constantly borne 
in mind. They are not valid for the transition years because of the 
wartime and transition-period distortions. They cannot be projected 
indefinitely into the future because economic relationships change over 
time. The relationships are based on data for pre-war years when 
income was lower than the projected post-war levels and was subject 
to violent fluctuations. These objections, however, are not as serious as 
they might appear. First, the experience of the war years indicates 
that the basic problem of inadequate private expenditures will not be 
smaller at the higher levels of income. Second, experiments made to 
test the effects of rates of change in income upon the relevant equations 
indicate that the projections from the simple model-systems are ade- 
quate approximations for periods of relatively stable income. 

The models that have been developed thus far are, of course, intended 
to give only a first approximation to the workings of the economy. They 
employ for the most part simple linear equations. For reasons which 
have been explained, they omit the distribution of income by income- 
size and the cash balance factor from the consumption function. More 
important than these omissions perhaps is the fact that the model- 
systems contain no investment functions. They tell us, therefore, only 
how much government expenditures and capital formation combined 
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and not how much government expenditure alone we need to maintain 
any desired level of the gross national product. This is a serious defect 
which calls for much further analysis but it is not a fatal one, since 
the past data provide benchmarks for common-sense judgments on the 
probable level of capital formation. 

The models have been criticized as unduly biased on the side of 
deflation. It is worth-while emphasizing, therefore, that it was on the 
basis of these very same models that the model-builders estimated the 
extraordinary size of the inflationary gap during the war. The model- 
systems represent a method of analysis, not a prognosis. They yield 
estimates of inflation or deflation according to economic circumstances. 

It is a remarkable paradox that the models should be criticized by 
non-Keynesians primarily because they yield fairly low estimates of 
the income-multiplier with respect to government expenditure - or 
government deficits. Hart is the only one who has made this argument 
explicit, but the criticisms of the other non-Keynesians would lead to 
the same conclusions. We thus have the peculiar phenomenon of 
non-Keynesians attacking the Keynesians for underestimating the 
effectiveness of government deficits. 

The major objection that has been raised is that the pre-war data 
show (1) too large a variation in profits and too small a variation In 
wages corresponding to any variation in the gross national prod- 
uct, and (2) too large a variation in consumer savings and too 
small a variation in consumer expenditures corresponding to any 
variation in the disposable income of individuals. The critics thereby 
concede, however, that the magnitudes estimated by the model-builders 
are the ones which prevailed in the pre-war period and they rest their 
case upon the assumption that the magnitudes will automatically change 
in the right direction in the post-war period. They thus accept in full 
the logic of the argument of the model-builders, for instance, that the 
post-war distribution of income as between profits and wages will be 
a major factor in determining the magnitude of the problem of full 
employment. The issue, therefore, reduces itself to the question whether 
the desirable change in the distribution of income shares will, in fact, 
take place in the post-war period. The model-builders think a positive 
program of action will be necessary, whereas the critics think it will 
take place by itself. 

The controversy reduces itself to this: 

The model-builders say that in order to maintain full employment 
it will take a definite national policy (1) to secure a more favorable 
private income and expenditure pattern than existed prior to the war, 
and (2) to provide for government expenditures to fill whatever gap 
is left if private expenditures remain inadequate. The magnitude of 
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the latter would depend upon the degree of success achieved in the 
former. The critics agree to one part of each of these statements, 
namely: (1) that we need a more favorable private income and expendi- 
ture pattern, and (2) that government expenditures could close the 
gap should private expenditures remain inadequate. They believe, 
however, that no national full-employment policy is necessary because 
(1) the income-expenditure pattern will itself change in the desired 
manner, and (2) if a small gap should exist it could, owing to the large 
income-multiplier, easily be taken care of by small changes in the gov- 
ernment budget. | 

The critics do not dispute that, if the income-expenditure pattern 
in the near future were to resemble that which prevailed prior to the 
war, a definite national full-employment policy would be clearly 
indicated. It seems unwise then to rule out the need for such a policy 
merely on the hope or possibility that the pattern will change 
sufficiently of its own accord. 


PSYCHOLOGICAL ANALYSIS OF BUSINESS DECISIONS 
AND EXPECTATIONS 


By GEORGE KATONA* 


I. Psychology and Economics 


In his presidential address at a recent meeting of a psychological 
association, Gardner Murphy pointed out that most of the problems 
facing psychologists today are interdisciplinary problems.* He discussed 
a variety of such problems falling at the same time into the realm of 
psychology and of medicine, biological sciences, sociology, or politics. 
He made no mention, however, of any question on the borderline 
between psychology and economics, which may serve as an indication 
that few professional psychologists have applied their findings to the 
analysis of economic behavior. 

It is, therefore, not surprising that economists have found in the 
publications of psychologists little to attract their attention. Yet, the 
need for collaboration between the two disciplines has frequently been 
acknowledged. For example, in an essay on “Human Behavior and 
Economics” in 1914, Wesley C. Mitchell deplored the prevailing trend 
toward “non-intercourse with psychology” and added that “we may 
hope both to profit by and to share in the work of contemporary 
psychologists.”* Four years later J. M. Clark wrote in an article on 
“Economics and Modern Psychology”: “The economist may attempt 
to ignore psychology, but it is sheer impossibility for him to ignore 
human nature. ... If the economist borrows his conception of man 
from the psychologist, his constructive work may have some chance 
of remaining purely economic in character. But if he does not, he will 
not thereby avoid psychology. Rather, he will force himself to make 
his own, and it will be bad psychology.” 

Borrowing a useful conception of man from psychology became 
increasingly difficult in the 1920’s when behaviorism and psychoanalysis 
were the most popular schools of psychology. Psychology could hardly 
be of assistance in explaining economic behavior at a time when, as 

* The author, formerly associated with the Cowles Commission for Research in Eco- 
nomics at the University of Chicago, is now connected with the Bureau of Agricultural 
Economics in Washington. The views expressed are his personal opinions. 

1G. Murphy, “Psychology and the Post-War World,” Psych. Rev., Vol. 49 (1942), 
p. 304. 

* Quart. Jour, Econ., Vol. 29 (1914), pp. 1 ff. 

Jour. Pol. Econ., Vol. 26 (1918), p. 4. 
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Frank H. Knight rightly said, there was “in modern psychology ... 
an Increasing emphasis on unconscious motivation, and on the prejudice 
and caprice in the conscious motives of men.” 

This might explain why J. M. Keynes, in describing “psychological 
characteristics of human nature,” did not borrow from psychologists 
but proposed, without their aid, what he called “a fundamental psy- 
chological law” referring to the propensity to consume under the 
influence of changes in income. Keynes also ignored the work of 
psychologists in describing certain subjective factors that contribute to 
the formation of producers’ expectations." 

When the interest of economists shifted from the equilibrium of an 
industry as a whole to that of the individual firm, psychology gained 
in importance, and a subjective concept, that of expectations, became 
one of the central concepts in economic theory.* Concerning the rôle 
of expectations in economics, we may subscribe to the statement of 
Joseph A. Schumpeter that we must “discontinue the practice of treat- 
ing expectations as if they were ultimate data and treat them as what 
they are—variables which it is our task to explain”; and, “Unless we 
know why people expect what'they expect, any argument is completely 
valueless which appeals to expectations as causae eficientes?” 

How should expectations be explained? Schumpeter says “by linking 
them up with the business situations that give rise to them.” Others, 
notably J. Tinbergen and James W. Angell, maintain that profit 
expectations are based largely or entirely on current and past profits.® 
It may be, however, that neither of these explanations is entirely 
adequate. That differences in price expectations cannot be derived 
exclusively from current and past price data is indicated by the great 
importance which Hicks and his followers attach to the elasticity of 
expectations.? That expectations may not be automatic responses to 


“The Ethics of Competition (New York, 1935), p. 241. 
“The General Theory of Employment, Interest and Money (New York, 1936). 


ê While the study of psychological factors gained considerably in importance with the 
emphasis on expectations (and on ex ante considerations), the following statement appears 
to be far too narrow: “Psychological factors come into consideration in economic theory in 
connection with anticipations and expectations” (Gottfried Haberler, Prosperity and De- 
pression, 1941, 3rd ed., p. 143). 

1 Business Cycles (New York, 1939), Vol. 1, pp. 55 and 140. 


3T, Tinbergen, An Econometric Approach to Business Cycle Problems (1937), and 
A Method and its Application to Investment Activity (League of Nations, 1939); J. W. 
Angell, Investment and Business Cycles (New York, 1941), p. 85: “The general level 
of anticipations . . . is equivalent to, and can be replaced by, some summary expression for 
the recent history of incomes.” 


? Expectations may be inelastic or may have a negative or a positive elasticity according 


to how they are affected by changes in current prices; cf, J. R. Hicks, Value and Capital 
(Oxford, 1939), pp. 205 and 249 f. 
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prevailing business situations is recognized by G. L. Shackle who writes 
that since “it is, after all, the decisions of individuals which determine 
what, will happen,” there is a “need to study the psychology of expecta- 
tions as a process of the individual mind.”* 

So much of the need for coöperation between economics and psy- 
chology. Is such codperation possible, and can it be fruitful? These 
questions can best be answered by analyzing specific issues of 
economics and finding out whether their understanding and solution 
can be advanced by applying to them psychological principles and 
methods.** Among the various economic issues that could be studied 
from the point of view of modern psychology, a few aspects of the 
dynamics of economic decisions are selected here for discussion. In this 
field we find that in describing some of their most important problems 
economists and psychologists use the same terms. The economists, in 
studying problems of pricing, speak of price flexibility or price rigidity; 
the psychologists, in studying problems of habit formation, speak of 
the flexibility or rigidity of conduct. 

Our first task will be to characterize genuine business decisions in 
contradistinction to inflexible routine actions. This discussion will open 
the way to the study of business expectations. With respect to both 
tasks, first, psychological theories of habit, learning, and motivation 
will be outlined, from which conclusions or hypotheses applicable to 
business behavior will be derived. Then a few results of empirical 
studies will be presented which the author undertook with the purpose 
of testing those hypotheses. Factual examples, of course, cannot prove 
the hypotheses; it hardly needs to be said that the interrelation between 
theory and factual findings is much more complex. Nevertheless, 
empirical studies may show not only that certain hypotheses are 
plausible but also that, and in what way, the hypotheses may promote 
our understanding of economic developments. In this instance, present- 
ing psychological hypotheses and economic illustrations should indicate 
of what use psychological considerations are for economics. 


II. Routine Behavior and Genuine Decisions 


There are many problems extensively studied in psychology which 
have no relevance for the analysis of business behavior. Knowledge of 
man’s innate or inherited aptitudes and capacities, and of instinctive 
or automatic actions, cannot be utilized for the given purpose because, 


G. L. Shackle, “The Expectational Dynamics of the Individual,’ Economica, Vol. 10 
(1943), p. 99. 

1! Success in the application of psychological principles to economic issues should benefit 
not only economics but also psychology, by strengthening the validity of those psychologi- 
cal findings that contribute to the understanding of economic behavior. 
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in studying behavior of a higher order, mechanistic or invariable 
connections between specific stimuli and specific responses are hardly 
ever found.” Human behavior is in most cases learned behavior, which 
explains that different responses may occur to the same stimuli or, 
more generally, that different behavior may occur in the same objective 
situation. Some economists, speaking of the automatic, self-regulatory 
nature of market economy seem to imply that pricing, selling, and 
buying behavior are determined solely by unalterable, impersonal 
forces; others say, in accordance with psychological findings, that 
“objective market conditions leave to the business executive a consider- 
able range of subjective choice of policies.”** The relevant question 
is whether the subjective choice is capricious or subject to analysis. 

What are the laws of learned behavior? Associationists and behavior- 
ists hold that individual past experience is the essential determinant of 
behavior: the response to a given situation is determined by the 
frequency of the individual’s past responses to the same situation. In 
order to predict how a person will respond to a given stimulus, the most 
important clue, according to this school, is how he responded to similar 
stimuli before.** 

Social psychologists have emphasized that factors other than personal 
past experience (for example, cultural-social norms) may contribute to 
the determination of behavior. Yet the basic contradiction to the theory 
that the response is a function of the number of past reinforced 
responses to the same stimulus came from the realization that past 
experience does not merely alter the response but may change the 
stimulus itself. The response is determined by what the stimulus means 
to the respondent; it changes when the meaning of the stimulus 
changes. Meanings are not just a matter of subjective interpretation. It 
is the setting or context of the stimulus, the greater whole of which it 
forms a part, which determines the meaning of the stimulus. The same 


“One possible exception to this statement, action under extreme compulsion, may be 
neglected here. Our psychological analysis is applicable only to administered prices and 
not to authoritarian price-making. Administered prices are “to be found in situations 
in which the seller is a sufficiently important factor in the market and has sufficient 
control over productive resources to make it possible for him to adopt and carry out a 
price-and-production policy” (E. G. Nourse, Price Making in a Democracy [Washington, 
1944], p. 10). 

D, H. Wallace, in Public Policy, edited by C. J. Friedrich and E, S. Mason (Cambridge, 
1940}, p. 110. . 

The principle of the frequency of repetitions is usually qualified by assigning a 
greater rôle to more recent than to less recent responses and by the “law of effect”: only 
rewarded responses may serve as reinforcements. The three leading modern representatives 
of this theory are E. L. Thorndike (cf., for example, Human Nature and the Social Order 
[New York, 1940]), E. R. Guthrie (The Psychology of Learning [New York, 1935]), and 
C. L. Hull (Principles of Behavior [New York, 1943]). 
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stimulus may elicit different responses if it is perceived or understood 
as the part of the one or other whole. | 
Suppose the price of a commodity or security goes up; what will be 
the reaction to the price increase? According to the psychological prin- 
ciple just described, the response will depend upon how the stimulus 
is perceived within its total setting. If the price increase is understood 
as a part of an enduring upward movement, it will elicit one reaction; 
if it is understood as an unjustified aberration from the normal, another 
reaction, and if it remains uncertain what the price increase means, 
possibly a third reaction. This example is given here to show that the 
decisive and still unsolved question, “What determines the reaction?” 
is reducible to the other question, “How do we acquire meaning?” 
This is the central question of the psychology of learning. There are 
two ways of learning: through repetition and through understanding.*® 
As an example of learning by repetition: Iam told that the French word 
fenétre means “window,” and if I hear that often enough, I learn it. 
Meanings acquired by repetition must be repeated very often in order 
to form habits, and such habits are not easily adaptable to changed 
situations. Through learning by understanding, on the other hand, 
enduring and adaptable meanings can be acquired. Understanding 
requires the organization—or reorganization—of an experience, a 
process which is undertaken only if there is a sufficiently strong need 
or motive to do so. In a cross-road situation when we face several 
alternative possibilities, or in a new situation when old habitual ways 
of acting do not suffice, we try to solve the problem, gain insight into 
the situation, and understand it. Understanding results from the or- 
ganization of experience within a larger context in such a way that 
previously unrelated items are viewed as integrated parts of the whole. 
The results of understanding are principles of knowledge or action, not 
piecemeal data or mechanical habits. Yet once acquired, the principles 
may govern action under various conditions without evoking the need 
for new reflection and new understanding. 
From these findings of the psychology of learning, two conclusions 
can be derived that are applicable to the formation of business decisions. 
15 These statements are derived from experiments of Gestalt and field psychologists who 
demonstrated the rôle of organization (grouping, patterning) in perception; cf. K. Koffka, 
Principles of Gestalt Psychology (New York, 1935). That meaning is a matter of organiza- 
tion and not of familiarity was shown by M. Wertheimer (cf. “Gestalt Theory,” re- 
printed in Social Research, Vol. 11 [1944], and G. Katona, Organizing and Memorizing 
[New York, 1940]). See also E. C. Tolman, Purposive Behavior in Animals and Men 


(New York, 1932), and H. Cantril, The Psychology of Social Movements (New York, 
1941). 


8 G, Katona, Organizing and Memorizing (New York, 1940); W. A. Brownell, Learning 


as Reorganization (Durham, N.C., 1939), and Learning the Multiplication Combinations 
(Durham, N.C., 1943). 
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The first refers to habitual behavior and maintains that principles, 
well understood in their original context, tend to be carried over from 
one situation to another. This is the most important explanation of 
routine or conventional action, in contrast to purely repetitive action, 
never fully understood or understandable, such as tapping the type- 
writer here for “s” and there for “t.” 

The second refers to new decisions and actions and maintains that 
the emergence of a new situation and the realization that certain stimuli 
belong to a new context, different from a previous one, leads to the 
acquisition of new meanings through understanding. 

Instead of proceeding with psychology and quoting experimental 
evidence for the two propositions or discussing differences between 
schools of psychology, we shall now turn to a few ‘illustrations from 
the field of economics. We shall discuss specific instances of substantial 
changes in business policies, and of the absence of such changes, and 
shall try to show how the preceding psychological analysis applies to 
them. 

We begin with two examples of rigidity. in business policies.” Many 
years ago most restaurants, especially the larger ones, adopted the 
system of pricing meals according to the cost of the food that went into 
them. The restaurants calculated their total receipts and the total cost 
of the food bought by them and endeavored to keep the ratio between 
the two constant. From 1940 to 1943, when food prices rose rapidly 
and restaurant prices were not subject to price control, this system was 
maintained unchanged by a great many restaurants. In other words, 
they increased their prices or cut down on the quantity or quality of 
their meals every time the calculated ratio increased. What does that. 
mean? If food prices increased, as they did in those years, keeping 
the ratio unchanged brought about a greater difference in dollars 
between receipts and food costs. Suppose a restaurant operated on a 
40 per cent ratio. Then, in 1940, food that cost 40 cents went into a 
meal priced at $1.00; in 1943, when food prices had risen 50 per cent, 
the same food cost 60 cents and went into a meal priced at $1.50. Thus, 
in 1943, there was a difference of 90 cents as against 60 cents in 1940 
to cover other expenses and allow for profits. Among the other expenses, 
however, some—for example, for linen and china and especially rents— 
went up comparatively little. Then, too, the volume of restaurant 
business generally increased sharply so that even unchanged dollar 
margins would have brought about increased aggregate operating 

“The examples are taken from an interviewing study. concerning business behavior 
during the war economy, sponsored by the Cowles Commission for Research in Economics 
and the National Bureau of Economic Research; cf. G. Katona, Price Control and Business, 


(Bloomington, 1945). For the sake of brevity, relatively recent developments are chosen 
as illustrations, it being assumed that the reader is familiar with their background. 


50 THE AMERICAN ECONOMIC REVIEW [ MARCH 


profits. Despite these facts, interviews conducted in 1943 with the 
managers and owners of several restaurants revealed that they had not 
kept the unchanged ratios with the idea of increasing their profits. 
They said that they had kept the same ratios because they had learned 
in the past that that was the right way to run a restaurant The food- 
cost principle was maintained unchanged because of the tendency of 
carrying over from one situation to another certain principles that were 
well understood in their original context; there was no realization that 
the unchanged application of the old principle meant something 
different under the new conditions.*® 

We find in this example that price flexibility—-the frequent price 
increases by the restaurants—-was the result of extremely rigid prin- 
ciples. This is also the case in a second example in which, however, the 
inflexible principles brought about lower rather than higher profits. 

Throughout 1942 and as late as January, 1943, most retailers of 
clothing, shoes, furniture and linen, maintained their policy of conduct- 
ing seasonal clearance sales. At that time there was hardly any 
slow-moving merchandise, changes in style had become much less 
pronounced, and the retailers’ main problem was getting goods rather 
than selling them. Nevertheless, several retailers went so far as to mark 
down the prices of the same proportion of their stock as usual. Others 
marked down less merchandise and sold it at a smaller discount than 
usual but declared that they would not think of changing the established 
principle of merchandising, that sales must be promoted by markdowns 
during certain months and stocks must be cleared by the end of the 
season. Careful analysis showed that in many cases complex “rational” 
explanations of this behavior were out of place. There was no weighing 
of the profits lost by marking down merchandise as against the chances 
taken by discontinuing the clearance, sales or by alienating certain 
customers. The retailers simply continued to make use of their old- 
established policy without realizing that it did not fit under the changed 
conditions. 

Yet, a short time later, in the spring and summer of 1943, most 
retailers discarded markdowns altogether. This action can serve as an 
example of the second principle of behavior described above: 
established policies were changed under the impact of new develop- 
ments which created a subjectively new situation. It was the great 
buying wave for clothing, occasioned by the introduction of shoe 
rationing in February, 1943, and by announcements of forthcoming 


18 That the retailer “in all probability” utilizes a rough rule-of-thumb method when he 
adds a uniform markup to his buying prices is mentioned in Cost Behavior and Price Policy, 
by the Committee on Price Determination, National Bureau of Economic Research (New 
York, 1943), p. 285. 
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shortages in civilian goods, which shook the traditional orientation of 
most retailers and led them to change their policies. 

Such a change in policy was further illustrated in the summer and 
fall of 1943, when many retailers decided to reduce their commitments 
and inventories. Up to that time they had bought all the merchandise 
they could by placing large orders with the manufacturers in the 
expectation of getting at least a part of the goods ordered. When Mus- 
solini was forced to resign and Italy surrendered, they changed that 
policy: -a new situation arose which was no longer governed by the 
expectation of a long war, growing scarcities, and the subjective 
assurance of being able to sell whatever they had. Thus a new decision 
was taken or an established policy reversed, when the greater context, 
the frame of reference of the business policy, underwent a change. 


These few examples may suffice to. illustrate the thesis that changes 
in business policies, and the absence of changes, must be understood ' 
from the point of view of. the prevailing greater context, for in human 
conduct flexibility is a function of the subjective realization of new 
conditions, and rigidity a function of the lack of such realization. 


II. Psychology of Expectations 


This same principle helps toward an understanding of the rôle of 
expectations. In psychology, the study of expectations forms a part of 
the psychology of learning, since expectations are not innate or instinc- 
tive forms of behavior but rather the result of experience. Therefore, 
expectations are explained by the same two principles by which all 
learning is explained, that is, by repetition or understanding (or both). 
The theory of expectation based on repetition alone is: I expect those 
things to happen that happened before, and the frequency of my past 
experience (the number of reinforcements) determines the strength of 
my expectations. In other words, if I have experienced the sequence 
a-b-c-d several times and a-b occur again, then I shall expect c-d to 
follow, and the more frequently I have experienced the sequence, the 
more certain I shall be that c-d will follow. According to the same 
principle, the more frequently I hear or read a statement, the more I 
shall believe in it; this holds good of statements about the past as well 
as about the future.” 

Psychologists who are not associationists admit that frequency is the 
determining factor of expectations under certain conditions; they 
maintain, however, that the strongest expectations originate in under- 

The main qualification usually added is that the prestige of those who make the 


statements may modify the réle of frequency. Prestige again may be explained by repetition 
or by understanding, but the discussion of this question would lead us too far astray. 
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standing. We shall illustrate this by describing briefly laboratory and 
classroom experiments which the author made a few years ago.”° 

The subjects in some of the experiments were undergraduates who 
had had no previous instruction in physics. The students were given 
a brief explanation of the principle of inertia and of the parallelogram 
of forces. Then followed the test which contained such questions as: 


Standing at the open window of a speeding railroad car, you aim your rifle 
directly at a distant stationary target. Would you expect the bullet to hit the 
target or to pass ahead of or behind it? 

A fast and a slow airplane release their bombs when they. are directly 
above their target; would you expect the bomb of the fast or the bomb of 
the slow airplane to fall nearer to the target? 


These specific questions had not been discussed in the instruction 
period, but those students who had understood the principles explained 
to them were able to answer correctly. They rightly concluded that the 
bullet must be deflected by the momentum of the train and the bombs 
by the momentum of the planes. Could it possibly happen, the students 
were asked, that their expectations would not be fulfilled? Under no 
circumstances, was the answer. It was shown in these and similar 
experiments that new and strong expectations were derived from 
systematic and well-understood knowledge. In parallel experiments in 
which the answers to the test questions were memorized, without an 
understanding of why the one or the other result must occur, much 
weaker and much less stable expectations were formed. Thus the 
strength of the expectations was not a function of the frequency of past 
connections. 

In similar experiments, certain simple principles of wartime infla- 
tion were explained to students of science in the fall of 1941; how and 
why consumer purchasing power increases and civilian supply decreases 
during a total war, and how changes in supply and demand affect 
prices. Students who understood these principles expressed the strong 
expectation that prices would go up the following year. A comparable 
group of students read a number of speeches, attributed to persons of 
high prestige, in which the prediction of higher prices was made several 
times without explaining why the price increases would take place. In 
later tests it appeared that only in a few instances did such reading 
bring forth the expectation of price increases, and even those expecta- 
tions could be easily shaken. 


» G. Katona, “On Different Forms of Learning by Reading,” Jour. Educ. Psych., Vol. 
33 (1942), pp. 335 f.; also, War Without Inflation, The Psychological Approach to Prob- 
lems of War Economy (New York, 1942), pp. 10 f. 

= The experiment was made in 1940 before newspapers and periodicals had familiarized 
the public with the trajectory of bombs. 
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We cannot go into the detail of these experiments. It is more 
important for our purpose to repeat again what understanding means 
in psychological terms. Understanding, in which strong expectations 
originate, is not identical with full and reliable knowledge. Neither is it | 
a private feeling, such as the feeling of pain. It consists of the integra- 
tion of various data within a context in such a way that the “gaps” are 
closed.” Understanding occurs only when a need for it arises, which 
is generally the case when a subjectively new situation emerges. For 
long periods expectations, like any other form of acquired behavior, 
may be routine, habitual, until something happens that creates a cross- 
road situation, a problem, and thus a need for reorganizing one’s frame 
of reference. 

What do these psychological: findings mean for the analysis of 
business behavior? First, they indicate that new expectations bringing 
forth new economic decisions are not an everyday occurrence. Since the 
larger context in which new expectations originate does not change very 
frequently, it is questionable whether business behavior is correctly 
described as resulting from and consisting of a continuous revision of 
expectations. Business actions are frequently routine in the sense that 
expectations or changes in expectations play hardly any rôle in deter- 
mining them. 

Secondly, expectations can and even typically do change radically. 
The need for the reorganization of a greater context does not usually 
arise under the impact of slight changes in the environment, nor would 
such a reorganization be likely to bring about small adjustments in 
expectations (e. g., it would hardly cause a business man to expect his 
sales to increase 6 rather than 5 per cent). Therefore, when business 
decisions are determined by the emergence of new expectations, radical 
changes in the decisions are probable. | 

Thirdly, it follows from the psychological findings that when expecta- 
tions do change, they are likely to change at about the same time and 
in the same direction for many individual business men. The subjective 
feeling of a changed situation and the need for reorientation in one’s 
thinking are usually dependent upon general economic, social, and 
political events which many business men experience at the same time. 
Uniformity or similarity of new decisions need not, therefore, reflect 
automatic or imitative responses, but may be the result of many indi- 
viduals reacting to the same change in the setting. 


IV. Business and Consumer Expectations 


We thus conclude from psychological considerations that expectations 


= Cf. G. Katona, “The Rôle of the Frame of Reference in War and Post-War Economy,” 
` Am. Jour. Soc., Vol. 49 (1944), p. 343. 


om 
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tend to change infrequently, radically, and simultaneously. Illustrations 
of these assumptions may be drawn from the study of business behavior 
under price control in which it was found (a) that business men had 
definite price, sales, or profit expectations only at certain times, and 
not at all times; (b) that when new expectations arose (e. g., that price 
control would break down or that the “line would be held”), they 
usually represented radical changes in the orientation; and (c) that 
such reorientations frequently occurred among many business men at 
the same time so that they formed what is often called the ‘atmos- 
phere” or “climate” in which business operated.” 

To discuss first the second point: In 1941 many business men were 
puzzled by the change from a “‘buyers’ market” to a “sellers market” 
and sought an understanding of that change. Some of them grasped 
the relationship of war, increase in national income, and decrease in 
available civilian supplies to prices. The result of this new understand- 
ing was the expectation of higher prices. 

A few words may be inserted here about demand curves or, to be 
precise, subjective sales curves that show what the entrepreneur 
believes will happen when prices or sales are altered.** It appears that 
the most important and most common effect of the emergence of new 
expectations is a shift of the subjective sales curve to the right or to 
the left, and not a change in the elasticity of the curve at the given 
price.” In 1941 some business men came to expect that they would be 
able to sell larger quantities at the same price or the same quantities 
at a higher price. The position of their subjective sales curve thus shifted 
to the right (and upward). 

In the period 1942-44 it happened that expected price increases 
failed to materialize because of the success of price control. When a 
business man understood how and why price control could succeed 
and derived from his understanding the expectation that inflation 
would not take place during the war, his subjective sales curve, which 
previously had shifted to the right, shifted back to the left. 


3 Cf. G. Katona, Price Control and Business, chaps. XVI and XVII. 


*R. Triffin states that the only relevant sales curve is the subjective or imaginal curve 
expressing the expectations of the producer (Monopolistic Competition and General 
Equilibrium Theory (Cambridge, 1940], p. 62). Since business men rarely experiment with 
different prices or different quantities of output under the same conditions, usually only 
one point of a demand schedule is actual; some other points may be subjective and 
thereby of considerable influence; the other points are hypothetical constructions of the 
theorist. For the sake of simplicity, we shall speak of a subjective sales curve without assum- 
ing that all points of the curve are subjectively given. 

*In Cost Behavior and Price’ Policy (New York, National Bureau of Economic Re- 
search, 1943), the authors state, without further explanation: “It seems probable that 
anticipated shifts in the demand curve, to which the firm must adjust its decisions, have 
more relevance for price policy than does its shape” (p. 269). 
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In articles on the war economy, we frequently read the thesis that 
price control tends to increase demand because the price set by the 
government is lower than that which would prevail without any control, 
and the lower the price the greater the quantity demanded. Such a 
proposition is based on sales curves which reflect current prices only. 
If expected prices are taken into account, it is conceivable that price 
control may lower demand: without control the quantity demanded 
may be larger at higher prices than it would be with control at lower 
prices. This may happen because the absence of control is associated 
with an expectation of price increases leading to a shift of the curve 
to the right (and therefore to stocking up and hoarding), while the 
presence of control is associated with an expectation of stable prices 
leading to no change in the curve or, for some merchants, to a shift of 
the curve to the left (and therefore to restrained buying). 

Yet such radical changes in the expectations which decisively in- 
fluence business decisions occur only at certain periods that are marked 
by spectacular events. This was the case, for example, in the summer 
of 1943 when the Hold-the-Line Order and the establishment of 
dollar-and-cent retail ceilings for food products destroyed the expecta- 
tion prevailing in the spring of that year that price control would 
break down. In field studies it was found that, in the spring of 1943 
and again in the early fall of that year, most business men gave definite 
and uniform answers to the question as to the probable future course 
of the prices of their most important products. In the first period they 
said that prices would “undoubtedly” go up, in the second that they 
would stay stable. It was also found that these expectations influenced 
their actions, especially their endeavors to accumulate or not to 
accumulate inventories, 

During many other periods, however—for example, toward the 
beginning of 1944—the replies to the question as to the future course 
of prices were predominantly of the ‘“depend-on” type. Business men 
enumerated various possible developments that might cause prices 
to go up and others that might result in stable prices; even among 
merchants who considered the one or the other trend the more probable, 
only few based their business policies on their expectations. Similarly 
with sales and profit expectations. There were periods when definite 
expectations prevailed; for example, in the spring of 1942 most 
business men expected rising profits and in the spring of 1943—-when 
rationing and forthcoming shortages were the main topics of 
discussion—lower sales and profits. Other periods, however, were 
characterized by routine behavior not guided by definite expectations. 

“Uncertainty” appears to have (at least) two meanings. It may 
stand for the absence of definite expectations, or it may imply “lack 
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of confidence,” that is, the presence of concern with future contingen- 
cies, of fear, and of definite adverse expectations.” The two meanings 
must be kept apart. The former meaning of the concept is the one 
toward which the study of expectations must first be directed. Only 
after the presence or absence of definite expectations is determined 
can the question of the measurement of expectations be raised. 

Quantitative studies of expectations can be undertaken by means 
of field studies (interviewing). Without discussing here the complex 
problems of methodology, it should be mentioned that quantification of 
replies to interviews, and formulation of questions so as to result in 
frequency distributions, is easier than the qualitative analysis of the 
replies. Because hasty quantification presents a great temptation, some 
of our arguments may be summarized in form of a warning to research 
workers: if, without studying the kinds of expectations and the origin 
of expectations, we ask such questions as, “What do you think will be 
the price of wheat next year?” or “How large will the sales of your 
firm be next year?” we may induce the respondents to give definite 
answers (that can be presented in a table or fitted into a curve) which 
may give an entirely false picture. But at certain times and concerning 
certain issues we may find that definite expectations prevail and are 
susceptible of quantitative treatment. How, in this way, economic 
projections may be enriched cannot be discussed in this paper. 

Only a few types of business expectations have been considered up 
to now. There are many other types the analysis of which must be 
postponed to a later occasion. Yet the relevance of the psychological 
considerations presented in this paper may be shown here by pointing 
toward a few unsolved problems. 

What was said about the subjectivity of data referring to changes in 
demand applies also to the supply side. Even current costs are to a 
great extent subjective, being the result of decisions concerning the 
allocation of depreciation, overhead, sales costs, and so forth; the 
subjectivity of the evaluation of possible future changes in costs is still 
more pronounced. Changes in wage rates, or in interest rates, may be 
relevant considerations for business policy at certain times and with 
certain businesses, yet the assumption is questionable that definite 
expectations prevail in these respects at all times. 

Still more complex is the problem of investment decisions because 
investment opportunities are not given but are perceived or not per- 


“Uncertainty may also mean high dispersion of given expectations (cf. A. G. Hart, 
Anticipations, Uncertainty, and Dynamic Planning [Chicago, 1940]). Dispersion of expecta- 
tions is rightly distinguished by J. Marschak from the probability assigned to an expecta- 
tion or from the reliability of the estimate that led to an expectation (“Lack of Confidence,” 
Social Research, Vol. VIXI [1941], pp. 50 f.): 
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ceived according to the subjective evaluation of past and current data 
and the presence or absence of certain expectations. No doubt, the 
decision to start a new business, to build a new factory, or to install 
new machinery, may result from the emergence of definite expectations. 
For example, new technological developments that alter cost calcula- 
tions substantially may lead to a reorientation of business thinking. In 
other instances, however, the carry-over of old principles might take 
the place of the arousal of new expectations, and the investment, say, 
of funds set aside for depreciation may be made in a routine manner. 
Such investment habits may be broken if new expectations are aroused, 
which may then lead to genuine decisions not to invest. 

Of importance is the analysis of expectations referring to actions of 
others—of competitors, suppliers, customers, or the government. A 
business man may abstain from raising his prices despite growing 
demand or higher costs because he expects that his competitors would 
not follow suit; or he may make an investment because he expects that 
others would act similarly. In such instances again genuine decisions 
based on the emergence of new expectations are one but not the only 
possibility. Expectations as to what competitors or the government 
would do may also be routine, consisting of carrying over principles 
that were understood to be appropriate under previous different 
circumstances. Empirical studies of these problems have hardly ever 
been attempted.” 

Somewhat more attention was paid in recent years to the study of 
consumer expectations. In this field the conclusions drawn from busi- 
ness behavior were found to be applicable. Expectation of shortages 
and of price increases caused runs on retail stores and hoarding waves, 
but—fortunately—those expectations prevailed only at certain times 
during the war, for example, in the spring of 1942 and in February, 
1943. Consumer surveys indicate that in most other periods between 
1942 and 1945 the majority of consumers had confidence in price 
control. Some people felt sure of price stability, and others failed to 
share the opinion that during a war prices inevitably go up. There can 
be no doubt that the absence of the expectation of price increases 
reduced the rate of spending and increased the rate of saving during 
the war. 

To believe that consumer expenditures are at all times influenced by 
definite expectations is not realistic. For example, in the summer of ` 
1945, after the end of the war against Germany but before the end of 
the war against Japan, it was found that some consumers made genuine 
decisions on the basis of definite expectations. Some expected that, 


7 See, however, R. L. Hall and C. J. Hitch, “Price Theory and Business Behavior,” 
Oxford Economic Papers, No. 2 (1939). 


58 THE AMERICAN ECONOMIC REVIEW [ MARCH 


with the end of the war in Europe, qualities of consumer goods would 
improve soon and decided to postpone certain purchases. Others 
expected, and feared, that their income would soon decline or that they- 
would become unemployed and decided to step up their rate of saving. 
Others again thought that, with the end of hostilities in Europe, the 
need for saving had declined and began to spend more freely. Clearly 
these decisions resulted from a reorientation of the people’s frame of 
reference based on a certain kind of apperception of new events (V-E 
Day). Yet in this case the meaning attributed to the new events was 
not uniform, and for many people there were no new events at all: they 
did not consider V-E Day a dividing point between the past and the 
future or a starting point for a new period. They continued their routine 
behavior. 

These brief references to consumer expectations point to a number 
of unsolved problems. Are the following hypotheses justified? Expecta- 
tion of good times (of secure employment, rising income) tends to 
increase the propensity to consume; expectation of bad times tends 
to increase the propensity to save; expectation of price increases tends 
to increase the propensity to consume; expectation of price declines 
(or quality improvements) tends to increase the propensity to save. 
Only the proposition concerning the effect of expected price increases 
appears to be proved, but even in this respect the dynamic relationship 
implied requires further study.” 

If it is true (a) that the volume of consumption and saving does 
not follow income in a mechanistic way but depends upon the prevail- 
ing expectations, and (b) that one’s past experience is not the only 
factor shaping expectations but expectations can be influenced, then 
it follows that the propensity to spend and save can be influenced. 
This can be done, without destroying the people’s free choice, by 
making consumers and business men understand why certain kinds of 
public and private policies lead to certain results. ° We must, however, 
not overlook the difficulties involved in stimulating strong and enduring 
expectations that would influence people’s actions. What Boulding calls 
the “Jaw of self-justified expectations,’ namely, that “what enough 


= Tn recent literature some of these hypotheses are assumed to be correct. K. E. Boulding 
writes: ‘The expectation of rising prices leads to larger expenditures” (The Economics of 
Peace [New York, 1945], p. 137). S. H. Slichter states: “Optimistic expectations (belief 
that one’s income will rise or that tax rates will fall) encourage spending. Pessimistic 
expectations (belief that one’s income over the long run will fall, that tax burdens 
will rise, or any other fears for the future) encourage saving” (Financing American 
Prosperity [Twentieth Century Fund, 1945], p. 284 n). 

J. M. Clark has recently pointed out that influencing the propensity to spend con- 


stitutes “some of the most promising lines of effort” (Financing American Prosperity 
[Twentieth Century Fund, 1945], pp. 95 #.). 
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costs beginning at 90, 80, and 75 per cent of capacity. Firms report- 
ing decreasing unit costs up to 100 per cent of capacity have also been 
classified according to the percentage that their labor costs are of total 
costs, and averages for 4 categories of labor-cost ratios are given. 

The following table indicates some differences in the slope of the 
average decreasing unit cost curve for different industries. The decline is 
especially sharp for the metal-working firms and for others (full-fash- 
ioned hosiery, shoes, and chemicals) at operations between 70 and 90 
per cent of plant capacity. For furniture firms, on the other hand, the 
rate of decrease in unit variable costs is reported to be higher from 
95 to 100 per cent or from 90 to 95 per cent of capacity than it is from 
70 to 80 per cent or 80 to 90 per cent of capacity. 

The answers seem to indicate that the percentage of labor to total 
cost of production has little direct influence upon the slope of the 
decreasing unit cost curve at operations between 70 and 100 per cent 


TABLE IL.— DECLINE IN UNIT VARIABLE COST WITH INCREASE IN SCALE OF OUTPUT 





Increase of operations (in % of plant capacity) 
95 to 100% | 90 to 95% | 80 to 90% | 70 to 80% 


Average for 33 firms with maximum 
profits at 100% capacity....... 5.5 
14 furniture firms.............. 6.4: 

7 cotton-clothing firms........ 5.6 
6 metal-working firms......... 4.8 
G Others asonu acai enS 4.7 


Average for decreasing cost firms 
with labor-to-total-cost ratios 
from 
40 to 60% ( 6 firms)........... 4 
30 to 39% ( 6 firms)........... 2. 
21 to 29% (13 firms)........... 8 
12 to 20% ( 6 firms)........... 1 


3 firms with maximum profits at 90, 
80 and 75% of capacity 
1 cotton-clothing firm......... 1.0% rise | 1.0% drop | 1.5% drop | 4.0% drop 
1 paint producer.......... ...| 25.0% rise | 25.0% rise | 10.0% rise | 0.0% 
1 chemical concern........... 10.0% rise ? rise ? rise | 0.0% 


of capacity. The average slope of the unit cost curve for firms with 
labor-cost ratios from 40 to 60 per cent resembles that of the curve 


** A total of 17 firms that answered the other questions declined to attempt answers to 
this one, giving such reasons as “don’t know,” “no accurate figures,” “no exact answers,” and 
“too much theory.” In addition, 4 firms gave non-numerical answers that roughly indi- 
cated the character of their cost-output relations; their answers are referred to in the 
text. 
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for firms with ratios from 12 to 20 per cent. The peculiar slope of the 
average curve for firms with labor-cost ratios from 21 to 29 per cent 
apparently is largely explained by the fact that furniture firms pre- 
dominate, representing 9 of the 13 firms in that classification. 

Constant unit variable costs between the range of 70 and 100-per 
cent capacity operations were reported by 3 firms.” In addition, 2 
concerns™? reported such constant costs between 90 and 100 per cent of 
capacity, and 6 others” gave figures showing a per unit cost variation 
of no more than from 1 to 8 per cent over the whole range from 70 to 
100 per cent of capacity. The president of one chemical firm, not 
included in the above data, replied: “I am not in a position to estimate 
exact answers, but believe that operating costs in the brackets you 
outline would vary little. Of course, costs would fall if we increased 
our operations from 70 to 100 per cent.” 

As further checks on the replies of the executives, they were asked: 
“Under normal peacetime conditions, is it possible at times to reduce 
your operating costs per unit of output by lowering your rate of opera- 
tions?” Of 44 replies, 43 were “no” and one was “yes.” Some replying 
“no” qualified their answers. One said, “By reducing from more than 
100% of capacity to 100%, costs are likely to fall.” Another added, 
“Tf we work regular hours 100% capacity is point of greatest efficiency 
and lowest cost but may not be if that involves a great deal of over- 
time.” A number remarked that plant efficiency tends to fall as opera- 
tions are reduced, that payroll costs. do not increase in direct 
proportion to the volume of operations so that operating costs per 
unit are lower at higher levels of output, or that operating costs per 
unit always are lower as 100-per-cent capacity production is approach- 
ed. The firm answering “yes” gave as its explanation of how lowered 
operations would permit lower unit variable costs: “Get rid of all 
incompetent employees, cease selling to chiselers and risky accounts, 
do more of work instead of paying some one else to do it.” 

A few of the answers to this question raise doubts as to the validity 
of the replies of some firms to previous cost questions, particularly 
those reporting increasing marginal variable costs beginning at 75 to 
95 per cent of capacity. Two of the replies may also indicate a failure 
to distinguish clearly between fixed and variable costs. Nine of the 
firms reporting maximum profits at 75 to 95 per cent of capacity 
answered “no” to this question as to whether it was possible to reduce 


"Two in furniture and one in clothing. To quote from the explanation of two of them: 
“Our unit cost remains the same if you exclude overhead and fixed charges,” and “As long 
as overhead and fixed charges are excluded, the unit cost would not vary much either 
way, if any.” 

38 One in furniture and one in metal-working. 

* Three in furniture, two in shoes, and one in metal-working. 


1946] LESTER: MARGINAL ANALYSIS FOR WAGE-EMPLOYMENT PROBLEMS 71 


unit variable costs by lowering the rate of operations.”° Those 9. 
included the 3 firms that reported U-shaped cost curves, with rising 
unit variable costs beginning at 75, 80, and 90 per cent of capacity. 
Two of them were the only replying firms in their industries that 
reported such cost curves below 100 per cent of capacity.” 

The significant conclusion from the data in this section is that most 
of the manufacturing firms in the industries covered by this survey 
apparently have decreasing unit variable costs within the range of 70 
to 100 per cent of capacity production—or at least their executive 
officials believe that to be the case, which is the important factor in 
determining company policy, whatever the actual facts may be.” 

If company output and employment policies are based on the assump- 
tion of decreasing marginal variable cost up to full capacity operations, 
much of the economic reasoning on company employment adjustments 
to increases or decreases in wage rates is invalid, and a new theory of 
wage-employment relationships for the individual firm must be 
developed. 

The Oxford economists found that a great majority of the business 
entrepreneurs they questioned” “were in profound ignorance” regard- 
ing the elasticity of demand for their products and that “answers to 
questions about increasing or decreasing marginal prime’ costs were 
seldom given with confidence.”** Their sample “erred, if at all, by 
being biased in favor of well-organized and efficiently conducted 
businesses,” and the entrepreneurs convinced the economists that un- 
certainty concerning elasticities of demand and marginal prime cost 
were ““due not to any negligence or lack of zeal for knowledge” on the 
part of the business men “but to the nature of the case." The 
economists concluded that the results of their study “seem to vitiate > 
any attempts to analyse normal entrepreneurial behaviour in the short 
period in terms of marginal curves. They also make it impossible to 
assume that wages in the short run will bear any close relation to the 


*° The other two of the 11 firms in that category failed to answer this question. 


* Seven other cotton-clothing firms and 3 other chemical concerns definitely reported 
decreasing unit costs. The two other paint companies gave no detailéd cost figures, One 
reported maximum profits at 100 per cent of capacity and the other at 80 per cent of 
capacity. 

"The T.N.E.C. study of Industrial Wage Rates, Labor Costs and Price Policies (monog. 
no, 5, 1940) revealed that unit labor costs increased as volume fell and declined as rate of 
operations expanded in the International Harvester Company’s plants and in the plants 
of two paper companies; operating efficiency was lower when volume was small, partly 
because of more frequent shifting with shorter runs (see pp. xix, xx, 35-37, and 117-19). 

* Apparently the statements quoted in this paragraph rest primarily on the evidence of 
38 of the entrepreneurs interviewed. l 


“R. F. Harrod, “Price and Cost in Entrepreneurs’ Policy,” Oxford Economic Papers, 
No. 2 (May, 1939), pp. 4, 5. 


= Ibid., p. 5. i 
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marginal product (or marginal revenue) of the labour employed.’”* 

The present author’s interviews with business men indicate that most 
entrepreneurs do not tend to think in terms of marginal variable cost. 
The heads of manufacturing concerns hiring, say, 50 or more workers 
consider such a procedure both unnecessary and impractical because 
(1) they seem convinced that their profits increase as the rate of 
operations rises, at least until full plant capacity is reached—they have 
no faith in the validity of U-shaped marginal variable cost curves 
unless, perhaps, overtime pay is involved; (2) they consider repeated 
shifts in the size of a plant’s working force, or in its equipment, with 
changes in the relative costs of different productive factors to be im- 
practical, their adjustments to cost changes taking most frequently the 
form of product shifts that require little, if any, alteration in 
equipment; and (3) they see the extreme difficulty of calculating 
marginal variable costs and the marginal productivity of factors, 
especially in multiprocess industries and under present accounting 
methods. In thinking about employment in their firm, therefore, they 
tend to emphasize current and prospective demand for their products 
and the full-crew requirements for their existing facilities, rather than 
the current level of wage rates. 


HI 


The practical and technical difficulties involved in attempting to 
apply the marginal analysis to wage-employment matters deserve more 
attention than can be given them here. This discussion only indicates 
some of the problems involved in shifting the proportion of factors in 
manufacturing plants or in calculating the marginal contributions of 
factors, and, at the same time, points to certain disturbing data. 

There is a lack of good case material on the redistribution of factors 
purely in response to increases or decreases in wage rates. The very 
existence of unused plant capacity indicates that it is not feasible to 
substitute capital equipment for labor; otherwise that would have been 
done because the use of such idle equipment is practically “costless” 
in view of the fact that fixed charges on it cannot be avoided. 

Most industrial plants are designed and equipped for a certain out- 
put, requiring a certain work force. Often effective operation of the 
plant involves a work force of a given size.”” Certain techniques of 


“R, L. Hall and C, J. Hitch, “Price Theory and Business Behaviour,” Oxford Economic 
Papers, No. 2, p. 32. 


™ That, for example, is largely true of automatic-machine tending (such as is character- 
istic of pulp and paper plants, metal and oil refineries, chemical plants, textile mills, etc.) 
and of assembly-line operations. It is also true that the size of the work force is largely 
fixed in service lines like banks, rail and bus transportation, theaters, postal delivery, etc. 
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For the most part there appeared to be little casual connection between 
increased labor costs and the introduction of capital improvements.™ 

There is no need to discuss at length in this paper the technical 
difficulties involved in any attempt to discover the marginal product 
of an added unit of labor in large-scale industry and to impute to that 
unit of labor its value contribution to a joint, multi-processed product. 
Such difficulties have been discussed elsewhere in detail by the author.” 
More recently W. J. Eiteman has succinctly explained the “hopeless 
complexity” that would attend any attempt to apply marginal analysis 
to modern manufacturing establishments.** His demonstration leaves 
no doubt that it would be utterly impractical under present conditions 
for the manager of a multi-process plant?” to attempt, by means of 
repeated variation in the number of men employed, to work out and 
equate marginal costs and marginal returns for each productive factor. 


IV 


The foregoing discussion and data throw light on experience under 
the Fair Labor Standards act that has been difficult to explain by con- 
ventional marginal theory, and they also help to illuminate the answers 
of Southern business executives to a group of questions on probable 
adjustments to an increase in their wage rates relative to those paid by 
competitors in other regions. 

. For example, the South-North wage differential in the men’s cotton 
garment industry (shirts, collars, nightwear, work clothes, and pants) 
was reduced, on the average, by one-third between March, 1939, and 
March, 1941, primarily as a result of the establishment of a statutory 
minimum of 30 cents in October, 1939, under the Fair Labor Standards 
act and an industry wage order setting minimum wages in the industry 
at 321% to 40 cents (depending on the product), effective in July, 1940; 
yet between March, 1939, and March, 1941, employment in 180 
identical plants increased more than one and a half times as fast in 
the South as in the North.” 

“See Industrial Wage Rates, Labor Costs and Price Policies, T.N.E.C. monog. No. 5, 
Pp. xxv, 25, 42, 53, and 136. 

3 Economics of Labor (1941), pp. 175-84. 


*¢The Equilibrium of the Firm in Multi-Process Industries,” Quart. Jour. Econ. Vol: 
LIX (February, 1945), pp. 280-86, 


% A plant in which more than one type of operation or process is performed and which 
has, therefore, more than one “cost center.” 


*§ Separate figures for branches of the industry show somewhat varying results. Employ- 
ment did decrease slightly in Southern plants producing shirts, collars, and nightwear, 
where the North-South wage differential was being practically eliminated, but in the 
work clothing and cotton pants branch employment increased more than twice as fast in 
the South as in the North despite a reduction of more than 50 per cent in the North-South 
wage differential. See “Earnings in the Men’s Cotton-Garment Industries; 1939 and 1941,” 
Mo. Lab. Rev., Vol. LV (August, 1942), p. 349, 
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The same pressure of minimum wages had similar results in the 
wood furniture industry. Between October, 1937, and February, 1941, 
the South-North wage differential was reduced about 7 per cent for 72 
identical wood furniture plants, with the establishment of a statutory 
minimum of 25 cents in October, 1938, and 30 cents in October, 1939, 
and the setting of minima from 32% to 40 cents in the principal indus- 
tries competing with Southern furniture manufacturers for labor.” Not 
only did employment for the industry as a whole increase the most in 
firms with the lowest average hourly earnings in 1937, where the 
statutory minima obviously had the greatest direct and immediate 
effect; but employment in the Southern plants increased 26 per cent, 
whereas it decreased slightly in competing Northern firms during the 
period (October, 1937 to February, 1941); and, within the South, 
employment expanded more than twice as fast in the lower-wage firms* 
whose wages were increased 10 per cent as it did in the higher-wage 
firms where the increase in wages was less than 2 per cent.“ 

Various factors were, of course, responsible for employment results 
so contrary to the presuppositions of conventional marginalism in such 
industries as men’s cotton clothing and wood furniture. For the pur- 
poses of this paper there is no need to analyze individual cases where 
the results are so opposite to the expectations of marginal analysis and 
to assess the responsibility of each factor for those results.*? Such data 


® Seamless and full-fashioned hosiery, men’s cotton clothing, and cotton textiles. 
Averaging under 35 cents an hour in 1937. 


“The actual changes in hourly earnings and employment in 72 wood furniture plants 
from October, 1937 to February, 1941, were as follows: 


Percentage increase in Percentage increase 
i average hourly earnings, in employment, 
Plants with average hourly 1937 to 1941 1937 to 1941 
earnings in 1937 
U.S. South U.S. South 

Under 32.5 cents 11.2% 10.2% 26.3% 29.1% 
32.5 and under 35.0 cents 7.6 9.9 38.1 38.1 
35.0 and under 37.5 cents 8.3 1.7 30.7 18.5 
37.5 cents and over 2.4 1.7 0.4 16.8 


Sources of data: Earnings and Hours in the Furniture Industry, February 1941, U. S. Bur. 
of Lab. Stat., Serial No. R. 1330, 1941, Table 3, p. 11, and Minimum Wages in the Wood Fur- 
niture Manufacturing Industry, Wage and Hour Division of U.S. Dept. of Labor, June, 
1941, pp. 24-28. The employment increase for the South of 16.8 per cent was calculated from 
data in the latter publication on p. 28. 

“The notion that variations in geographic wage differentials and changes therein fairly 
accurately reflect geographic differences in labor effectiveness so that “efficiency-wages” 
are approximately the same for all regions or areas seems to be disproved by a North-South 
comparison that the author made between wages and labor efficiency in 41 firms with 
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have been mentioned here merely to indicate that the replies of the 
Southern business executives discussed in this section do have some 
basis in fact and experience. Furthermore, furniture and men’s cotton 
clothing concerns constitute half of the 43 Southern firms that gave full - 
answers to a group of questions concerning the adjustments they would 
make to a sharp narrowing of the North-South wage differential in 
their industry.** The basic question was as follows: 


Suppose that during the first 3 years after the defeat of Japan the 
average North-South wage differential in your industry should be cut in 
half, causing Southern wage rates in your line to rise relative to those of 
your competitors in the North. Assuming no other change in your costs 
and no decline in the nation’s demand for the type of products you 
manufacture, how would your firm be likely to adjust to such a perma- 
nent 50-per-cent reduction in the North-South wage differential? 


The executives were requested to rate each factor in terms of the 
relative importance or share in the total adjustment for which it would 
be responsible, the rating being in percentage terms on the basis of a 
composite of 100 per cent. The following list of factors was provided: 


a. Install additional labor-saving machinery. 

b. Improve efficiency through better production methods, organization, 
supervision, incentives, workloads, etc. 

c. Change the price, quality, or kind of products manufactured. 

d. Increase sales efforts so as to expand sales and production. 

e. Reduce production by deliberately curtailing output. 

f. Other adjustments (please specify). 


The replying firms estimated their wage rates to be from 5 to 40 
per cent under the average for comparable jobs in the North. The 
average for all replying was 18.2 per cent, so that the question involves, 
on the average, an increase of 11 per cent in the wage scale of replying 
firms in the South, assuming no change in the wage level of their 
Northern competitors. 

As the replying firms are mostly in industries that experienced some 
narrowing of the North-South wage differential under the National 
Recovery act and Fair Labor Standards act, their answers are founded 
on recent experience. Indeed, the replies are extremely helpful in in- 
terpreting that experience. They are summarized and classified by 


plants in both regions. See a forthcoming article, “Effectiveness of Factory Labor, South- 
North Comparisons,” in the Journal of Political Economy. 


“Ten firms declined to answer this set of questions on the ground that there was at 
present no differential, or only a negligible one, between their wage rates and average 
rates for comparable jobs in the North, Four of the 10 were in men’s cotton clothing, in 
which previous figures have shown the North-South differential was rapidly reduced be- 
tween 1939 and 1941. i 


™ 


4 


78 THE AMERICAN ECONOMIC REVIEW [ MARCH 


industry and labor-cost ratios in Table ITI. Also, Table III contains a 
summary for the 11 firms that estimate their wage rates to be from 
25 to 40 per cent under the average rates of their Northern competitors 
for comparable jobs, and it is significant that the averages for those 11 
firms (for which the question posits a selected wage increase of 17 to 
33 per cent) are very similar to the averages for all 43 firms.** 


TABLE IIT.—ApyustmEents OF 43 SOUTHERN FIRMS TO SHARP NARROWING OF NORTH-SOUTH 
WAGE DIFFERENTIALS, Factors WEIGHTED ACCORDING TO PERCENTAGE OF IMPORTANCE 


a b c d e f 
(labor- | (im- (in- 
saving | proved | (price- | creased | (curtail 
machin- |methods| product | sales j| output) | (other) 
ery) | and effi- | changes){ efforts) 


Classification of firms 


ciency) 
Number of firms giving factori. 

WEEDE 2. oeateesoue date: 35 36 19 31 4 4 
Average weight per stressing firm| 33% 36% 41% 29% 43% 20% 
43-firm average of weights..... 26.1%} 29.6%) 17.5%] 20.7%) 4.1% 20% 
Average for 14 furniture firms..; 19.6 23.2 34.3 17.9 | 4.3 
Average for 7 men’s cotton 
clothing firms................ 24.3 40.0 17.1 18.6 — me 
Average for 10 metal-working 

GINS A EEE E 35.0 28.5 3:3 20.0 11.0 -> 
Average for 12 other firms..... 219 32.4 8.8 24.3 5.0 2.0 


Average for 11 firms with North- 

South wage differential of 25 

TO SOG sees cass awakes 25.0 30.5 10.9 20.0 10.0. 3.6 
Average for firms with labor-to- 

total cost ratios from 


40 to 60% ( 8 firms)...... 41.9 | 23.1 | 19.4 | 13.4 1.2 1.3 
30 to 39% ( 8 firms)....., 33.1 | 28.7 | 14.4 | 15.0 6.3 2.5 
21 to 29% (10 firms)......) 17.8 | 32.8 | 31.1 | 18.3 | — a 
12 to 20% ( 9 firms)...... 22.8 | 36.2 7.8 | 26.7 1.0 5.5 


The adjustment most frequently mentioned by the 43 firms was 
factor b, improvements in efficiency through better management, 
incentives, etc. Introduction of labor-saving machinery is the second 
most significant adjustment according to the results in Table III, and 
increased sales efforts ranks third. Price-product changes are considered 
the most important adjustment by some furniture concerns (3 of them 


“The principal exception is that the factor of curtailing output has an average of 10 
per cent for the 11 firms compared with an average of 4.1 per cent for all 43 firms. 
Responsibility for that result rests on one metal-working firm with a North-South wage 
differential estimated at 25 per cent, which rated this factor 100 per cent. Elimination of 
that firm would reduce the average for the factor of curtailing output to one per cent 
for the remaining 10 firms with large North-South wage differentials, The firm, subse- - 
quently discussed, failed to report its ratio of labor costs to total costs so it is not included 
in the last group of figures in Table ITI. 
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placing sole stress on that factor), but for the other firms such changes 
are considered of minor significance.*® 

It is especially noteworthy that deliberate curtailment of output, an 
adjustment stressed by conventional marginal theory, is mentioned by 
only 4 of the 43 firms.“ Two of them, rating it at 10 per cent, had 
reported decreasing unit variable costs up to 100 per cent of plant 
capacity; however, their percentage decreases in moving from 70 to 
100 per cent of plant capacity totaled only 8 per cent in each instance. 
The third firm, rating this factor 50 per cent, is the chemical concern 
in Table II that reported sharply increasing unit variable costs be- 
tween 95 and 100 per cent of capacity and maximum profits in 
peacetime at 75 per cent of capacity. The fourth firm, a fabricator of 
steel structures and tanks with 125 employees, although reporting 
maximum profits at 100 per cent of capacity and decreasing unit vari- 
able costs between 70 and 100 per cent of capacity, places sole stress 
on this factor, making the following statement: “Volume of production 
would be reduced to small sales for a local market. The only reason we 
can now compete with the large Northern firms is due to the difference 
in wage scale. They have enormous advantages in freight rates and 
more skilled type of workman.” 

That business concerns stress item 0, improved management and 
efficiency, may seem surprising to economists, who have generally 
reasoned as one replying executive, who stated: “Doing all these things 
is a continuous process with us. I don’t see what the wage level has to 
do with it.” Nevertheless, experience under the N.R.A. and the Fair 
Labor Standards act indicates that the spur of increased wages does 
lead to improved plant organization. An executive of one of the largest 
cotton-textile concerns in the South has testified that, under the N.R.A. 
requirement that the same wages be paid for 40 hours of work as 
formerly were paid for 55 hours, the firm’s actual increase in labor 

* One furniture executive said he would enter a new field of manufacture of advanced 


products in furniture and veneers. However, another furniture manufacturer reported: 
“Such a change would affect us but very little as 90% of our market is in the South.” 


1 Other” adjustments were: “Use only higher skilled employees,” “Replace inefficient 
labor with efficient labor,” and “Several.” 


“Yet, reasoning on the basis of conventional theory, D. K. McKamy and John V. 
Van Sickle argue that elimination of the North-South wage differential by government 
action would result in “an enormous and legislated growth of unemployment,” because 
“those enterprises in the areas of labor surplus which are unable to earn enough money to 
pay the imposed wage would have to go out of business or reduce employment to the 
point where the last workers employed were worth as much as the imposed minimum.” 
See Statement of D. K. McKamy and Dr. John V. Van Sickle with Regard to the Demand 
of the Union for Elimination of Geographical Wage Differentials, Company’s Exhibit 
No. 28, In the Matter of Carnegie-Illinois Steel Corporation, et al, and United Steel- 
workers of America, Before the Steel Panel of the National War Labor Board, Case No. 
111-6230-D (14-1, et al.), June 7, 1944, p. 51. 
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costs was less than one-third of the expected or calculated increase, 
the difference being explained by “the utilization of improved machin- 
ery, better arrangement of processes and application of skilled labor, 
and the more adequate scheduling of the flow of production and better 
selection of raw materials.” 

Greatest stress on factor b, better management and work procedures, 
is understandable in men’s cotton clothing, where the possibilities of 
making savings through labor-reducing equipment are generally less 
than in metal-working plants, which gave the factor of additional 
labor-saving machinery the primary weight.*® Also, as might be 
expected the firms with the highest rates of labor to total cost are the 
ones that place the most emphasis on new labor-saving machinery. 
Indeed, there is a notable inverse correlation between stress on that 
factor and the relative importance of labor in total costs. Exactly the 
reverse is true of the factor of increased sales efforts. Less stress is 
placed on sales efforts the larger is the percentage of labor in total costs. 
The implication is that large non-labor costs and increasing returns up 
to full capacity production bring to the fore the importance of keeping 
sales up when profits begin to be squeezed. 

Economists brought up on the conventional theory may discount 
the stress placed by the business executives on increased sales efforts, 
considering it to be an irrational and uneconomic reaction to a wage 
increase. Previous data on the relationship between rates of output and 
unit variable costs indicate, however, that such stress on increased sales 
efforts may have some rationality. It may help to raise and retain output 
near capacity operations. Data at the beginning of this section indicate 
that expanding sales, output, and employment may, at times, be one 
of the results in firms most affected by wage increases. Business men 
are acutely aware of the fact that unit costs vary with output, that 
wage rates which seem extremely burdensome at half-capacity opera- 
tions may not seem unduly high as full-capacity production is 


“Textile Industry, Findings and Opinion of the Administrator, Wage and Hour Division, 
U.S. Dept. of Labor, September 29, 1939, p. 35. 


“The possibilities of better management practices have frequently been emphasized in 
discussions of minimum-wage experience, See, for example, John F, Moloney, “Some 
Effects of the Federal Fair Labor Standards Act upon Southern Industry,” Southern Econ. 
Jour., Vol, IX (July, 1942), p. 22, and H. M. Douty, “Minimum Wage Regulation in the 
Seamless Hosiery Industry,” Southern Econ, Jour., Vol. VIII (October, 1941) p. 186. 

In the seamless hosiery industry, with the introduction of 25-cent and 32%4-cent 
minima in 1938 and 1940, respectively, employment declined more in the firms with average 
hourly earnings in the lowest wage classifications, largely due to increased use of labor- 
saving equipment in those firms (see Douty, Southern Econ. Jour., Vol, VIII, pp. 183-89). 
However, there is no evidence that total output or sales of those low-wage firms, most 
affected by the wage minima, experienced any decline relative to the average for the 
industry. 
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approached. Unlike economists, business executives tend to think of 
costs and profits as dependent upon the rate of output, rather than the 
reverse (the rate of output as dependent upon the level of cost). 


y 


This paper raises grave doubts as to the validity of conventional 
marginal theory and the assumptions on which it rests. Admittedly the 
data used are imperfect and are based, for the most part, on opinions 
of business executives. Many of the replying executives are, however, 
heads of “small” businesses in highly competitive industries, so that 
they are good test cases for the theory. There may, of course, be ques- 
tions concerning the representativeness of the samples, the completeness 
of the data, the content and character of the questions asked, etc. It 
may be argued, if somewhat unconvincingly, that business executives 
as a group do not learn from past experience and do not know their 
own businesses. Nevertheless, the answers of the replying executives 
are sufficiently consistent, firm by firm, and so overwhelmingly support 
certain reasonable conclusions that there can be little doubt about the 
correctness of the general results. 

While awaiting the fruits of further investigation and analysis, the 
following tentative conclusions can be drawn from the data contained 
in this paper: 

1. Market demand is far more important than wage rates in 
determining a firm’s volume of employment.” Indeed, for employment 
determination, market demand is considered by business executives to 
be almost five times as important as all other factors combined,” and 
the wage level or changes in wages are considered to be no more 
important in determining a firm’s employment than the level of non- 
labor costs and changes in such non-labor costs. 

2. Most manufacturing concerns apparently are considered by their 
executives to be operating at decreasing unit variable costs all along the 
scale between 70 and 100 per cent of plant capacity. Consequently, it 
is seldom practical for a firm to curtail output (and, therefore, em- 
ployment) simply in response to an increase in wage rates. 

3. In modern manufacturing, a firm’s level of costs per unit of 
product is influenced considerably by its scale of output; the reverse, 
as assumed by conventional marginalism, is not generally true. 

= The 56 replying firms gave market demand an average rating of 87.5 compared with 
an average of 3.8 for the level of wages or changes therein, which, taken literally, would 
mean that market demand is more than 26 times as important as wage rates in determining 
the volume of employment of a firm. 

The relative importance of market demand was assessed by the executives of 56 


firms at 82.5 compared with 17.5 for all other factors influencing a firm’s employment. 
The ratio is 65 to 35 for the 28 firms rating two or more factors (see Table I). 


~ 


\ 
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4. Interregional firms, except in rare cases, do not adjust their use 
of labor and capital equipment to compensate for sectional differences 
in wage rates. For many manufacturing concerns it is not feasible, or 
would prove too costly, to shift the proportion of productive factors in 
response to current changes in wages, in the manner suggested by 
marginal analysis. 

5. The practical problems involved in er marginal analysis 
to the multi-process operations of a modern plant seem insuperable, 
and business excutives rightly consider marginalism impractical as an 
operating principle in such manufacturing establishments. 

6. Of the three adjustments stressed by business executives to meet 
a rise in wages relative to those paid by competitors, two—better 
management practices and increased sales efforts—are neglected by 
conventional marginalism; whereas the adjustment stressed by mar- 
ginalism—curtailment of output—is considered so unimportant and 
exceptional as to be mentioned in only one out of every 11 replies. 
Indeed, experience seems to indicate that, on an individual-firm basis, 
the adjustments considered important by the business executives may, 
at times, even result in larger firm employment at a higher wage level. 

These tentative conclusions indicate a new direction for investiga- 
tions of employment relationships and equilibrating adjustments, in 
individual firms. 


A NOTE ON HICKS’S THEORY OF INVENTION 


By Gorpon F. BLoom* 


In his well-known Chapter VI on “Distribution and Economic 
Progress” in The Theory of Wages, Mr. J. R. Hicks elaborates a 
partial theory of invention which, though incidental to his theory of 
distribution,’ nevertheless embodies the use of concepts which have 
so captured the economist’s fancy that the theory of invention has 
achieved a certain fame of its own. Indeed, the terms “labor-saving”’ 
invention, “induced” invention, and “autonomous” invention have be- 
come stock in trade to most economists, so much so that they are 
frequently used without questioning the ultimate theory of techno- 
logical progress upon which they rest. The Hicksian exposition is 
based in part upon a dichotomy between the induced invention and 
the autonomous invention; and in part upon a distinction between the 
labor-saving and the very labor-saving invention. It will be shown 
in the following discussion that the first ‘classification is not all- 
inclusive and, in fact, omits, either through obscurity or error, what 
is a very common type of labor-saving invention. The second classifica- 
tion, while more proper, is mistaken in emphasis. Inductive in- 
vestigation suggests that the invention whose introduction would have 
been profitable even if factor prices had not changed is not un- 
common, as Hicks supposed, but on the contrary is a frequent occurrence 
in the favorable environment provided by American industrial enter- 
prise. 

Before exploring the intricacies of the theory of invention, a brief 
résumé of the Hicksian terminology may prove helpful. 

Induced Invention’—an invention which is made as a result of a 
change in the relative prices of the factors. 

* The writer, at present serving as a Lieutenant in the Navy, is indebted to Professors 
E. H. Chamberlin, Fritz Machlup and S. H. Slichter for their criticism of certain portions 
of this paper. Opinions or assertions contained herein are the writer’s own and are not to be 


construed as official or reflecting the views of the Navy Department or the Naval Service 
at large. 


17. R. Hicks, The Theory of Wages (London, Macmillan, 1932), pp. 112-135. 


*This paper is primarily concerned with the nature and propagation of invention, 
rather than with the broader aspects of distribution theory. Although Hicks has revised 
his earlier definition of elasticity of substitution, he has not, to the writer’s knowledge, 
altered in print the basic propositions laid down in the Theory of Wages regarding the 
theory of invention. As a matter of fact, Hicks prefaced his remarks in his article on 
“Distribution and Economic Progress: A Revised Version” (Rev. Econ. Stud., Vol. IV, 
No. 1 [Oct., 1936]), by stating: “I shall say nothing here on the subject of inventions, 
for I have nothing to add at present to what I have already written on that topic” (p. 1 
note 1). 


fy at ek alee 
* Hicks, The Theory of Wages, p. 125. 
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Autonomous Invention*—all other inventions. These, on balance, 
are assumed to be neither predominantly labor-saving nor capital- 
saving. 

Labor-Saving Invention”™—an invention which increases the marginal 
product of capital relative to the marginal product of labor. Ceteris 
paribus, such inventions reduce labor’s relative share in the National 
Dividend. 

Very Labor-Saving Invention’—a labor saving invention which, if 
it had been known, would have paid even before prices changed. These 
inventions reduce labor’s relative share and may reduce labor’s absolute 
share if they are sufficiently labor-saving. Such inventions are assumed 
to be “not very common’” and are “the only kind which are really dan- 
gerous to the real income of labor.’ 


The Theory of the Induced Invention 


Just how common Hicks considered the induced invention is not 
entirely clear from his exposition, because he makes no statement of 
the relative frequency of induced and autonomous inventions. The 
impression conveyed, however, is that the induced invention is a rela- 
tively common variety. It will be remembered that Hicks utilizes the 
concept of the induced invention to explain the relative predominance 
of the labor-saving invention in the stream of progress. Since autono- 
mous inventions do not depend upon changes in factor prices, but 
rather upon scientific and technological developments, he assumes that 
over a long period they should have no particular bias, either in a 
Jabor-saving or capital-saving direction. Induced inventions, on the 
other hand, are assumed to be predominantly labor-saving, since the 
more rapid increase of capital relative to the labor force has, according 
to Hicks, given an impetus to the discovery of means to economize on 
the more expensive factor. Thus, when the two types are added to- 
gether, the result is a distinct bias for labor-saving inventions—which 
is in conformity with observed fact. In other words, the predominance 
of the labor-saving invention is explained by Hicks as attributable to 
the phenomenon of the induced invention.° 


* Loc. cit. 

8 Hicks, op. cit., p. 121. 

® Tbid., p. 126. 

7 Loc. cit. 

® Loc. cit. Italics mine. 

°“The real reason for the predominance of labour-saving inventions is surely that which 
was hinted at in our discussion of substitution. A change in the relative prices of the factors 
of production is itself a spur to invention, and to invention of a particular kind—directed 
to economizing the use of a factor which has become relatively expensive.” Ibid., p. 124, 
Italics are mine. 
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Thus, in Hicks’s world of invention, autonomous discoveries con- 
tribute to the total number of labor-saving inventions, but the plurality 
of labor-saving over capital-saving is due to the induced invention. 
Now it is quite evident to any student of technological change that the 
predominance of labor-saving inventions is considerable. Hicks him- 
self concedes that examples of capital-saving inventions are not easy 
to find.” But if capital-saving inventions are comparatively few, then 
autonomous labor-saving inventions must also be relatively few in 
number, since, according to Hicks, autonomous inventions do not have 
any predominant bias. It follows therefore, from application of Hicks’s 
premises, that most of the labor-saving inventions which do occur must 
be of the induced category. According to Hicks’s definitions, the 
margin of the labor-saving over the capital-saving inventions is a 
measure of the frequency of the induced invention. The conclusion 
seems inescapable, therefore, that Hicks considered the induced in- 
vention to be the common type. 

How common is the induced invention in actual fact? Ascertain- 
ment of the relative frequency of the induced invention through em- 
pirical investigation is admittedly a difficult task. Invention is a group 
process which extends over a long period of years. Conversations with 
one, two, or three men who have worked on a particular new product 
or process may fail to reveal the motives which induced the original 
research endeavor. Nevertheless, inductive study in this field is not 
without value, and therefore the writer presents the ideas gained from 
field investigation for what they are worth. 

In a series of field surveys conducted in 1941, 1944, and 1945, the 
wtiter was afforded an unusual opportunity to discuss with employers 
the effect of wage increases upon the rate of technological progress. In 
1941, the writer personally visited 53 companies in various parts of the 
country and discussed the effect of wage pressure and related prob- 
lems with presidents, vice presidents, comptrollers, and plant man- 
agers.** Information received in this survey was supplemented by re- 
plies received to a questionnaire mailed in 1944 to substantially the 
same firms. In 1945, the writer conducted a survey of industrial re- 
search activity; in this investigation, replies to a questionnaire on 
research and invention were received from 50 companies and, in addi- 
tion, the writer personally interviewed a number of directors of large 
industrial research laboratories. Through conversations with employers 
and research directors, and from replies to questionnaires, the writer 
was able to obtain a broad sample of entrepreneural opinion concerning 

» Loc. cit. 

“The writer is indebted to the Social Science Research Council for the grant of a 
_ Pre-Doctoral Field Fellowship which made possible this initial investigation. 
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the degree of sensitivity exhibited by technological discovery to chang- 
ing factor prices.*” 

On the whole, most of the research men and employers consulted 
were of the opinion that relatively few inventions are made as a result 
of changes in wage rates relative to interest costs. That wage increases 
sometimes act as a kind of “detonator” which spurs the entrepreneur 
to increased activity cannot be denied, but this consideration appears 
to have more relevance with regard to the rate of introduction of known 
. improvements than to the tempo of technological discovery. 

This distinction is an important one. As a matter of fact, it is possible 
that Hicks was led to his erroneous conclusions regarding the fre- 
quency of induced invention by confusing the process of invention with 
mere adaptation to changed cost conditions within a given technique. 
When the relation of wage rates to interest rates changes, entrepreneurs 
find it profitable to alter methods of production, but this is not the 
same as a change in the volume of new discoveries. As Mrs. Robinson 
has pointedly remarked: “When we say that ‘technical knowledge is 
given,’ we do not mean that every entrepreneur has blueprints in his 
pigeon-holes of every type of machine which it would be profitable to 
use at each conceivable rate of interest. We merely mean that there 
is a certain body of technical knowledge which will lead to a certain 
adaptation of technique to circumstances.” Such adaptations are 
effected within a given production function, whereas invention alters 
the whole pattern of isoquants in individual firms.** There is little doubt 
that wage pressure stimulates the former type of change in operating 
technique, but inductive investigation suggests the significance of the 
stimulus is much less when applied to the process of invention. 

However, while research executives minimize the importance of the 
induced invention, as defined by Hicks, they point out that the pressure 
of costs may “induce” invention in another, and broader, sense. As a 
matter of fact, most labor-saving inventions are “induced,” but they 
are induced, not by changes in relative factor prices, but simply by the 
continuing high price of labor. If in the future the rate of population 
increase should exceed the rate of capital accumulation, this does not 
necessarily mean that there will be any lessening in the frequency of 
labor-saving inventions—though such a diminution would seem to be 

2 Considerations of space restrict this note to a criticism of Hicks’s theory of invention. 
In a forthcoming article the writer will discuss more fully the results of these inductive 


studies as they apply to the relation of wage pressure, research, and the tempo of 
technological discovery. 


"Toan Robinson, Essays in the Theory of Employment (London, Macmillan, 1937), 
pp. 134-35, note 1. 

™ Looked at another way, adaptations enter into the determination of the elasticity of 
substitution, whereas inventions alter it. See Robinson, loc cit. 
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forecast, on these premises, by application of the Hicks theory with its 
emphasis on relative changes in factor prices. The fact remains that 
declining unit labor costs have not lessened management’s interest in 
further reducing disbursements to labor. As long as labor cost remains 
a large item in the expense of modern business operation, labor-saving 
inventions will still predominate, whether wage rates rise relative to 
interest rates or not.” While labor-saving inventions -Induced by 
changes in relative factor prices do occur, inductive investigation sug- 
gests they are less common than Hicks supposed. It is probable that 
changes in relative factor prices would play a more dominant rôle 
in the motivation of invention if labor costs and capital costs bulked 
equally large in total costs, but since most production costs are labor 
costs," invention is naturally biased in this direction regardless of 
fluctuations in the ratio of prices of the factors. 

In view of the fact that payrolls constitute such a large element in 
business expense, it is understandable why economy in the use of labor 
is a major item in industry’s program for technological improvement. 
Moreover, the labor-saving invention is probably easier to discover 
than the capital-saving improvement simply because the large propor- 
tion of labor costs and manual operations in individual manufacturing 
units naturally suggests more ways and means by which use of this 
factor can be economized. Modern industrial invention embodies con- 
tinuous extension of mechanization, lightening the arduousness of work 
and progressively increasing the scope of automatism in operation. By 
their very nature, these characteristics of invention involve labor- 
saving. Most inventions are labor-saving, because invention represents 
the efforts of man to make life fuller and easier, and achievement of 
this goal typically requires the substitution of mechanical power for 
hand labor. 

There is nothing very mysterious about this simple fact, yet in order 
to explain the predominance of labor-saving inventions, Hicks becomes 
involved in some highly questionable casuistry. Having postulated 
that the predominance of labor-saving inventions is attributable to 
the frequency of the induced invention, Hicks concludes that the re- 
maining inventions—which he dubs “autonomous”—are not likely to 


* The textile industry in the thirties was characterized by rapid technological change 
designed to save labor at the same time that the wage level was falling. The Hicksian 
concept of induced invention does not fit this situation very well, but it is clear that even 
at the lower wage level, labor was still a sufficiently large cost to induce management 
to discover means to economize in its use. 


*In 1921, wages and salaries comprised 35.3 per cent of the value of production in 
manufacturing, whereas interest costs amounted to only 1.8 per cent; in 1939, the cor- 
responding figures were 30.8 per cent and 0.8 per cent. See National Industrial Conference 
Board, Economic Almanac for 1944-45, p. 196. 
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have any predominant bias. This thesis, that autonomous inventions 
will over a long period be free of any predominant bias with respect to 
the particular factor saved, is not only unrealistic, but also is open 
to criticism on methodological grounds. 


Bias in Autonomous Inventions 


In the first place, there is the obvious criticism that inventions are 
not qualitatively equivalent; even if the numbers of capital-saving 
and labor-saving inventions were equal, their economic and techno- 
logical significance would hardly be equivalent. One major labor- 
saving invention may produce more profound repercussions than 20 
minor capital-saving improvements—and vice versa. If the number of 
autonomous inventions in each category happened to be the same, 
but the labor-saving group contained a mechanical cotton picker and 
an automatic rolling mill, would Hicks say that bias was involved, or 
not? It is apparent that Hicks’s facile assumption that autonomous 
inventions have no predominant bias conceals a problem of evaluation 
which admits of no easy solution. 

In the second place, assuming that a satisfactory basis for evaluating 
the bias of invention could be agreed upon, it is still questionable 
whether autonomous inventions—even as strictly defined by Hicks— 
would, on balance, exhibit no predominant bias. The problem is 
fundamentally one of the application of the laws of probability.” 
Given a certain number of inventions whose discovery is not motivated 
by changes in relative factor prices, it would be expected that, ceteris 
paribus, their distribution would conform to a normal frequency distri- 
bution. As Hicks phrases it, “In the absence of special knowledge we 
may reasonably assume a random dispersion.”** Using two factors, 
labor and capital, Hicks concludes that over a long period, the distribu- 
tion of inventions will be such that about half will fall in the labor- 
saving category and half in the capital-saving class. This deduction 
from the law of probability, however, is dependent upon the arbitrary 
classification of the factors of production which Hicks adopts as unit 
of measurement along his x-axis. With a different classification of fac- 
tors, a different conclusion would result. 

The process of invention can be studied in relation to various 
related economic phenomena, such as the costs reduced by techno- 
logical progress, the factors saved, etc. Viewing the distribution of 
invention in relation to costs, for example, one might conclude that 
since, say, four-fifths of manufacturing expenses are labor costs and 
one-fifth capital costs, it would be expected that four-fifths of inventions 


™ The writer is indebted to Professor E. H. Chamberlin for elaboration of this point. 


27., R. Hicks, The Theory of Wages, p. 125. It may be questioned, however, whether 
inventions really are made “at random.” 
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would tend to reduce labor costs while one-fifth would lower capital 
costs. Similarly, a number of hypothetical relations could be posited 
regarding the relation of inventions to the factors of production which 
they save. This is the viewpoint which Hicks adopts, but actually his 
particular relation is only one—and the narrowest at that—of a wide 
range which can be postulated. For example, if one adopts a four-fold 
classification of the factors, consisting of managerial labor, skilled 
labor, unskilled labor, and capital, then, ceteris paribus, on the basis 
of the laws of chance, it could be expected that one-fourth of inventions 
would fall in each of these categories so that labor, iw toto, would 
embrace three-fourths of all inventions. Of course, this is an arbitrary 
conclusion resting upon what may seem to be a questionable classifica- 
tion of the factors, but it is no more arbitrary than Hicks’s selection of 
two factors, which naturally gives him a 50-50 distribution. The mere 
fact that autonomous inventions are not induced by changes in relative 
factor prices does not necessarily free them from bias. That Hicks 
reaches this conclusion is attributable in part to his implicit assumption 
that individual inventions are of equal technologic and economic signifi- 
cance, and in part to his application of the laws of probability to an 
arbitrary classification of the factors of production. 


A Reclassification of Inventions 


It seems probable that both induced and autonomous inventions are 
biased in the labor-saving direction, the former because of the major 
importance of labor cost in business expense, the latter because of the 
fundamental nature of the process of invention.*® Once this fact is 
realized, there is no need to retain Hicks’s narrow concept of the 
induced invention, for its chief raison d’étre was to explain the predom- 
inance of the labor-saving invention, and this is now seen to depend 
upon other circumstances. If for purposes of exposition, it is deemed 
desirable to distinguish those inventions which are “induced” by 
economic factors from those which are fundamentally attributable to\ 
scientific and technological developments, then Hicks’s classification 
must be modified to take account of the labor-saving inventions which 
are induced, not by changes in relative factor prices, but by the fact 
that labor bulks so large as a cost in business operation. 

The latter class of inventions, which, for convenience, may be termed 
“high cost induced inventions” is not specifically mentioned by Hicks 
in his discussion, although they are undoubtedly a very common type. 
of discovery. It does not appear that Hicks intended to include them 

#* Mrs, Robinson also finds Hicks’s proposition regarding the lack of bias in autonomous 
inventions “hard to accept” (op. cit., p. 134, note 1) and points out that “the develop- 


ment of human methods of production, from the purely hand-to-mouth technique of the 
apes, has been mainly in the direction of increasing ‘roundaboutness’” (loc. cit.). 
4 
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under induced inventions, since he clearly states that induced inven- 
tions are discovered as a result of changes in relative factor prices. 
Nor is it evident that he intended to include them in the autonomous 
category. It is true that he defines induced invention and then places 
“all others” in the autonomous class; but later he specifically states that 
autonomous inventions ought not to be either predominantly labor- 
saving or capital-saving.”” This would seem to exclude this type of 
invention, for, as has been indicated, it has a definite labor-saving bias. 
One is led to conclude, therefore, that Hicks simply overlooked this im- 
portant type of invention. 

Two ways suggest themselves of incorporating this kind of invention 
in Hicks’s schema. On the one hand, inventions can be classified into 
those which are motivated by the desire to save labor and capital, and 
those which are not. The latter, which are attributable to scientific 
and technological developments, and to research in product improve- 
ment, may be called “autonomous,” but they will still exhibit a labor- 
saving bias. The other group, the “induced” inventions, would include 
those discoveries which are induced by a change in relative factor 
prices, and those which are motivated by the desire to save a factor 
simply because it represents a large cost. The latter consideration is 
partly, although not entirely, independent of fluctuations in the price 
of the factor. If the price of labor were cut in half, it would be ex- 
pected that both types of induced labor-saving inventions would be 
diminished in frequency; if, however, only a small change occurs in the 
price of labor relative to capital—which is the normal course of events 
—the number of induced labor-saving inventions as defined in the 
narrow Hicksian sense will be affected, but no material change is 
likely in the number of “high cost induced inventions.” 

Another possible method of classification involves retention of the 
narrow concept of the induced invention, as used by Hicks, and in- 
clusion of the “high cost induced invention” in the autonomous group. 
Such a classification might be justified on the ground that the former 
group is sensitive to the relative rates of growth of labor and capital, 
whereas the latter is not particularly affected by this circumstance. This 
classification lends itself to exposition of Hicks’s theory of economic 
progress. Thus, following Hicks, it can be said that increasing capital 
lowers the price of capital relative to labor and stimulates labor-saving 
inventions of the induced type. While this classification of invention 
simplifies theoretical analysis of the process by which capital is ab- 
sorbed into production, it is doubtful if in reality there are a sufficient 
number of significant “induced” inventions to merit the importance of 
the rôle given them in this theory of technological progress. 


* «There is no obvious reason why autonomous inventions should incline on balance, 
to one side more than to the other.” Hicks, of. cit., p. 125. 
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The Theory of the Very Labor-Saving Invention 


The next point involves the concept of what, for convenience, may 
be called the very labor-saving invention, the invention which may 
reduce not only labor’s relative share in the National Dividend, but its 
absolute share as well. It seems apparent from Hicks’s comments re- 
garding such innovations that he believed only induced inventions 
could be of this type. Thus, he makes the following categorical state- 
ment: “... neither a great activity in autonomous invention, nor a high 
elasticity of substitution, has any tendency to reduce the real income 
of labour. The only kind of invention which is likely to have this effect 
is that which . . . is inspired by a change in relative factor prices, 
but which would have been profitable to apply even before prices 
changed.’’”* In another connection he declares: “Now induced inven- 
tions of this type . .. may reduce not only the relative share of labour, 
but also its absolute share.”*? Nowhere does he speak of autonomous 
inventions which may have this effect. In other words, Hicks assumes 
that only induced very labor-saving inventions pose any danger to 
labor’s real income, and since this type of invention is not supposed 
to be very common,” it follows .that labor has little to fear from tech- 
nological progress per se. 

This sanguine view does not seem warranted by the facts. In the 
first place, there is no reason why an invention which is not inspired 
by a change in relative factor prices cannot also reduce the absolute 
share of labor. From the standpoint of the dislocation produced, a 
labor-saving invention which was not induced by a change in relative 
factor prices, but which would have been profitable to adopt even at a 
lower level of wage rates, is just as dangerous as one which was 
induced by a change in relative factor prices, but which would have 
been profitable to adopt even in the absence of the relative increase in 
the price of labor. Among those new developments which Hicks includes 
in the autonomous category there may be a device, such as the auto- 
matic cotton picker,** whose discovery is not primarily attributable to 
changes in relative factor prices, but whose application would lead to 


* Ibid., p. 128. Italics mine. 
= Ibid., p. 126. Italics mine. 
* Loc. cit, 


* Available evidence suggests that invention of the mechanical cotton picker was mo- 
tivated not by relative changes in factor prices, but simply by the desire to lighten the 
arduousness of a very laborious task. John Rust, who filed his first patent on the mechan- 
ical cotton picker seventeen years ago, worked with his brother on a cotton plantation 
and was compelled to devote long hours of back-breaking labor to picking cotton by 
hand. Being mechanically minded, he sought and discovered an easier way of doing the 
job. In this case, as with many great inventions, the desire to save labor and to make 
the job easier was the dominant motive unrelated to changes in factor prices, See Eliot 
Pratt, “Machine Age in Dixie,” Common Sense (July 1945), pp. 13-15. 
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such a large displacement of labor with a relatively small additional 
outlay for capital that labor’s real wage might suffer in consequence. 
In addition, the labor-saving invention which is induced not by changes 
in factor prices, but simply by the large cost of labor, may reduce 
labor’s absolute share in the National Dividend, although it does not 
come under Hicks’s definition of an induced invention. If an invention 
has very great labor-saving potentialities, but yields a comparatively 
small increment to the National Dividend, the consequent large reduc- 
tion in labor’s relative share may reduce its absolute share and its 
real wage. This maxim is true whether the invention was induced by a 
rise in wage levels, or by a new advance in metallurgy. Hicks assumes 
that the very labor-saving invention is relatively uncommon. The 
broadening of the concept of the very labor-saving invention suggests 
the possibility that occurrence of this type of improvement may be 
more frequent than Hicks had supposed. 

Field investigation indicates that the invention which would have 
been profitable to adopt even at a lower level of wage rates is quite 
common. For example, in a survey conducted by the writer in 1944, 
business executives were asked to cite examples of recent important 
labor-saving improvements made in manufacturing technique. They 
were then asked whether it would have been profitable to make these 
improvements if wage rates had remained at 1939 levels. In the ma- 
jority of cases, the answer was in the affirmative.” Apparently many 
recent technological changes come under the heading of what Hicks 
calls “methods, which if they had been known, would have paid even 
before prices changed.’’”® 

Recognition of the ubiquity of labor-saving inventions which would 
have paid even at lower levels of wage rates brings us to another 
shortcoming of Hicks’s concept of the very labor-saving invention: 
namely, that it fails to distinguish clearly between infra-marginality 
and large labor-saving capacity. On the one hand, the very labor-saving 
invention is supposed to be one which would have been profitable 
to introduce even at a lower wage level. This simply means that it is 
an infra-marginal improvement, but if this is the case, clearly there is 
no reason why such improvements should be “not very common.” On 
the contrary, it is the marginal improvement, like the marginal ele- 

* The same considerations apply to the effect of changes in the rate of interest upon 
the rate of mechanization. As R. G. Hawtrey has pointed out, “In the great majority of 
cases the new instruments are not marginal, in the sense that they would have been 
installed at an earlier date had the rate of interest been lower. They usually embody 


improvements which may raise that yield substantially above the margin.” R. G. Hawtrey, 
Capital and Employment (London, Longmans Green, 1937), p. 259, 


8 Hicks, op. cit, p. 126. 
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emt in all other phases of economic life, which is the exception.” 
 cobably: only a relatively small proportion of inventions are induced 
Jy a change in the ratio of prices of the factors. Hicks was led to the 
F erroneous conclusion that induced inventions were the dominant type, 
- because he was seeking to explain the predominance of labor-saving 
inventions. As has been pointed out, this circumstance can be explained 
on other grounds fully consistent with the admission of the prevalence 
of infra-marginal improvements. . 

The second part of Hicks’s definition of a very labor-saving invention 
relates to improvements which reduce the absolute marginal product 
of labor. Actually only a small proportion of infra-marginal improve- 
ments will have this effect. In other words, an invention can be such 
that its introduction would have been profitable at lower wage rates, 
without necessarily reducing the absolute marginal product of labor.” 
Whether or not a labor-saving invention will reduce the absolute mar- 
ginal product of labor depends (1) upon the labor-saving capacity of 
the invention; (2) upon the size of the increment which it produces in 
total output; and (3) upon the ease with which the displaced labor 
can be reabsorbed in other parts of the economy. Because large labor- 
saving capacity is an indispensable condition of an invention which will 
reduce the marginal product of labor, such an invention will generally 
be infra-marginal, but not all infra-marginal inventions pose the same 
threat to labor.” 

How common are inventions which lower labor’s real wage? In 
classification and evaluation of the effect of invention, it is very im- 
portant to be specific with regard to the time period which is being 
considered.” Hicks’s definition of a labor-saving invention applies to 
the effect of invention upon the relative marginal product of labor, 


) 
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* or example, most of the buyers and sellers in a market would be willing to make 
an exchange at other than the final market price, Similarly, most inventions are infra- 
marginal with regard to their cost-saving capacity. 


3 It is only fair to state that Hicks does not claim.that all inventions which would have 
been profitable at a lower wage level will reduce the marginal product of labor. His 
discussion of the very labor-saving invention is ambiguous rather than wrong. His exact 
statement is as follows: “But it is certainly quite conceivable that a change in relative 
prices will stimulate invention to do more than this—to discover methods which, if they 
had been known, would have paid even before prices changed. Now induced inventions 
of this type (if they are labour-saving, as we may suppose generally to be the case) may 
reduce not only the relative share of labour, but also its absolute share.” Loc. cit. 


*° Capital-saving inventions, which raise the marginal product of labor relative to the 
marginal product of capital, can also be infra-marginal. 


* Oscar Lange recognizes the importance of the time element by incorporating it in his 
definitions. For example, he classifies an invention as “using” or “saving” a given factor 
at the date t according as it increases or diminishes the demand planned for that date. 
Thus the same invention can be “currently steel-using,” “labor-saving after one year,” etc. 
See O. Lange, Price Flexibility and Employment (Bloomington, Principia Press, 1944), 
p. 73. Also, O. Lange, “A Note on Innovations,” Rev, Econ. Stat., Vol. 25, No. 1 (Feb., 
1943), pp. 19-25 






94 THE AMERICAN ECONOMIC REVIEW | l 


the amounts of the factors being unchanged. The final result when th 
quantity of capital has had time to adjust to the changed yield may bël 
quite different. Mrs. Robinson, for example, considering the case in 
, which the amount of capital is adjusted to the new technique so that ' 
full equilibrium is attained with zero investment, finds that if invention © 
is labor-saving in Hicks’s sense, the relative shares will be unchanged if 
the elasticity of substitution is less than unity.** Similarly, in full 
equilibrium, even a very labor-saving-invention may increase the mar- 
ginal product of labor, if account is taken of the increase in capital per 
head required to restore equilibrium between the marginal efficiency 
of capital and the interest rate. 

One may distinguish three stages in the process of innovation: the 
“gestation” period during which the new capital equipment is being 
built; the “operation” period in which the new equipment is introduced 
and the displaced labor is absorbed elsewhere in the economy;* and 
the stage of full equilibrium in which capital accumulation brings the 
marginal productivity of capital back to its former level. The first 
stage will almost always raise the absolute marginal productivity of 
labor, because new investment increases the demand for its services. 
The second stage may witness a decline in the real wage of labor 
if the improvement makes only a small addition to the National Divi- . 
dend, but by virtue of its large labor-saving capacity drastically re- 
duces labor’s relative share in the Dividend. The third stage will almost 
always witness a rise in the real wage of labor, even in those cases 
where the very labor-saving invention has reduced labor’s absolute 
share at the second stage. The greater the decline in the relative 
marginal product of labor, the greater the increase in the relative 
share of capital in the National Dividend. Consequently, the more 
labor-saving an invention, the more favorable it is to the yield of capital; 
and since a rise in the yield of capital will make investment more at- 
tractive, ultimately the demand for labor**—and therefore its marginal 


* Joan Robinson, “The Classification of Inventions,” Rev. Econ. Siud., Vol. 5, No. 2 
(Feb., 1938), p. 139. 


= This classification follows Lange, who distinguishes two periods: a factor-using period 
of “gestation” and an output~increasing period of “operation” of the innovation. (See Price 
Flexibility and Employment, p. 74.) However, Lange appears to give inadequate attention 
to the third period, in which an increase in capital per head is necessary to restore 
equilibrium. 

” Mrs. Robinson is pessimistic concerning the long-run repercussions of invention upon 
employment. Thus, she states, “There appears to be, from the long-period point of view, 
very strong grounds for the popular opinion that inventions tend to reduce employment.” 
(Essays in the Theory of Employment, p. 135.) This conclusion, however, rests upon a 
questionable assumption; namely, that if labor’s relative share in the national dividend is 
reduced, the level of equilibrium output will necessarily diminish, because of the increase 
in thriftiness 
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product—will be increased by the additional capital accumulation 
which can be traced to the original invention.** 

This is all very well, the average labor leader will say, if one is 
willing to wait for the long run. The fact remains, however, that the 
high labor-saving capacity of inventions in recent years has consider- 
_ ably aggravated the problem of technological unemployment, and 
posed a real threat to labor’s job opportunities in particular industries. 
Recognition of this fact is in nowise inconsistent with the contention 
that labor benefits from invention, both in the short period and in the 
long run. For example, it can not be denied that without the investment 
in new labor-saving technology which took place during the thirties, 
total employment would have been much lower than it actually was; 
for in the short period, the construction of labor-saving apparatus 
almost always creates a demand for more labor than it displaces.** The 
important point to recognize, however, is that very labor-saving inven- 
tions do not necessarily require any more capital investment than less 
 labor-saving improvements. The labor-saving capacity of an invention 
is dependent upon the technical ingenuity involved rather than the 
capital investment required.** 

Consequently, it is possible for the average labor-saving capacity 
of invention to increase without this change being reflected in an 
increase in the level of capital expenditures. Thus, if such a change 
occurs—as some labor leaders maintain has occurred over the last two 
decades—there need be no increase in employment opportunities in 
the “gestation” period, but the unemployment problems of the ‘“‘opera- 
tion” period will be considerably aggravated. There will be some inven- 
tions which are very labor-saving and which actually tend to reduce 
the real wage of labor as a whole. But the great majority of infra- 
marginal labor-saving inventions—if they are endowed with a high 
labor-saving capacity—will siniply produce a high rate of what econo- 
mists call “frictional employment.” If most labor-saving inventions 
were induced marginal improvements, as Hick’s analysis suggests, 
frictional unemployment would not create much of a problem, for the 
labor displaced by marginal inventions is small in amount and there- 


*Or as Hicks points out, even if economic progress does cause a decline in the 
equilibrium level of real wages this would only be temporary: . . enlarged profits 
would mean new saving; increased capital would raise the level of real wages again.” 
(Op. cit., p. 130.) 

5 The effect of invention upon employment in the short period will depend upon the 
extent to which thé funds expended represent new investment rather than re-investment of 
depreciation allowances of old plant. 


* An electric eye apparatus which makes possible almost 100 per cent automatic operation 


may require only a small capital outlay, whereas an improvement which displaces com- 
paratively few men may entail considerable investment. 
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fore the difficulties of transfer and reabsorption are minimized. If, 
however, it is recognized that most inventions are infra-marginal and 
that the average labor-displacing potential is high, then the frictional 
unemployment which results takes on new significance. When five 
hundred to a thousand persons are thrown out of work in single enter- 
prises? by an individual invention, such as the strip mill, and when 
the ages and skills of these men are such that they cannot easily be 
reémployed elsewhere, it seems more realistic to drop the term “‘fric- 
tional” and recognize frankly that this is a problem of technological 
unemployment attributable to the high labor-saving capacity of recent 
technical changes. 

This does not mean that labor should oppose invention. Such a 
policy would be short-sighted; for, despite the existence of technologi- 
cal unemployment, the level of employment would probably have been 
lower had it not been for the added investment in new technology. 
Labor has a real interest in promoting technological progress, because 
an active technology is needed to provide outlets for new investment, 
and adequate new investment is labor’s assurance of continued em- 
‘ployment and rising real income. The remedy lies in public recognition 
of the fact that labor’s indictment of machine displacement has not 
been entirely unfounded; that many new inventions are very labor- 
saving; and that if it is public policy to encourage technological prog- 
ress, provision should be made to alleviate the distress caused among 
those labor groups which are. most directly affected by technological 
change. 


“See H. J. Ruttenberg, “The Big Morgue,” Survey Graphic, Vol. 28, (Apr., 1939), 
pp. 266-69, 


FAMILY SIZE AND RESIDENTIAL CONSTRUCTION 


By Eric ScHIFF* 


The Problem 


Whether private investment outlets in the industrial societies of 
the post-war era will be sufficiently large and numerous to absorb the 
volume of money saving is still a hotly debated question. At the same 
time there is fairly general agreement that the volume of aggregate 
effective money demand for consumers’ durable goods will play a 
strategic part in this problem. This volume is in turn determined by 
various factors, among which two are by far the most important. One 
is the number of consumer units (single persons or families); the other 
is the amount of income which each consumer unit is able and willing 
to spend for these goods. In recent economic literature there has been 
a tendency to assert or to imply that, in the long run, variations 
in aggregate effective demand for consumers’ durables are predomi- 
nantly caused by what we may call the quantity factor—the growth 
or decline, or the change in the rate of growth or decline, of the number 
of consuming units—with the income factor playing only a relatively 
minor part.” Quite often this view, combined with the observation that 
we are living in a period of declining population growth, has led to 
pessimistic predictions as to the adequacy of investment outlets in the 
future. 

Two questions must be distinguished here. One of them has to do 
with the final results of a declining rate of population growth, 2.e., 
the eventual relative, or even absolute, decline in the number of income- 
earning units (single adult persons of income-earning age; families 
the heads of which are potential income earners). This final phase is 
hardly the problematical one, as far as investment and employment 
opportunities are concerned. For in this phase the decline in investment 
and employment opportunities incident to the reduction in consumer 
demand will ex hypothesi be neutralized by the decline in the number 
of people for whom employment and earning opportunities have to be 
provided. To the extent that the decrease in the number of investment 
and employment opportunities is accompanied by a corresponding 
decrease in the number of competitors for such opportunities, it is 
difficult to see why the earning chances of the remaining competitors 

* The author is research economist with the Machinery and Allied Products Institute, 
Washington, D.C. The views expressed are personal views only. 

*See the quotations below, pp. 98-99. 


98 THE AMERICAN ECONOMIC REVIEW [MARCH 


should be adversely affected. This is true at least so long as the number 
of persons of income-producing and income-earning age does not sink 
below a Malthusian optimum. 

It is in the phase of transition that a real problem may arise. When 
a decline in the rate of human reproduction sets in, it takes some 15 
to 20 years for the above-mentioned long-run effects to materialize. 
In the meantime, while the number of adults looking for employment 
opportunities is still undiminished, the reduction in the average size 
of families brings about certain shifts in the spending and saving 
habits of the nation. And if these shifts mean a net reduction in the 
demand for capital investment, real difficulties might turn up. During. 
this period, a reduction in investment demand may in fact mean re- 
duced per capita chances of employment and earning for those 
competing for such chances. The present essay is concerned with the 
economics of this transitional phase.” 

The question of whether the shifts in consumer spending that are 
associated with a decline in family size are bound to result in a net 
reduction in investment opportunities is a special aspect of the géneral 
question of the relative importance of what we have called the quantity 
factor as compared -with the income factor. Most discussion of this 
subject by economists has so far been highly tentative, but within the 
limits of this type of reasoning the quantity factor has usually been 
given greater weight. In this respect, even outspoken opponents of the 
mature economy theory have been inclined to concede things that are, 
to say the least, badly in need of qualification. Thus, Wilford T. King 
admitted:° “However, it is, of course, true that the slackening rate of 
population growth is likely to lessen building volume.” Volume in the 
sense of “number of dwelling units,” maybe; but in the question of 
outlets for capital, the thing of primary importance is the effect of 
housing demand upon the investment value, rather than upon the 
physical volume, of residential building. Harold L. Reed, answering 
King, took the opposite view, but even his statement was in general 
terms, without any attempt at statistical verification:* “In the promis- 

*The United States, taking account of its general population trend and disregarding 
possible repercussions of the war, is in such a period of transition, The number of families 
is not yet declining; in fact, it is expected to increase for some time to come. Cf. Lowell T. 
Chawner, Residential Building, National Resources Committee Housing Monog. Ser. No. 
1, p. 17. But the average size of families in already decreasing. In 1940 the average size 
of the American family was 3.78 persons, as compared with 4.10 persons in 1930. 


(“Families” as the term is here used include single individuals forming a household unit.) 
Cf. Housing, Vol. IX, Pt. 1, 16th Census 1940, p. 3. 

*W. T. King, “Are We Suffering from Economic Maturity?” Jour. Pol. Econ., Vol. 47, 
No. 5 (Oct., 1939), p. 621. 

tH. L, Reed, “Economists on Industrial Stagnation,” Jour. Pol. Econ., Vol. 48, No. 2 
(April, 1940), p. 247, ~ 


+ 
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ing field of cheap residence construction, a leading obstacle to revival 
is the difficulty workers with large families encounter in saving the 
margins for down payment necessary to start construction on a scale 
that would provide an extensive outlet for the saving of others. Shelter 
provision seems to depend much more on well-being than upon the 
number of people.” A reply to this by Alvin H. Hansen again stressed 
the predominance of the quantity factor, but was couched in equally 
tentative and non-quantitative language:* “It appears highly probable, 
as Professor Reed states, that the increased savings which almost 
certainly would follow from smaller families—a point which, however, 
is denied by many—would probably encourage more home ownership, 
and since resident ownership means usually better homes, this would 
involve a larger per capita investment in housing. While I think this 
point is sound, I question very much that there is any high probability 
that the resulting increase in per capita housing investment can offset 
the decline in total housing incident to a stabilization of population 
growth.” W. B. Reddaway, discussing in terms of general probabilities 
both the optimist’s and the pessimist’s arguments as to the effects of a 
decline in family size upon capital outlay, finally decides to endorse 
the pessimistic view without, however, attempting any quantitative - 
analysis.® 

The purpose of this article is to contribute such a quantitative 
analysis. An attempt will be made to analyze the net influence of 
family size on housing expenditure, the income factor being held con- 
stant. This problem is, of course, only a segment of the general problem 
of quantity versus income as determinants of effective consumer de- 
mand. But it is an important segment. In all modern business econo- 
mies, residential construction is one of the most important outlets 
for capital seeking investment opportunities. In this country, residential 
building during the years 1919-1935 absorbed annually from 9.7 per 
cent to 31.5 per cent of total gross capital formation (excluding 
repairs and maintenance and consumers’ movable durable commodi- 
ties). The average percentage for the period 1918-1933 was 20.5 per 
cent.’ No lengthy explanation is needed as to why this industry has 
nearly always held a key position in the problem of maintaining a 
proper balance between savings and investment. Not only is much 
capital required to finance what may be regarded as the normal number 


5A. H. Hansen, “Extensive Expansion and Population Growth,” Jour. Pol. Econ., Vol. 
48, No. 4 (Aug., 1940), p. 583. 


‘W. B. Reddaway, The Economics of a Declining Population (New York, 1939), esp. 
Chap. IV on “Population and Capital Outlay.” 

S. Kuznets, Commodity Flow and Capital Formation, Vol, I (New York, Nat. Bur. of 
Econ, Research, 1938), pp. 468, 489. Computations based on 1929 prices. 
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of projects in residential building; the minimum amount of capital 
without which no single project, however small, can be started, is also 
relatively high in this field. At the same time, most of the funds 
invested in residential construction must be provided by “outside” 
savings; there is here only very limited scope for self-financing. More- 
over, the average as well as the minimum labor input required per 
project is also larger, relatively, than in most other industries. There 
is every likelihood that in the coming peacetime economy private resi- 
dential construction in this country will maintain its key position as 
an outlet for the investment of savings.® | 

In residential building the family is the consumer unit for which 
the bulk of the supply is being provided. Aggregate effective demand 
for housing is mainly determined, first, by the number of families to 
be housed and, second, by the housing expenditure of each family. 
The principal factors determining this expenditure are (1) the income 
of the family; (2) the size of the family; (3) the age composition of 
the family; and (4) the occupation of the head of the family and— 
to a lesser extent—of other income earners in the family. 

In quantitative importance factors (1) and (2), which we are here 
planning to analyze, undoubtedly rank high above factors (3) and (4). 
The question we are primarily driving at is this: Other things being 


° After the last war, private residential building in some European countries lost this 
key position, and in fact remained paralyzed for quite some time, as a result of rigid 
enforcement of rent restrictions during a period in which the prices of practically all other 
commodities and services were skyrocketing. “Real” rents were deeply below the equili- 
brium level. At the same time national wage and salary systems had become geared to 
family budgets which, while inflated by the rise of other costs of living, were far below 
what they would have been if housing expenditure, too, had been adjusted to the currency 
depreciation. Hence, in order to avoid violent upheavals in wages and family budgets 
during the first post-war years, the process of raising and finally abolishing the rent 
ceilings had to be very gradual. Naturally, this protracted period of rents being kept at 
under-equilibrium levels was a period of almost complete stagnation for private residential 
building. The rent restrictions as adopted by most of these countries did not, it is true, 
apply to newly erected buildings. But with the wage and salary system geared to a 
consumer budget in which rent expenditure was only a fraction of its equilibrium value, 
tenants could not be expected, even if otherwise they had every incentive to do so, to give 
up their rent-restricted apartments and to move into new dwellings where they would 
have had to pay equilibrium rents. New houses built as self-reproducing investment assets 
would have remained vacant. So long as the rent ceilings remained in force, new dwelling 
units could be provided only to the extent governmental agencies were able and willing 
to build houses out of tax receipts, writing off the investment value immediately after 
the construction was completed. Several local governments have in fact made great efforts 
in this direction—-the housing program of the Municipality of Vienna was perhaps the 
one that received widest attention—but these efforts could nowhere be pushed to the 
point where the total demand for new housing would have been satisfied. In the United 
States, the chances are that the post-war era will be characterized by maintenance, in general, 
of the traditional system under which the full “real” cost value of the dwelling space 
including interest and some net profit is normally paid for by those using the dwellings, 
while public subsidies are being granted only to bring housing facilities of minimum 
standard of decency within the reach of the lowest income groups. 
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equal, do large families spend more on housing than do small ones, 
or do they spend less? Hence, is residential construction as an invest- 
ment outlet favorably or unfavorably affected by the trend toward 
smaller families which has been apparent for some time, and for whose 
early reversal as a general tendency we do not at present have any 
indication? 

No statistical analysis is needed to show that the influence of an 
increase in family size upon housing expenditure is mainly determined 
by two forces which tend to counteract each other. On one hand, an 
increase in the size of the family will generally, though perhaps not 
in each particular case, increase the desire for space. On the other 
hand, any increase in the number of non-earning family members which 
is not accompanied by a rise in family income means a financial strain 
which will in many cases make it impossible to expand the living space 
of the family to the extent that would be desirable. This is mainly 
because other expenditure items, especially food and clothing, have 
to be increased in the first place when the family grows. Which of the 
two forces is stronger, and whether their combined influence results 
in a positive or in a negative net effect of the family size on the size of 
the dwelling occupied, or on the dollar value of the dwelling the occupy- 
ing family is willing to pay for, are questions which can only be 
answered by statistical analysis. A priori, the net effect may be either 
way. 

In respect of the physical size of the dwelling, existing statistical 
evidence gives a fairly clear picture. In given income groups, the num- 
ber of rooms generally increases with the number of persons making 
up the household unit.’ This tendency is largely independent of regional 
location and of the income group analyzed. At the same time, again 
independent of regional or income size differences as between groups, 
the number of rooms does not rise in proportion to the number of 
occupants; in other words, the average number of rooms per person 
decreases with increasing family size. The strain under which the budget 
of large families has to be operated forces them to crowd into dwelling 
spaces which are relatively smaller, although, in the majority of cases, 
absolutely larger. 

In respect of housing as an investment outlet, the thing that matters 
is not, primarily, the physical volume, but the money value of the 
dwelling demanded. Since “shelter” is not a standardized commodity 
like cement, or a standardized service like street car transportation, 

° For a statistical verification it is sufficient to glance at the extensive Table 3 “Living 
Quarters Occupied” in Family Expenditures in Selected Cities, 1935-1936, Vol. I, Housing 
(Study of Consumer Purchases, Urban Technical Series, U.S. Dept. of Lab., Bull. No. 


648 [Washington 1941]), pp. 132-177. Cf. also Family Expenditure in Chicago, 1935-36, 
Bull. No. 642/II (Washington, 1939), p. 42. 
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the relationship between family size and housing value may well follow 
a pattern different from that characterizing the relationship between 
family size and dwelling space. Results of earlier statistical studies on 
this second question have remained largely inconclusive. Yet, before 
reexamining the matter, it is in order briefly to review the attempts 
that have so far been made. . | 


Earlier Statistical Studies 


(1) Tables contained in various volumes of the Study of Consumer 
Purchases present data on the housing expenditure in 1935-1936 of 
families of various size and age types.*° In each of these volumes the 
evidence as suggested by the tables is discussed in the text, and in 
each of them the general verdict is that the variations of housing 
expenditure by family type are partly too insignificant and partly too 
irregular to indicate a consistent pattern. This verdict is confirmed 
by the significance tests worked out in the appendices to each volume; 
nearly all of the tests failed to show that the variations possessed sta- 
tistical significance.** As to the conclusions to be drawn from this 
negative result, the study says: “It may be that expenditures for 
housing do not vary more markedly with family composition because 
differences in type of dwelling and residential section selected by 
families of varying size tend to offset variations in the amount of space 
required.””” 


(2) In a study published in 1940, Lorimer and Roback”? presented 
an analysis of expenditures for different consumption categories by 


U.S. Dept. of Labor, Bull. 642/11, for Chicago; 643/II for New York City; 644/II 
for 9 East Central Cities; 645/II for 7 New England Cities; 646/II for 6 Urban Com- 
munities, West Central Rocky Mountain; 647/1I for Selected South Eastern Cities. It 
should be noted that the breakdown by family types as given in the Consumer Purchases 
Study is only in part a breakdown by family size; the age of family members comes in, 
too, The number of persons is 2 in Type J, 3 in Type II, 4 in Type III, 3 or 4 in Type 
IV, 5 or 6.in Types V and VI, 7 or 8 in Type VII. 


u Milton Friedman, “The Use of Ranks to Avoid the Assumption of Normality Implicit 
in the Analysis of Variance,” Jour. Am. Stat. Assoc., Vol. 32 (Dec., 1937), pp. 683 F. 
tested the statistical significance of expenditure patterns by income size (range of $250) on 
one hand, and by family size (5 types) on the other, for 246 Minneapolis and St. Paul” 
families of wage earners and lower salaried clerical workers, 1935-1936. The analysis 
was based on raw material compiled by the staff conducting the Consumer Purchases 
Study. Housing expenditure was one of the expenditure categories investigated. In the 
testing, both the analysis of variance and Friedman’s method of rank sums were used. 
The coefficients obtained by either method in respect of the influence of family size on 
housing expenditure were not even “significant,” 1e. they were smaller than the values 
which would be exceeded by chance once in twenty times. 

2 Family Expenditures in Nine Cities of the East Central Region 1935-1936, Bull. 
644/11, p. 43. 

33 Frank Lorimer and Herbert Roback, “Economics of Family Relative to Number of 
Children,” The Milbank Memorial Fund Quarterly, Vol. XVIII (April, 1940), pp. 114-36. 
See also Lorimer et al., Foundations of American Population Policy (New York and 
London, 1940). 
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native non-relief white families of various size types in three areas 
(Chicago; three middle-sized cities;** a sample of farm families in 
Pennsylvania and Ohio). This analysis, too, is based on material col- 
lected for the Consumer Purchases Study. The size classification is 
by number of children under sixteen years. Again, the figures for 
housing expenditure fail to reveal any significant variation with family 
size; the significance test applied by the authors yielded coefficients 
far below the values required to establish significance even on the 
P = 0.05 level. In respect of the quantitative conclusions suggested 
by the findings, the authors have this to say: “Apparently the increased 
housing needs of families with children are just about balanced by 
increased financial strain, so that proportional expenditure for housing 
remains fairly constant.” In view of the small size of the samples, 
however, the lack of significance of the variations obtained can hardly 
mean more than that the conclusion “just about balanced” is not ruled 
out. To establish this conclusion, a broader sampling basis would 
obviously be required. 

(3) Nor did a more recent attempt by R. G. D. Allen to trace 
family-type patterns of consumer expenditure yield definite results 
for our question.** This is due, in part, to the inadequacy of the Con- 
‘sumer Purchases Study sampling basis, on which even this study relied, 
and in part to the fact that the family types analyzed are not pure 
size classes. Moreover, the income brackets for which the author tries 
to establish expenditure patterns are wider than seems desirable. 

(4) In May, 1942, the Bureau of Home Economics of the Depart- 
ment of Agriculture published an analysis, also based on schedules 
used in the Consumer Purchases Study, of Family Spending and Saving 
as Related to Age of Wife and Age and Number of Children.” Three 
regional units (North Central Small Cities, Middle Atlantic and North 
Central Villages, Middle Atlantic and North Central Farms) were 
covered. The value of the results is limited, first, by the fact that the 
influence of the size factor has been segregated only in part from that 
-of the age factor. Second, so far as the. isolated influence of the size 
factor is discernible, it is only in the $500-$999 income class that some- 
thing like a consistent pattern shows, and even here the comment of 
the authors is rather tentative.“ 


“ Muncie, Ind.; New Castle, Pa.; Springfield, Ill. 

* Lorimer and Roback, op. cit., p. 118. 

*R. G. D. Allen, “Expenditure Patterns of Families of Different Types,” in Studies 
in Mathematical Economics and Econometrics, (In Memoriam Henry Schultz), ed. Lange, 
McIntyre, and Yntema [Chicago, 19421), p. 190 f. 

“U, S. Dept. of Agric., misc. pub. no. 489. 

8 “Sixty-four per cent of those in the income class $500-5999 lived in 6-room or larger 
dwellings. But the average value of their housing for the year, $124, was below that of 
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(5) In the Consumer Expenditure volumes published by the National 
Resources Committee, an attempt was made to extend by a weighting 
procedure the sample data collected for the Consumer Purchasers 
Study, and thus to obtain estimates of expenditure patterns for all 
consumer units in the United States in 1935-1936.° The Family Ex- 
penditures volume contains tables which give, for each of four specific 
income classes, figures of average housing expenditures per family by 
family types of three sizes (2 persons; 3-6 persons; 7 or more per- 
sons).”° For each of the three broad categories Farm Families, Rural 
Nonfarm Families, Urban Families, and for the grand total, a separate 
table was constructed. In the various family categories and income 
groups with only few exceptions, average annual per family expendi- 
ture on housing as recorded in the tables declines with rising family 
size. The consistence of the pattern is all the more remarkable as the 
objection of smallness of the sampling basis cannot be raised here. 
Yet, for two reasons it may be better not to place too much reliance 
on these results. For one thing, the breakdown by family size groups 
is fairly rough. For another thing, the statistical methods by which the 
National Resources Committee arrived at its estimates of nation-wide 
income and expenditure patterns have been criticized.” 


The Housing Census of 1940 


Late in 1943 a statistical source became available which for the first 
time offers a chance to obtain a more or less definite answer to our 
problem. That is the volume Population and Housing, Families, In- 
come and Rent, which forms part of the Sixteenth Census of the United 
States, 1940. Table 3 of this volume presents, for four regions adding 
up to total continental United States, a detailed series of frequency 
distributions of families by income classes and by housing expenditures 





all but three of the 15 other family composition groups. Perhaps the large families found 
the space they needed in old houses, lacking some of the modern conveniences and comforts 
and, therefore, having a somewhat lower rental value than the smaller, more modern 
homes. Or they may have accepted less desirable locations with lower rents per room.” 
Ibid., p. 27. The source material presented in the extensive tables appended to the study 
could be retabulated so as to make possible the computation of totals and averages classified, 
for specific income brackets, by family size alone. Four size classes according to number 
of children under 16 could be obtained in this way. However, the value of the results 
would again be open to question because of the small size of the total sample (4921 
families in all). The work of retabulation and computation would therefore be justified 
only if no better sources were available. 

* Consumer Expenditures in the United States (Washington, 1939). Family Expenditures 
in the United States (Washington, 1941). 

* Family Expenditures in the U.S., Tables 304, 312, 320, 328. 

a Cf. Rufus S. Tucker, “Estimates of Savings of American Families,” Rev. Econ. Stat., 
Vol. XXIV, No. 1 (Feb., 1942), p. 9 f.; “Distribution of Income in 1935-36,” Jour. Am. 
Stat. Assoc., Vol. 37, No. 220 (Dec., 1942), pp. 489 f. 
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within each specific income class. The tabulation covers all families 
exclusively dependent on wage or salary income. The analysis units— 
the four regions—are subdivided into “urban” and “rural nonfarm”; 
for each of these subunits two tables, one covering owner families, the 
other covering tenant families, have been constructed. In each of these 
16 subgroups, the distribution of the number of families by income 
classes, and within each income class by actual or imputed monthly 
rent for housing, is given both for all families and for families com- 
prising specified numbers of persons. This last-named breakdown shows 
7 family size classes (number of persons in family: 1, 2, 3, 4, 5, 6, 7 
or more). 

Thanks to this triple cross tabulation of frequency distributions of 
families by family sizes, by income brackets, and by rent classes, it is 
possible to compute the median monthly rents”? for different family 
size types within each of 5 income classes in each of 16 analysis units. 
The behavior of the median housing expenditure, or housing value, 
with varying size of family may thus be examined all the way through 
from the smallest to the largest size type for each of 80 analysis groups. 
Each of these groups is independent of all others, and their sum repre- 
sents, regionally, the total and, structurally, a very large cross section 
of the nation. The following table shows the coverage of the material 
which will be analyzed: 


Families of Two or More Persons 


Owner Tenant All 
Families Families Families 
(1) All families, 1940 Census 13,871,980 17,670,140 31,542,120 
(2) Urban and rural nonfarm families | 10,334,700 14,513,840 24,848,540 
(3) Urban and rural nonfarm families 
exclusively dependent on wages 
and salaries 4,897 460 9,471,660 14,369,120 
(4) Of which analyzed here 3,888,640 7,721,940 11,610,580 
(5) (4) in Per cent of (1) 28.03 43.70 36.81 
(6) (4) in Per cent of (2) 37.63 53.20 46.73 


(7) (4) in Per cent of (3) 79.40 81.53 80.80 


With a coverage such as this, there is no danger that quantitative 
conclusions from the results will have to be confined to a non liquet. 
If no consistent and statistically significant pattern is obtained, the 
“just about balanced” conclusion will be valid; in the opposite case, 
quantitative inferences from the properties of the pattern will be 
possible. 

The results of the computations may be seen from Tables I and II 


= Computation of average rents is not possible, as the highest rent class invariably is an 
open-end class (e.g., “$40 or more”). 
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in the Appendix (on pages 111 and 112). Before discussing the results, a 
few remarks are in order about certain properties of the basic material. 

In Tables I and II only families in the sense of household units 
comprising at least two persons are included. One-person families”? 
have been disregarded. In the size classification of the Census only 
the head of the family and persons related to the head by blood, mar- 
riage or adoption, are counted, whereas lodgers, resident servants, 
guests, and foster children or wards are omitted. It is unlikely that 
inclusion of these latter groups would result in a substantially different 
frequency distribution. The Census classification of family sizes by 
“number of persons in the family” is by no means identical with a 
classification by number of children, still less with a classification by 
number of children under income earning age, which in some respects 
would be the best classification for our purpose. The degree of diver- 
gence Increases with the family size, as will be seen from the following 
table: 


Families, Comprising Specified Numbers of Persons, with Married Male Head 
and Wife Present (Total U. S.)* 





Number of Persons 


3 4 5 
(1) All Families 6,450,080 5,389, 100 3,301,860 
(2) Families where all members other than 
head and wife are children under 18 . 4,174,660 3,094,660 1,523,020 
(3) (2) in Per cent of (1) > 64.7 57.4 46,1 


a Computed from the 16th Census volume Population, Families, Types of Families, Regions 
and Cities of 1,000,000 or More (Washington, 1943), Table 3. 


Hence, patterns of housing values by family sizes as derived from 
Census statistics may only with some caution be used for conclusions 
as to the influence of the rate of population growth upon housing 
demand.” It is unlikely, however, that the possible distortion involved 
is important. 


“In the Census, a person living alone is counted as a one-person private family, 


*“For “Families, Male Head, Married, Wife Present” the 1940 Census indeed presents 
frequency distributions by different numbers of children under 21 analogous to those 
presented for “All Families” by different numbers of persons in family. Hence it would 
have been possible to compute the median rents for the first-named size classification just 
as well as for the latter. This idea was, however, rejected, for various reasons, The group 
for which the size classification by number of children is given represents a far smaller 
section of all United States families than does the group which was subdivided by number 
of persons. In the former group, the first class (“No Children Under 21”) comprises both 
one-person families and childless couples, without any possibility of segregation. The 
breakdown by children under 21 is far less complete (no children; 1 child, 2 children; 
3 or more children) than the breakdown by numbers of persons. The maximum age of 
children included being 21, even the breakdown by “children” would not eliminate with 
sufficient reliability semi-independent income-earning family members, 
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The rent classes from which the medians were computed are based 
on the reported contract rent of tenant-occupied dwelling units, and 
the estimated rental value of owner-occupied dwelling units.” A source 
of bias which cannot be removed lies in the fact that the contractual 
rent sometimes includes and sometimes excludes compensation for 
services other than the shelter itself (furnishings, fuel, light, refrig- 
- eration). However, as the shelter rent proper is always by far the 
largest item in the contractual rent sum, it is unlikely that a compu- 
tation based on this item alone would have yielded a substantially 
different distribution pattern. | 

As for the income classes, the open-end Census class “$5,000 or 
more,” and the lowest Census class “$1.00 to $499,” have been omitted. 
The $1.00 to $499 class presumably includes families whose rent 
payments are subsidized by local housing authorities; to the extent 
that this is true the rents recorded would not be indicative of effective 
demand for housing as displayed by self-supporting consumer units. 
When these two classes are omitted, there remain the five classes tabu- 
lated. Their ranges ($500 in the first three classes, $1,000 in the 
fourth, $2,000 in the fifth) are the narrowest ones available from the 
statistics. Within each given class, the possibility of an unequal distri- 
bution of income sizes by family sizes cannot be excluded. There is 
reason to assume some such inequality since, presumably, the larger 
family size groups are more heavily weighted with incomes near the 
upper end of the class range. It seems probable that the number of 
members other than the family head who contribute to the family 
income is larger in the large-family size groups than in the small-family 
groups. When interpreting the rent expenditure patterns obtained, the 
probability of family income within given class intervals being dis- 
tributed somewhat unequally among the family size groups must be 
borne in mind. We shall see, however, that in our particular case this 
probability actually increases the statistical reliability of the findings. 

With these considerations in mind, we may now turn to the results. 
They indicate, with a degree of uniformity which is unusual and indeed 
striking, that the value of the housing accommodation which a family 
is able and willing to pay for is the smaller the greater the number of 
family members. As will be seen from Tables I and II, this pattern 
is independent of regions, tenure, and income brackets. Ranking the 
rent medians in each of the 80 rows in our tables from left to right, 
i.e., in rising order of family size types, we find 48 rows, or 60 per cent 
of the total, where the ranks of the rents are declining all the way from 
the smallest to the largest family size (rank order of family sizes: 1, 

*For dwelling units for which no money rent was paid, the estimated monthly rental 


value based on the monthly rental paid for similar dwelling units in the neighborhood was 
reported. Population and Housing, p. 2. 
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2, 3, 4, 5, 6; rank order of median rents: 6,.5, 4,3, 2, 1). Even in the 
remaining rows, the number of “exceptions” is very moderate; in 
relation to the total number of pairs of observations, it is exceedingly 
small.** In fact, of 400 pairs of adjacent family sizes, 358, or 89.50 
per cent, are cases where the median rent is smaller for the larger 
family size and larger for the smaller size. 

Examining family sizes differing from each other by 2 persons, 313 
out of a total of 320 size pairs, or 97.81 per cent, are found to be cases 
where the correlation with the corresponding pairs of rent medians 
is inverse. For family size pairs differing by 3 persons, the number of 
cases showing inverse correlation with the corresponding pairs of rent 
medians is 239 out of 240, or 99.58 per cent. In the owner group the 
percentage of “exceptions” is even smaller than in the tenant group 
(10.5 per cent as against 12.5 per cent of the total, for 1-person differ- 
ences in family size). The rate of decrease in housing value with rising 
family size is also In most cases greater for owner families than for 
tenant families. 

It is obvious that the probability, mentioned above, of the large-size 
family groups being relatively overweighted with incomes near the 
upper ends of the income class ranges makes the negative associations 
which we obtained even more convincing. Had we obtained positive 
correlations between size groups and rent medians, it could have been 
argued that the result was partially due to a relative preponderance, 
in the large-size groups, of incomes near the upper class limits. Hence, 
such positive associations could have been interpreted only with caution 
as indications of an expenditure pattern determined by family size 
alone. At the same time, the factor just discussed reinforces the validity 
of this interpretation in respect of negative correlations such as have 
actually been obtained throughout. It is, in fact, quite remarkable that 
the pattern is not more blurred in the two highest income brackets with 
their wide ranges. If the intra-class distribution of family income by 
family size groups were really equal in these brackets, the computations 
probably would have yielded an even more marked negative association 
of rent medians with family sizes. The results as actually obtained 
presumably understate the true pattern. 


Conclusions 


As a result of the preceding analysis, it may now be regarded as 
definitely established that in its effect on the money value of the shelter 
demanded, the financial strain pressing upon the expenditure budget 

* Among the 40 rows in Table I (Tenants), the number of rows with “undisturbed” 


inverse rank order is 23, or 57.5 per cent; among the 40 rows in Table II (Owners) it is 
25, or 62.5 per cent. 
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of large families outweighs the increased need for space. While the 
dwelling space occupied by larger families is normally greater, the 
effective money demand for housing and, consequently, the amount of 
capital that can be remuneratively invested in residential building are 
larger—other things being equal—when the nation is predominantly 
composed of small families than when large families prevail. To the 
extent that it depends on residential construction as an investment 
outlet, the problem of maintaining a proper balance between saving 
and investment?” will, therefore, be eased by a continuation or a 
reinforcement of the present tendency toward’ smaller families, and 
aggravated by a weakening or a reversal of this tendency. 

Inasmuch as the family size is determined by the birth rate, our 
results are a contribution to the question of whether a declining rate 
of population growth is bound to result in reduced investment oppor- 
tunities during that transitional period in which the decline in the 
average size of families is not yet accompanied by a decline in the 
number of earning units for which investment and employment oppor- 
tunities have to be provided. The outcome of our analysis shows once 
more how important it is in discussions on this question to remember 
that want is not effective demand, and that the main determinants of 
the one are not necessarily the main determinants of the other. For 
the volume of consumer want in an economy, the physical number of 
demand units is always of primary importance. Housing want, as we 
have seen, is no exception. However, for the volume of effective con- 
sumer demand, which is the thing on which the volume of investment 
opportunities depends, other factors such as income or, for given in- 
comes, the proportion in which they are being budgeted on highly 
investment-requiring and less investment-requiring expenditure lines, 
may be more important. 

Since housing expenditure is only one of the channels through which 
changes in family size affect investment opportunities, it would be 
desirable, in order to obtain a more complete picture, to work out 
similar analyses of family size/family expenditure patterns in respect 
of other major expenditure groups (food, clothing, automobiles, etc.). 
It is, however, doubtful whether in the net effect on capital demand 
the negative association of family size with the highly investment- 
absorbing demand for housing can be outweighed by positive associa- 
tions which might be discovered for other expenditure lines. 

In discussions on the economic consequences of a declining birth 


“We are here using the “common” terminology, and not that of the Keynesian school 
which, while specifically interested in the real problems commonly referred to as implica- 
tions of a possible divergence between saving and investment, prefers to treat these 
problems in a terminology which makes saving and investment equal by definition. 


APPENDIX 


TABLE J-~—~MeEpIAN MONTELY Rents PAID py TENANT FAMILIES COMPRISING SPECIFIED 
NUMBERS OF PERSONS, FoR EIGHT ANALYSIS UNITS 


Number of Persons 
Analysis Income 
Units Class 7 or 


2 3 4 5 6 more 

I $22.83 | $21.96 | $21.65 | $21.10 | $21.53 /.$21.12 

II 14.26 13.28 13.40 13.36 12.55 12.47 
HNI 18.56 17.54 17.27 17.07 16.50 16.39 
IV $500 10.96 10.60 10.41 9.48 9.25 9.01 
V to 12.69 12.50 12.66 11.93 11.55 10.66 
VI $999 6.80 6.83 6.71 6.50 6.46 6.19 
VII 20.46 19.27 17.79 17.39 16.20 15.43 
VIII 13.38 12.53 12.13 12.69 9.26 9.59 
I 26.69 25.33 25.03 24.55 23.81 22.44 

II 17.63 17.17 16.27 15.90 15.00 14.89 
MI 24.23 22.47 21.95 20.05 20.11 19.20 
IV $1,000 15.95 15.01 14.85 15.00 14.18 13.54 
V to 18.97 18.08 17.08 16.29 15.77 14.91 
VI $1,499 11.12 11.09 10.19 9.65 8.92 1.34 
VII 25.00 23.60 22.63 21.29 18.89 18.43 
VII 16.51 16.34 15.64 15.08 15.23 11.85 
I 31.44 30.74 29.01 28.08 26.74 25.36 

I 22.67 23.75 22.33 20.25 18.18 17.09 
TII 28.96 28.13 26.77 25.58 25.65 23.32 
IV $1,500 18.87 18.43 18.09 17.98 17,10 16.38 

i V to 24.88 23.84 23,09 20.13 19.81 18.02 
VI $1,999 16.85 16.94 16.26 16.11 15.34 15.38 
VII 28.47 27.64 26.82 26.02 23.83 23.48 
VI 20.73 19.80 18.59 17.44 16.79 16.05 
I 38.28 37.36 35.77 34.04 31.22 28.50 

IT 28.64 28.25 27 21 24.60 21.19 19.96 
TIT 35.80 34.96 33.46 30.64 29.02 26.97 
IV $2,000 22.69 24.03 24.06 21.78 17.46 18.06 
V to 31.18 30.78 28.95 26.58 23.76 19.87 
VI $2,999 19.63 19.64 18.14 17.74 16.65 15.87 
VIL 33.68 33.21 32.46 30.14 25.75 26.56 
VITI 23.93 23.26 22.52 23.39 19.53 18.33 
I 48.44 48.49 46.20 42.27 39.48 34.57 

I 43.09 42.50 37.59 35.43 29.39 26.94 
TIT 44.86 44.63 42.87 38.74 36.55 32.56 
VI $3,000 29,39 36.67 28.93 26.89 27.14 25.92 
V to 44.09 41.80 39.76 35.15 29.38 28.70 
VI $4,999 29.50 30.24 28.18 28.42 26.28 29.63 
VII 39.93 40.90 41.62 37.00 36.18 33.26 
VII 29 42 29.26 28.84 27.78 24.29 25.91 





a The analysis units have the following meaning: I, North East Urban; II, North East 
Rural Nonfarm; III, North Central Urban; IV, North Central Rural Nonfarm; V, South 
Urban; VI, South Rural Nonfarm; VII, West Urban; VIII, West Rural Nonfarm. 


TABLE TI—Mepran ESTIMATED Montaty RENTAL VALUE oF DWELLINGS OCCUPIED BY 
OWNER FAMILIES COMPRISING SPECIFIC NUMBER OF PERSONS, ror EIGHT ANALYSIS UNITS 


: Number of Persons 
Analysis Income 
Unit® Class 2 3 4 5 6 7 or more 
I $28.50 | $27.91 | $28.26 | $27.31 | 327.04 | $22.02 
TI 18.28 16.00 15.46 15.28 11.91 13.39 
TTI 21.46 20.57 19.41 19.79 17.31 15.35 
Iv $500 13,00 11.19 9.73 9.89 8.87 8.26 
V to 15.38 14.41 13.99 12.25 10.90 8.95 
VI $999 9.20 8.77 8.17 7.66 7.06 6.71 
VII 21.59 19.17 17.46 17.91 16.56 14.77 
VIII 11.74 10.26 9.31 9.55 10.00 7.12 
I 32.95 30.90 29.05 28.59 26.76 26.08 
II 24.24 21.77 21.08 19.58 19.31 16.32 
Tit 27.12 25.94 24.62 23.85 22.34 20.49 
IV $1,000 17.32 17.49 16.72 14.93 14.61 13.85 
y to 23.28 21.22 19.45 18.17 16.67 14.67 
VI $1,499 15.71 15.74 13.75 13.47 11.61 9.95 
VII 26.02 24.36 23.85 21.55 21.79 16.66 
VILI 17.72 16.60 15.88 16.61 14.44 12.44 
I 36.99 35.84 33.98 33.18 30.79 27.20 
I 29 .83 27.93 27.24 26.43 23.97 19.57 
I 32.82 31.89 30.12 29.23 27.05 26.47 
IV $1,500 22.72 23.03 21.23 19.71 19.81 18.13 
V to 28.51 27.77 26.35 23.98 22.62 19.28 
VI $1,999 20.66 19,84 18.94 17.86 17.64 16.59 
VII 32.29 32.11 30.46 27.89 25.43 20.64 
VIH 24.21 23.01 22.15 21.81 18.35 17.62 
I 43.88 41.72 40.33 39.15 36.22 32.52 
Ir 39.65 37.04 34.01 30.20 28.76 26.58 
I 28.81 27.49 26.58 25.24 22.74 20.59 
IV $2,000 29.83 29.02 27.79 24.92 24.20 20.00 
y to 35.68 35.47 32.96 29.69 27.97 25.68 
VI $2,999 30.53 28.27 26.70 23.33 19.70 18.04 
VII 37.58 37.67 36.74 34.11 31.91 27.36 
VILI 28.04 28.12 21.82 26.17 22.58 21.52 
I 54.22 51.06 50.12 44,84 43.13 38.52 
II 51.56 51.83 46.23 37.78 36.15 30.02 
JH 48.91 46.30 43.18 39.81 37.03 35.86 
IV $3,000 39.12 37.89 36.94 30.63 31.67 28.83 
V to 49 .08 41.47 42.96 39.76 36.91 33.80 
VI $4,999 49.85 42.13 40.63 35.47 28.87 27.42 
VII 48,22 44.21 45.19 42.56 36.82 35.18 
VII 40.42 36.55 34.81 34.56 26.45 26.67 





a See note, Table I. 


THE SOVIET UNION’S WAR BUDGETS 


By THEODORE A. SUMBERG* 


About two weeks before V-E Day, on April 24, Finance Commissar 
Arsney G. Zverev submitted the budget estimates of the Russian 
government for 1945 to its Supreme Soviet. He also offered a survey 
of previous wartime budgets. He presented the 1944 budget figures a 
year before after an absence of budgetary information in the two 
previous years and, for that matter, after a complete blackout of official 
information on Soviet war finance since 1941. The fairly complete 
series on Russian budgets now available for the first time for the whole 
period of the war presents a unique opportunity to learn something of 
the economic basis of the Russian war effort. 


I 


There is a strong parallelism of experience in the war economies of 
the Soviet Union and its Western allies. But this does not show up in an 
equally strong parallelism of war budgets. The reason is that the Soviet 
budget is different in a number of ways from other national budgets. 

The Soviet budget is made up on a consolidated basis and includes 
the revenue and expenditure accounts of the federal government and, 
to some extent, of the governments of the Soviet republics and local 
units. The unconsolidated portion of the republican and local budgets, 
though not uniform year to year, is usually small. The general principle 
governing the relationship between the two budgetary systems is that 
local administrative expenses and the financing of the development of 
light industries, as officially defined, falls to the responsibility of the 
republican and local budgets, while the financing of defense, other 
indisputably national activities, the development of heavy industries, 
and the administrative expenses of the federal and republican govern- 
ments is borne by the state budget. Some activities, such as “‘social and 
cultural measures,” are jointly financed in proportions fixed by the 
central authorities. Since republican and local governments have certain 
tax collecting responsibilities, it is their practice to remit definite 
percentages of their tax receipts to the central budget and, at the same 
time, to receive in return state budgetary grants to be used for approved 


* The author is an economist of the Federal Reserve Bank of New York. The views 
he expresses are his personal opinions only. 

*Wartime information on this portion is so scanty that it may be neglected in the 
account that follows. 
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purposes within their territory. The result of the central budget’s 
consolidation is obviously to make it more inclusive of the nation’s 
total expenditures and revenues than is true of the budget of any other 
government, whether centralized or federal. 

The same result is achieved in more substantial fashion by virtue 
of the fact that the central government directly operates economic 
enterprises and that part of the profit receipts and the working capital 
and capital development expenditures of these enterprises are included 
within the national budget. This is so at least with respect to heavy 
industries, for part of the capital outlays and profits of light industries 
are similarly incorporated within republican budgets. The central 
budget may, therefore, be understood to include part of what is 
equivalent in the United States to corporate reserve funds, derived 
from profits and devoted to capital expansion. In the Soviet economy 
this ‘expansion is also financed in smaller degree out of “corporate 
reserves” retained by the enterprise and not consolidated with the 
state budget. The Soviet budget obtains its part of the profit receipts 
of state establishments through special taxation taking advantage of 
the government’s monopoly ownership, that is, by an unchallenged 
markup of the price of goods and services (the so-called turnover tax) 
and by a profits levy. The result of this inclusion within the Soviet 
budget of a portion of “corporate reserves” is another reason for its 
substantially greater participation in the collection and distribution 
of the nation’s output than elsewhere. It is estimated that in 1931 no 
less than 42.9 per cent of the national income passed through the central 
budget.” No other country has had a similar percentage except for the 
recent war years, when the percentage of Russian national income 
circulating through the state budget also rose. 

Statistics on Russian national income are much too scanty to make 
possible a detailed breakdown of its budgeted and non-budgeted por- 
tions. It is helpful, however, in understanding the place of the budget 
in the Russian national economy to list briefly the main respective 
portions. Obviously, the wages and pensions and the purchase of 
supplies incurred in administering the government are included in the 
budget; minor transfer expenses connected with the public debt service 
are also included; the net receipts and expenditures of the state’s 
railway and communication facilities; defense expenditures; communal 
consumption in the form of government expenditures for social and 
cultural measures, as they are called; and, finally, part of the funds for 
working capital and capital expansion of heavy industries and other 
state enterprises (state farms, for instance).. | 


7A. Baykov, “Remarks on the Experience in the Organisation of ‘War Economy’ in 
the U.S.S.R.” Econ. Jour., Vol. LI, No. 204 (Dec., 1941), p. 424.. 
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Outside the budget are mainly the consumption expenditures for 
goods and services of the population; the part of the working funds 
and capital expansion of heavy industries and state enterprises that is 
self-financed out of its own retained profit accumulations; the capital 
funds of light industries both self-financed and carried by republican 
budgets; and the operating and most of the capital expenditures of the 
minor non-socialized enterprises. The capital development of the col- 
lective farms, which are not state enterprises, is made mainly from their 
own financial resources but partly from the budget. No personal savings 
are included in the non-budgeted portion of this account because they 
are already represented in the budgeted funds for defense and capital 
development. 


II 
The record of budgetary expenditures from 1938 through 1945 
(estimated) is shown in totals and in percentages in Tables I and II. 


TABLE I—U.S.S.R, STATE BUDGET, EXPENDITURES, 1938, 1940-458 
(in billions of rubles) 


1938 | 1940 | 1941 | 1942 | 1943 | 1944 | 1945 


ete A PAA E R aS, S A O 


Defense? 27. 56.0 | 70.9 | 108.4 | 124.7 | 137.9 | 137.9 
National economy ve 57.1 | 73.2 | ma. 31.1 | 49.0 | 64.6. 
Social and cultural measures 3 43.0] 47.9| na. 37.7 | 51.1] 66.1 


1:9 

7.1 

5.3 
Administration 5.3 6.8 7.1 | 7na. n.a. 7.3 9.5. 
Other? 4.2} 11.4} 16.9] na. n.a. 17.7 27.2] 
Totald 124.0 | 174.3 | 216.0 | n.a. | 210.0 | 263.0 | 305.3 ° 


2 Based on budget reports of the Commissar of Finance, gathered from the following sources: 
Pravda, April 25, 1945, pp. 2-3; Foreign Commerce Weekly, May 19, 1945, p. 50; Economist 
(London), May 5, 1945, pp. 586-87; Economist (London), February 5, 1944, pp. 179-80; 
and A. Yugow, Russie’s Economic Front for War and Peace (New York and London, 1942), 
pp. 126, 137. The few slight discrepancies for the earlier years were resolved in favor of the 
later source. The 1944 figures are preliminary and the 1945 figures only estimates (in the past 
close to actual sums) approved by the Supreme Soviet. 

b Including the Interior Commissariat, its expense for 1938 amounting to 4.3 billion rubles. 

c Includes debt service, reserve funds, and other minor items. 

4 The 1945 figure was raised to 307.7 billion rubles by the Supreme Soviet, according to the 
International Labour Review, July 1945, p. 49. 


The rise of 112 per cent in total expenditure levels from 1938 to 1944 
is comparable to the rise in gross national product for the same years 
in the United States (some 145 per cent) and in the United Kingdom 
(77 per cent), taken together. But the Russian performance in match- 
ing the Anglo-American record is somewhat surprising on a number 
of grounds. For one thing, Russia’s war economy antedated the war, 
its defense expenditures rising steadily from 3.5 billion rubles in 1933 
to 56.0 billion in 1940, and one would therefore not expect a doubling 
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of a sizable part of its national output within six years. The loss of the 
highly-developed western areas would even lead one to expect a general 
budgetary decline, just as the reconquest of these areas and the start of 
their reconstruction is partly responsible for the record total expendi- 
ture levels for 1944 and 1945. 


Tasre U—U.S.S.R. STATE BUDGET, EXPENDITURES, 1938, 1940-45 
(percentage) 


1938 | 1940 ; 1941 | 1942 | 1943 | 1944 | 1945 


Defense 22.2; 32.1) 32.8) na. 59.4 | 52.4] 45.2 
National economy 41.7 | 32.8] 33.9 | ma. 14.8 | 18.6] 21.2 
Social and cultural measures 28.5 | 24.7 | 22.23 na. 18.0; 19.4! 21.7 
Administration 4.3 4.0 3.3] na. n.a 2.8 3.1 
Other 3.4 6.5 7.8 | na. n.a 6.7 8.9 
Total 100 100 100 n.a. | 100 100 100 


® Same as Table I. 


Apart from ‘an undoubtedly large increase in real output in 
unoccupied areas, including industrial areas mushrooming up in the 
Urals, the large percentage rise must be due in no small part to price 
advances. It is a fair guess that the Soviet government did not have 
more than twice the real resources available to it in 1944 as in 1938. 
However, the estimated increase from 1944 to 1945, if it is realized, 
cannot be laid to a depreciating ruble if scattered reports of price 
stability in the earlier year and of sharp declines after V-E Day are to 
be believed. | 

The extent of the wartime price advance, though undeniably greater 
than in the United States and Great Britain, cannot be estimated with 
any accuracy, for no price indices have been published in Russia since 
1931. It is known, however, that, owing to its forced industrialization 
and its active military preparation, the Soviet economy always has 
had an inflationary bias. That this bias should be strengthened under 
the severe strain of war, by enemy occupation and looting of its richest 
regions, and by a general transport upheaval is no surprise. The price 
inflation—apparently unaccompanied by panic psychology—has showed 
up not only in the legal open markets, where the authorities permit 
sky-rocketing prices, but also in official markets which have had to 
absorb new taxes on merchandise, some of them raising prices by more 
than 100 per cent. The budget figures must, therefore, be read with 
a certain but indefinite amount of price increase in mind. 

It is no surprise that defense constitutes the single most important 

>These markets include only a small portion of the total volume of retail trade. The 


average Russian is used to them, however, and the reported widespread trading of the Rus- 
sian soldier in the black markets of eastern Europe may seem only “natural” to him. 
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item in the budgeted expenditures. It made up almost 60 per cent of 
total expenditures in 1943. Actual budgeted military expenditures are 
considerably higher, however, as not a small portion of national 
economy expenditures is devoted to the construction of armament 
facilities and for other military purposes. No computation of Russian 
war costs can overlook this fact. Another fact which should also be 
kept in mind—were available data adequate enough to permit a com- 
parison of Russian with British and American war costs—is that the 
full extent of the Russian war effort represented a diversion of resources 
otherwise going to consumption and investment, while Great Britain 
and especially the United States were able to use for war purposes a 
portion of their resources that would otherwise probably be idle. 

As Table I shows, there was only a modest increase in defense ex- 
penditures in 1944, at the height of the war, over 1943. This would be 
difficult to explain except that it may represent for the Russian war 
economy the same experience of stability and “normalization” that is 
apparent in so many economic indices in the United States and Great 
Britain over the same period. It is not possible to explain the identity 
of the estimated defense expenditures of 1945 with those made in 1944, 
Mr. Zverev himself does not offer any explanation except that, two 
weeks before V-E Day, he called for a further intensification of the 
war effort. Since his budget was revealed while the Pacific War was on, 
he may have been directing a warning to Japan. The identity may also 
have been chosen to represent the highly provisional character of any 
such estimate. The Economist (London) suggests a deliberate over- 
estimate so as to build a reserve to be used for reconstruction.* 
Whatever the proper explanation, however, the sudden Pacific victory 
will undoubtedly make part of the funds earmarked for defense 
available for other purposes. 

The budgetary grants to the national economy offer a rough index 
of outlays for the capital expansion of Soviet industry and other 
branches of the national economy. In recent years more than half of 
these grants have been devoted to capital construction, the remaining 
portion being allocated to the expansion of working capital and for 
other purposes. A smaller amount of capital construction, as explained 
above, is also financed from unbudgeted sources. Mr. Zverev’s speech 
before the Supreme Soviet gave the total budgeted and unbudgeted 
figures for capital construction in 1944 and expected in 1945. For the 
earlier year capital expenditures were 29 billion rubles, of which 23 
billion came from the budget. For 1945 a capital expansion of 40.1 
billion rubles is projected, 31.2 billion to be covered by state budget 
allocation. According to Mr. Zverev, almost half of the 40.1 billion 


‘The Economist (London) May 5, 1945, p. 587. 
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total will be used for reconstruction, an impressive sum indicating that 
Russia will soon be back on its path of sensational capital growth. 

As to the budgeted figures themselves, the low volume of national 
economy expenditures of 31.1 billion rubles in 1943, as compared to 
previous years, is an especially notable fact. The wartime halt in 
aggregate capital expansion and, for that matter, the depreciation that 
has undoubtedly taken place in the plant and equipment of at least the 
civilian goods industries must be partly responsible. There may also 
have begun in that year a slowing down in the rate of expansion of 
the productive facilities of war industries, parallel to what showed up 
so conspicuously in the United States and United Kingdom war econ- 
omies; however, owing to the short time available to meet the German 
onslaught of July, 1941, expansion in military-use productive facilities 
took place to a smaller degree in the Soviet Union than might be 
` expected as the Russians have been reported to have made a phenom- 
enally large use of salvage equipment and machines. The inability 
to undertake any reconstruction work in 1943, such as began in earnest 
in 1944, also accounts for the low national economy expenditure totals 
in that year. 

It is certain that Russian industrial capital has suffered a deep 
wound from battle damage and disrepair. Though less spectacular than 
damage, the extent of depreciation has probably been very great, and 
great sections of plant and equipment will have to be placed—this time 
irretrievably—on the junk heap. At the same time, Russia will emerge 
from the war with some new and up-to-date machinery as well as a 
greater amount of accumulated technical skill. An improvement in pro- 
ductivity from more efficient equipment and from its more economical 
use, through assembly line techniques and so on, has undoubtedly been 
forced by the very keen shortage of fuel, raw materials, and labor and 
despite the necessity of using “diluted” labor supply (women, old folks, 
young people). It is obvious as an early post-war factor, however, that 
alongside the increase in the skills of labor never before employed 
industrially there has occurred a definite depletion of “human capital” 
in the form of widespread war weariness as well as of physical capital. 
An increase in Russian industrial labor supply—and in the quality of 
its skills—will, therefore, be an essential condition for future capital 
formation, as it was throughout the twenties and thirties. 

Details given in Mr. Zverev’s speech with respect to the social and 
cultural expenditures contemplated for 1945 indicate early attempts 
to replenish this “human capital.” The record figure of 66.1 billion 
rubles is impressive enough, but Mr. Zverev elaborates by pointing out 
that the government is planning for a higher educational, school enroll- 
ment of 28 per cent more than in 1944, raising the total almost to the 


1946] SUMBERG: THE SOVIET UNION’S WAR BUDGETS 119 


pre-war level; a technical school enrollment of 30.3 per cent more than 
in 1944; an 11.1 per cent increase in primary and secondary school 
attendance; and an expenditure of training for labor reserves of 25 
per cent more than the year before. Other than education, the other 
parts of this expenditure, in the order of importance, are state social 
insurance, health and physical culture, pensions, and aid to mothers, all 
increased over 1944. 

The increase in the administrative expenses of the government in 
1945 is due mainly to the liberation of western areas, Mr. Zverev 
reports. He notes that the government establishment gave up some of 
its labor force to war industries during the war, but calls for additional 
economies. The increase in “other” expenditures, so far as the cost of 
debt service is concerned, will be discussed below. 


II 


The Soviet budget is always formally balanced. One aspect of this is 
that, since the budget includes a substantial part of both national 
expenditure and income, the expenditure level is largely determined 
by the size of the defense and national economy totals, and once this 
level is given, Soviet authorities have merely to adjust tax rates to 
obtain the required revenue. The tradition of a strong government at 
the center permits the Russian authorities to resort to heavy taxation 
rather than to public borrowing. There is, however, a certain degree of 
borrowing from the public, and the inclusion of loan receipts with tax 
revenues in the budget indicates the purely formal character of budget 
balancing. 

The main source of state revenue in the Soviet economy is the turn- 
over tax. No less than 63.1 per cent of the budgetary receipts of 1938 
came from this source alone. Containing more than 2,500 rates, the 
turnover tax is imposed on almost all consumption articles as a markup 
on the cost of production and on the fixed rate of profits. Articles of 
first necessity are by no means excluded from this tax, as is sometimes 
claimed, but are included along with almost the entire range of con- 
sumer products, often at higher rates than less essential: goods.” The 
tax often amounts to more than cost of production. The tax on wheat 
and rye, for instance, stood at about 75 per cent of the price in 1941, 
and sugar at no less than 85 per cent. The tax is the main financial in- 
strument by which the Russian state curtails consumption in order to — 
promote capital construction and national defense. Offering no pos- 
sibility of evasion by the taxpayer-consumer, it is also an efficient 


*The rates on food products accounted for 73 per cent of total turnover tax receipts in, 
1940, according to A. Yugow. See his Russia’s\Economic Front for War and Peace (New 
York and London, 1942) p. 132. 
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weapon for the forced mobilization of the community’s savings in the 
interest of rapid industrialization and urbanization. 

Tables IYI and IV show how the sharply curtailed wartime consump- 
tion affected the volume of turnover tax receipts. The fact that receipts 
were as high as 105.9 billion rubles in 1942 is somewhat surprising 
unless it is known that the tax was drastically increased in that year, 
for some commodities by more than 100 per cent. The sharp decline 
in such receipts in 1943 and 1944 is especially noteworthy and permits 
an approximation to the extent of the drop in civilian consumption 


Taste ITI—U.S.8.R. State Bupcrr, REVENUES, 1938, 1940-45" 
(in billions of rubles) 


iti | ire pe Famer mae eee ed Gaa fede 


Turnover tax? 80.4 | 105.8 | 124.5 | 105.9 17.1 80.2 | 137.8 


Proft Tax 10.6 21.3 31.3 na. na. n.a. n.a. 
Personal taxes? 5.0 9.4 12.5 n.a 28.6 37.2 45.3 
Other revenuest 26.4 32.3 35.3 n.a. n.a. n.a. n.a. 
Public loans 5.1 11.4 13.2 n.a 20.8 34.2 25.0 

Total® 127.5 | 180.2 | 216.8 n.a 210.0 | 268.0 | 305.3 


8 Same as Table I. 

b Including estimated deductions from profits in 1945, but not in 1943 when they amounted 
to 19.9 billion rubles and in 1944 to 35.9 billion. 

© Mainly direct but also indirect taxes on the population. 

d Mainly includes insurance taxes and premia and the income of machine tractor stations. 

e Same asfootnote d of Table I. 


during the war. It is possible to accept such receipts as a rough index 
of consumption, especially in cities; and if the receipts for 1943 are 
reduced, say, 40 per cent to account for the tax rate increases of the 
year before, it is seen that consumption in 1943, when Russia had two- 
thirds of its normal population, was 42.7 billion rubles on a 1938 tax 
base, or about 47 per cent of the consumption volume of the pre-war 
year. This compares with a decline in the volume of consumption in 
Great Britain of some 20 per cent and an American rise of about 10 
to 15 per cent. 

The relatively high estimate of turnover tax receipts for 1945, apart 
from the incorporation of withheld profits, reflects the increase in con- 
sumer goods output expected during the year, according to Mr. Zverev. 
There is no information as to whether the wartime tax rates have been 
eliminated, though the high estimate would indicate their retention 
during 1945. An Associated Press dispatch from Moscow early in May, 
1945, also reports that many Russian industries were swinging back- 

* Assuming the increase in turnover taxes as amounting to more than 40 per cent of 


total receipts, the Economist (London) February 5, 1944, p. 179, comes to the conclusion 
of a two-thirds drop in 1943 from 1940, 
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into partial reconversion early last year. Needless to say, the level of 
consumption in 1945, even on favorable assumptions, will still be 
extremely low compared to pre-war levels. 

Table IV reveals a decline of more than 50 per cent from 1938 to 
1944 in the share of state revenue accounted for by the turnover tax. 
Part of the decline has been offset by increased revenues from the. 
profits tax, though it is not known exactly to what extent for more 
recent years. It should be understood, however, that the profits tax is 
more different in name than in economic effect from the turnover levy, 
and, in fact, from 1943 on a special war profits tax was included in the 
turnover tax receipts. The profits tax takes a fixed share of the profits 


TaBe IV—U.S.S.R. STATE BUDGET REVENUES, 1938, 1940—45» 
(percentage) 


a a aaa aaa 


Turnover tax 63.1 58.7 57.4 na 33.9 29.9 45.1 
Proft tax 8.3 11.8 14.4 n.a n.a n.a n.a 
Personal taxes 3.9 5.2 5.8 n.a 13.6 13.9 14.8 
Other revenues 20.7 17.9 16.3 n.a n.a. n.a. n.a. 
Public loans 4.0 6.3 6.1 n.a. 9.9 12.8 8.2 
Total 100 100 100 n.a. 100 100 100 


a Same as Table I. 


of the state enterprise. As prices and output volumes are fixed by the 
state, the profit tax also operates as a markup on the price of goods 
paid by the ultimate consumer. The profit levy therefore simply adds 
to the flow of funds from the public into the national treasury, there to 
be used for state purposes. The wartime flow.of profit funds to the ° 
treasury also includes profits gained by cost economies achieved by 
state enterprises and funds made free by the failure to make good the 
normal depreciation of Soviet industries. 

Personal taxes mainly include two direct levies, the income tax and 
the agricultural tax, as well as various miscellaneous imposts. The 
Soviet income tax not only varies in a progressive way over the income 
scale but also according to the category in which the taxpayer is placed, 
workers, artists, and so on. There is also a bias in favor of income 
derived from socialized, as against individual, enterprises.’ The agri- 
cultural tax is paid as a percentage of gross profits by the collective 


™For details of this and other taxes, see A. Yugow, op. cit., pp. 123-48; Paul Haensel, 
The Public Finance of the Union of Soviet Socialist Republics (1938); Paul Haensel, 
“Recent Changes in the Soviet Tax System,” Taxes, Vol. 19, No. 11, (Nov., 1941) pp. 
677-82; and The Tax Research Foundation, Tax Systems of the World, 7th ed., (Chicago, 
1938) p. 341-42. 
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farm, its members, and individual peasants. Both of these taxes were 
sharply increased in July, 1941, by as much as 100 per cent for 
most income classes. The sharply progressive inheritance tax and 
special excise levies (in addition to the turnover tax) have also con- 
tributed to raising wartime personal tax receipts to record levels and 
to record proportions of total budgeted revenue. Two new war taxes, 
one on bachelors and childless couples (graded according to salary), 
and one on men exempt from military service, have also added substan- 
tial sums to these totals.’ 

The increased importance of progressive direct taxation in Soviet 
finance is not without political and economic significance. As long as 
the Soviet Union was an income-equalitarian society, or was reasonably 
close to it, the turnover and profits taxes (assuming more or less 
uniform consumption habits among the population) were a fair way of 
distributing the burden of industrialization and national defense upon 
the community. But with the growth of income inequality, an exclusive 
or even a heavy use of these levies has a distinctly regressive effect in 
requiring “the poor man” to give up a larger portion of his income for 
state purposes than “the rich man.” 

The greater use of progressive taxes can be a way of preventing this 
result, but so far, except perhaps during the war, little has been done 
along these lines. The wartime developments have probably not 
been sufficient to counteract simultaneously operating inequalitarian 
tendencies of great force. The,almost universal piecework basis of the 
wage system and of the income of collective farmers (based as it is on 
“working days”) must continually make for the growth of income 
inequality, especially during the war as large numbers of unskilled 
workers, including women, take their place in factories alongside 
experienced labor. The vast growth of the Army, including about one- 
tenth of the population, but also affecting the income status of their 
families, must also increase inequalitarian tendencies.® Earnings of 
selected technicians have been reported as much as twenty times as 
high as the basic earnings of many workers, and special grants, prizes, 
and the widespread use of bonuses have generally made things more 
unequal. The progressive workings of the incidence of Soviet taxation 
will have to be much more developed than it is to offset this wartime 
increase of income inequality, especially in a society presumably di- 
rected as an ultimate goal to “socialist equality.” 

“Other revenues” shown in Table ITI largely include premia received 


8 See New York Times, November 27, 1941, p. 9. It should not be thought that I have 
given a complete account of the new taxes introduced during the war, 

°W. H. Hutt, “Two Studies in the Statistics of Russia,” South Afr. Jour. Econ., Vol. - 
13, No. 1 (Mar., 1945), p. 41; and Economist (London) July 3, 1943, p. 17. 
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will not decline. Disparities of this sort are avoidable when savings are 
balanced against monetary and nonmonetary vehicles of saving. 
RoLANpD I. Roprinson* 


* The author is an economist employed by The Board of Governors of the Federal 
Reserve System. 


The Doctrine of Economic Maturity 


Dr. George Terborgh has written an important book.* It has been declared 
a “must” for business men’s reading by the National Association of Manu- 
facturers; it has been summarized in Fortune magazine; it has been enthusi- 
astically reviewed in the New York Times and elsewhere. It is hailed in some 
quarters as an effective debunking of all that is lumped together as “New 
Deal economics,” Certainly, its general conclusion, that policy should be 
directed toward increasing investment and savings, rather than to raising 
the standard of living in more forthright fashion by increasing the share 
of income spent on consumers’ goods, private and public, is the antithesis of 
“New Deal economics,” and indeed of almost all economics that has been 
written in the last ten years. The implications of this reversion to pre-World- 
War-I economics are of serious import; for a policy of maintaining full 
employment by “such a stimulus to private investment that ... will imme- 
diately put all savings to work in providing capital” would redistribute income 
from the poor to the rich—just the reverse of the policies of the “stagnation- 
ist,” as Terborgh calls the economists he lumps together for attack. Conse- 
quently, although the book is aimed at the general public and employs a style 
of presentation that is scarcely academic, it requires the careful consideration 
of academic economists, and of all others interested in economic policy. 


I. A Bogus Bogey 


It seems necessary to begin by summarizing briefly Professor Hansen’s 
thesis; for the object of some of Terborgh’s attacks is a mere straw man 
—a “bogus” bogey. According to Professor Hansen, in addition to the 
Juglar and Kondratieff cycles that bring periodic depression,” there are in 
highly developed economies additional factors tending to create an excess 
of savings over investment at high levels of employment, and consequently 
to keep the average level around which fluctuations take place well below 
—and perhaps farther and farther below-—~full employment. On the invest- 
ment side, these factors are the declining rate of population growth, the 
disappearance of the frontier, and the tendency for inventions to become 
capital-saving rather than capital-absorbing; and on the saving side, the 
achievement of unprecedentedly high levels of income when full employment 
is reached, and the growing importance of corporate and institutionalized 
saving, 

From this statement of the thesis, it follows at once that all arguments 


t George Terborgh, The Bogey of Economic Maturity (Chicago: Machinery and Allied 
Products Institute. Distributed by Anderson House, Washington, D.C. 1945. Pp. xviii, 
263, $3.00). 


7A. H. Hansen, Fiscal Policy and Business Cycles (New York, Norton, 1942) chap. 1. 
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designed to show that the trends contributing to secular stagnation do not 
explain the 1929-33 downswing are completely irrelevant. Hansen never 
pretended that they did. Recognition of this simple fact immediately disposes 
of Terborgh’s Chapter XI. It also disposes of much of the argument of 
other chapters; for much of the argument amounts merely to saying that 
the trends enumerated had been with us for a long time before 1929, and 
hence do not explain the appearance of the “Great Depression” in the 
1930’s rather than earlier. The doctrine of economic maturity was never 
presented as an explanation of the collapse of investment after 1929; on the 
contrary, its implication:is that deep and prolonged depression has been 
Imminent for decades. Various things, such as gold discoveries, wars, and 
the appearance of “great new industries,” came along to prevent its presence 
from becoming obvious before the 1920’s in Britain or the 1930’s in the 
United States. Even so, during the entire century before 1929 there were 
long periods when full employment was not reached even at the top of 
cyclical upswings; indeed, only the conjuncture of Kondratieff and Juglar 
upswings contrived to produce full employment in peacetime. 

The application of the “stagnation thesis” to the great depression of the 
1930’s does not even rest upon a long-run tendency for investment to fall. 
The argument is rather that only very strong cyclical factors to raise the 
level of investment can, in the face of the high and rising level of savings 
that accompanies high and rising national income, combined with a declining 
rate of population growth and disappearing frontiers, bring about full 
employment. In the 1930’s, no such strong cyclical factors appeared, and 
the forces of stagnation, which had been present for decades, at last showed 
themselves in an obvious manner. 

Efforts to disprove the “stagnation thesis” by showing that the American 
economy still has room for expansion are equally futile. Hansen has never 
denied this fact. The argument is not that gross national product at full 
employment can Increase no further; it is only that full employment is 
increasingly difficult to attain and maintain as a country becomes more 
industrialized, more fully populated, more fully developed, and richer. 
There is, perhaps, also an implication that the gross national product at 
full employment is unlikely to maintain its maximum historical rate of 
secular increase, once an economy starts to become more reliant on technologi- 
cal progress alone for further improvement in its standard of living;* but 
even this argument—plausible though it is—is not really essential to the 
stagnation thesis.* 


* Cf. Hansen’s article, “Economic Progress and Declining Population Growth,” Am. Econ. 
Rev., Vol. XXIX, No. 1 (March, 1939). 


* All these ideas are quite clearly stated in Hansen’s writings, especially in the first two 
chapters of Fiscal Policy and Business Cycles and his essay on “Economic Implications 
of a Declining Rate of Population Growth.” Since Terborgh does me the honor of including 
me among the economists he lumps together for attack, I may be forgiven two quotations 
from my own publications: “Had not war broken out in August of 1914, it is quite possible 
that the United States would have suffered a prolonged depression during the decade that 
followed, instead of in the ’thirties’ (The War and Postwar Cycle in Canada, 1914-1923. 
Advisory Committee on Reconstruction, Ottawa, 1943, p. 5). “The secular trends were al- 
ready present in the ‘twenties, but they were offset and hidden by increased consumption 
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Still less valid is the suggestion that the stagnation thesis means that there 
is no room for a further rise in the standard of living. Indeed, one of the 
most curious of Terborgh’s accusations is that Hansen and his “followers” 
claim that “there is too much housing in relation to the number of families” 
(p. 180). All the writers classified by Terborgh as “stagnationists” have 
stressed the need for special measures to raise the standard of living in 
general and the standard of housing in particular.” Nathan says in so many 

words, “It was not that we didn’t need more houses and more of the goods 
-and services we could produce during the 20’s, but those consumers who 
needed these products didn’t have sufficient buying power to consume them 
all.’’6 


The “Stagnationist” Conspiracy 


Not only does Terborgh misrepresent the arguments of the economists 
he attacks but he lumps them together as a “school” of “stagnationists” and 
“professional pessimists” in a quite unwarranted manner. Indeed, in his 
discussion of the T.N.E.C. hearings, he virtually accuses them of conspiring 
to defraud the public. Altman, Chase, Hansen, Henderson, McLaughlin, 
Nathan, Sweezy—-what binds these men together and sets them apart from 
other economists? So far as the present writer can see, their sole common 
denominator is an interest in employment policy and a belief that in 
industrially advanced countries government action is likely to be necessary 
to maintain full employment.’ But the group of economists with these charac- 
teristics also includes Haberler, Harris, Harrod, Kaldor, Kalecki, Keynes, 
Lange, Lerner, Marschak, Samuelson, Smithies, and hosts of others. For the 
sake of discussion, however, I shall confine my exposition of the stagnation 
thesis to publications of the economists labelled “stagnationist” by Terborgh. 


“Stagnationist” Policy Proposals 


Terborgh also misunderstands or misrepresents the position of the “stag- 
nationists” with regard to policy. According to Terborgh, they regard deficit- 
financed public spending as a panacea. Nothing could be further from the 
truth. Hansen has recommended tax revision, low interest through new 
credit institutions, private work reserves, assistance for industrial research, 
and foreign loans to stimulate foreign trade. Nathan says that “To ascribe 


demand, partly for new commodities like automobiles, partly for replacement like housing 
and utilities. In the ’thirties, no such demand appeared, but it may develop at any time” (My 
essay with Dr. R. A. Musgrave, “Deficit-Finance, the Case Examined,” Public Policy II 
[Cambridge, 1941], p. 152). 


"See, for example, Hansen and Greer, Urban Redevelopment and Housing, Planning 
Pamphlet No. 10 (Washington, Nat. Planning Assoc.}. 


€ Robert Nathan, Mobilizing for Abundance (New York, 1944), p. 70. 


* Since I°am—according to Terborgh—the most pessimistic of these “professional pes- 
simists,”’ I might add that I have never met three of my fellow “conspirators,” have 
exchanged only a few words with four of the others, and know only one of them at 
all well, 


*See, for example, his pamphlet “After the War—Full Employment,” (Nat. Resources 
Planning Board, 1943); his chapter in Postwar Economic Problems (ed. Harris, New 
York, 1943), and his book, America’s Réle in the World Economy, (New York, 1944). 
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economic depressions to a single, simple cause and to suggest an equally 
simple and single method of eliminating them would be foolhardy.”® He 
contends that “every consideration should be given to stimulating ex- 
penditures for capital goods after the war. Policies should point toward 
minimum restrictions, maximum incentives, and increased competition, so 
that private investment in plant and equipment will be encouraged. There 
can be vast outlets abroad for America’s productive capacity.’*° Far from 
presenting public spending as a panacea, he considers it “a last resort.” In 
my own essay with Dr. Musgrave, the conclusion emphasizes the importance 
of giving proper weight to policies other than deficit-financed public spending. 
Redistribution of income to raise the level of consumption, stimulation of 
investment by low interest rates, government sharing of the risk of new 
enterprise, and “ a revision of tax policy in the direction of rewarding rather 
than penalising risky investments” are among the complementary devices 
suggested. 

Terborgh is particularly bitter about a supposed lack of attention on the 
part of the “stagnationists” to deterrents to private investment in new or 
risky enterprises, and especially an alleged failure to appreciate the need 
for tax reform to increase the flow of “venture capital.” He argues that 
‘it seems not to have occurred to the stagnationists that over-saving of loan 
capital may be the result of the under-saving of venture capital and that its 
cure may lie in Increasing rather than decreasing the supply of funds looking 
for risk and profit” (p. 218). A few citations will show that the stagnationists 
have in fact been well aware of this problem. First, Professor Hansen: ‘While 
a recovery may be induced in particular by net income-created governmental 
expenditures, public policy must, In a system of private enterprise, be di- 
rected mainly to providing the necessary. conditions by which private enter- 
prise can go forward. ... In this connection it is important to consider the 
tax structure with a view to the elimination or modification of taxes tending 
to prevent the normal flow of private investment.’4+ Next, Dr. Nathan: 
“Income taxes should never be increased to a point where so small a portion 
of income is left to the individual that further investment of funds with any 
risk whatsoever is foolhardy. Special tax incentives might be granted to 
industries whose rapid development is in the interest of the national security 
or well-being.’’** Finally, two statements of my own: “(With a reduction in 
income taxes) there will be a shift from liquid and safe investments to 
illiquid and risky: ones and the supply of venture capital is increased... . 
We conclude, therefore, that income taxes, and especially corporate income 
taxes, should be reduced in the immediate post-war period.”!3 And, “It is 
almost impossible to devise a tax system that would raise large sums without 


” Nathan, op. cit., p. 56. 
* Ibid., p. 89. 


4 Hansen, Fiscal Policy and Business Cycles, p, 383. See also Hansen and Perloff, State 
and Local Finance in the National Economy (New York, 1944), pp. 243, 247. 


“Nathan, op. cit., pp. 143-44. See also pp. 135-36. 
E “Post-War Tax Policy,” Part II, Canadian Jour. Econ. and Pol. Sci., (November 1944). 
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discouraging private consumption or private investment, and thus nullifying 
the stimulating effects of the expenditure.” +*+ 

Actually, the effect of the introduction into economic literature of the 
concept of secular unemployment has been to make public spending, and 
especially public inyestment, seem a good deal less of a panacea than it 
did before. So long as unemployment was regarded as a purely cyclical 
problem, countercyclical timing of public investment seemed a reasonably 
adequate means of meeting it. Given chronic unemployment as well, such 
a policy is clearly inadequate in itself. In so far as the doctrine of economic 
maturity has any policy implication arising directly from it and peculiar 
to it, it is that policy should be directed toward encouraging consumption 
at the expense of saving. It is only natural that the capital goods industry, 
the financial institutions, and other economic groups dependent for pros- 
perity on a high level of investment and saving, should fnd this con- 
clusion an uncomfortable one.*® 


TI. Cracks in the Pillars? 


Terborgh subjects each of the main “pillars” in the structure of the Hansen 
thesis to analytical and empirical tests, and finds them badly cracked. Indeed, 
his general conclusion is that “seldom has so pretentious a body of doctrine 
been so scantily fortified by factual evidence” (p. 214). Are the pillars really 
cracked, or has Terborgh been misled by the grain in the marble? 


Population Growth 


Terborgh discovered no evidence that countries with high rates of popu- 
lation growth have had a more rapid rise in per capita production than coun- 
tries with slow population growth. The lack of such correlation in historical 


“ “Public Work and our Post-War Economy” in Post-War Goals and Economic Recon- 
struction (ed, Zurcher, New York University, 1944), p. 85. Similar remarks may be found 
in my address on post-war taxation to the Canadian Manufacturers’ Association (In- 
dustrial Canada, July, 1944) and in my essay with Dr. Musgrave (op. cit.). 


*Tn this connection, a few words about the passage from my own work that Terborgh 
singles out for special censure may not be out of place. Terborgh states that I have “topped 
the bidding” in fantastic estimates of needed “public work.” In the first place, as was 
made clear in the article he cites, I was using the term “public work” to include all 
government expenditures on goods and services. In the second place, the estimates apply 
only on the assumption that special measures to raise the level of consumption or in- 
vestment are not undertaken; and I have frequently stressed the advisability of such 
supplementary measures, Third, the estimates were based on the arbitrary assumption 
that the price level would rise fast enough in the first years after the war to offset net 
reductions in productivity due to withdrawals from the labor supply and shortening of 
hours. Fourth, while my estimates were extremely crude, for illustrative purposes only, 
and made at a time when few other estimates had been published, the range of 25 to 50 
billion dolllars as the volume of expenditures that will be needed to maintain full em- 
ployment would seem to be of the right order of magnitude in the light of more careful 
estimates subsequently published, particularly those of Smithies and Mosak in Eco- 
nometrica for January, 1945, and of Kalecki in the International Labour Review of 
November, 1945. Fifth, such estimates of the post-war “deflationary gap” do not in them- 
selves imply acceptance of all or any of the arguments of the stagnation thesis as outlined 
by Dr. Terborgh. Cf. D. McC. Wright, “The Great Guessing Game: Terborgh vs. Hansen,” 
Rev. Econ. Stat., Vol. XXVII, No. 1 (Feb., 1946). 
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cases proves nothing with regard to the lack or presence of causal relationships, 
as any statistician knows. However, Terborgh does not actually deny that 
the rate of population growth is declining, nor that this factor would in 
itself tend to reduce investment. He only argues that population growth was 
declining in the United States for 70 years before 1929, and that per capita 
production increased nevertheless. This fact clearly does nothing to destroy 
the stagnation thesis. It only shows that in the 70 years prior to 1929, other 
factors were present to offset to a considerable extent the adverse effects of a 
declining rate of population growth. As Terborgh himself admits (p. 44), even 
if other factors could be excluded, a real test of the thesis would require a 
correlation of investment with population growth over some 200 years. But, 
Terborgh adds, why should we worry what happens to investment, so long 
as production increases? Had he asked, “Why worry about investment so 
long as we have full employment?” the question would have been relevant 
but its implication would have been very different; for during the whole 
period during which population growth declined, full employment was rarely 
achieved in the United States except during the Civil War and World War 
I periods. 

Actually, the Kuznets (National Bureau of Economic Research) data cited 
by Terborgh show a very high correlation between American population 
growth and investment (net capital formation at 1929 prices) from 1869 
to 1928, after which there was a sharp break. Gross national product and 
gross national product per capita were also very closely correlated with popu- 
lation. With respect to the timing of population trends it is worth pointing out 
that the percentage increase fell very little up to the first World War, and that 
the amount of population growth did not reach its peak until 1925.76 


d 


The Frontier 


Terborgh also admits that the American frontier has disappeared, and 
that this fact in itself would tend to reduce investment. Again, he points out 
that the frontier disappeared decades before 1929, and that expansion con- 
tinued nevertheless. Even though this were true (the last frontier phase 
began in 1890), it would not disprove the thesis. Terborgh also introduces 
some evidence to show that in any case the existence of a frontier is of 
minor importance in determining the level of investment. He points out that, 
the ratio of capital formation to gross national product was higher in 
1900-1930, when the frontier was gone, than in 1870-1900, when the frontier 
was flourishing. However, these figures could be interpreted as showing the 
higher “leverage” effects of investment in the earlier period. Similarly, his 
figures showing that both in 1850 and in 1890 the states east of the Appalachi- 
ans had a higher per capita wealth than those west of the Appalachians demon- 
strates mainly the high geographical multiplier effects of opening a frontier 
—opening the West led to investment in the production of steel rails, agricul- 


1 C. Alvin H. Hansen, “Some Notes on Terborgh’s The Bogey of Economic Maturity,” 
Rev. Econ. Stat., Vol. XXVIII, No. 1 (Feb., 1946), pp. 13-14; and Hans A. Adler, “Abso- 
lute or Relative Decline in Population Growth?” Quart. Jour. Econ. Vol. LIX, No. 4 
(Aug, 1945). 
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tural implements, and construction materials and equipment in the east. 


Capital-Saving Inventions 


With regard to “capital-saving” inventions, Terborgh is on still less firm 
ground. He shows “investment per dollar of output,” 1869-1929; he then 
fits a straight-line trend, and concludes, “there is no existence of an increasing 
proportion of capital-saving innovations” (p. 96). Had he carried his figures 
through 1939, a curvilinear trend, with a distinct tendency to flatten out, 
would have fitted his figures from 1897 on better than a straight line. The 
Kuznets data show a rising ratio of output of capital goods to output of final 
products (excluding construction) from 1869 to the first World War and then 
a steep and steady decline. This point is of considerable importance; for 
Terborgh’s whole argument regarding the effects of maturity on the rate of 
replacement rests on the assumption that the ratio of capital-consumption to 
output does not fall with maturity—-that is, on the assumption that there is 
no tendency for capital equipment to become more durable. Otherwise the 
fact that a tapering off of the rate of new investment results in an increase 
in the average age of existing equipment does not lead, as Terborgh argues 
that it does, to greater “replacement opportunities.” 


Great New Industries 


Terborgh argues that “great new industries” have no more influence on 
capital formation than hosts of small industries. This argument would affect 
the theories of Professor Schumpeter, whom Terborgh classifies in his book 
as an “anti-stagnationist,’’ more than those of Professor Hansen; but in any 
case part of the evidence presented to support the argument is irrelevant. 
He points out that the share of the total investment provided by railroads and 
motor vehicles together shows no clear trend. “For 50 years after the 
1870’s their combined rate of investment rose no faster than capital formation 
as a whole” (p. 88). However, it is not the relative share of these industries 
in total investment that counts, but the volume of investment. Moreover, the 
fact that investment in these industries rises no faster than capital formation 
as a whole might well be regarded as corroboration of the Schumpeter or 
Hansen thesis, since it might merely indicate the very large leverage effects 
of investment in large new industries. In any case, what Terborgh ultimately 
succeeds in doing is to demonstrate the enormous importance of great new 
industries. The automobile industry alone, he shows, might have been 
responsible, directly or indirectly, for as much as 20 per cent of total invest- 
ment in the 1920’s; for fifty years, three industries were directly responsible 
for 13 to 20 per cent of total investment.?” 


Trends in Saving 


On the savings side, Terborgh unjustly accuses the “stagnationists” of 
completely ignoring the effects of declining rates of population growth on 


"Cj. Wright, Rev. Econ. Stat, Vol. XXVIII, No. 1. Terborgh’s statement that more 
patents were issued in the 1930’s than in the 1920’s is just another example of irrelevant 
data. Clearly, the number of patents is only very loosely related to the level of investment, 
and the fact that more patents were issued in the thirties than in the twenties in no way 
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savings.1® He then proceeds to argue that a declining rate of population 
growth reduces saving because with more old people, there will be more net 
dis-savers. This argument is of doubtful validity; for children also consume 
more than their incomes—-or their parents for them; and a high birth rate 
certainly involves more net dis-saving by young families than a low birth 
rate. His argument that some saving is undertaken for the express purpose 
of investing is, of course, in any case, fully recognized by the “stagnationists” 
and is quite irrelevant: so long as some saving Is planned for which there is 
no offset, income and employment must fall. 


Depreciation Allowances; Internal Financing 


In discussing capital consumption as a source of saving, Terborgh aban- 
dons the statistical approach, and makes no effort to evaluate the volume 
of depreciation allowances. He simply argues that capital consumption is 
measured by the decline in capital value rather than by the use of services 
from capital assets; that depreciation allowances earned are less than 
allowances accrued (which might be the resulti of stagnation, incidentally) ; 
that not all firms set aside allowances anyhow, and that to some extent the 
allowances are used for new investment. When he comes to Internal financing 
of corporations, he suddenly discovers that causal relations are hard to dis- 
entangle in economic history! However, he bravely embarks upon an effort 
to measure net inflow of capital to corporate enterprise as a whole. He finds 
that corporate saving was less in the 1930’s than in the 1920’s, but fails to 
point out that since this fact was due to low profits, it could be treated as 
substantiation of the stagnation thesis. He also shows that net savings of 
non-financial corporations was a lower share of capital requirements in 
1936-41 than in 1923-29. This fact might be explicable in terms of ‘low 
profits in the older industries and expansion of relatively new defense 
industries, and in any case certainly provides no test of the trend in cor- 
porate savings, Finally, his inclusion of cash balances among capital require- 
ments is surely not justified in this context. : 


Ill. Need for Further Study 


There is room for much new work on the relationship between secular 
trends and unemployment. It may well be that the theory of economic 
development, and especially its econometric aspects, will prove the most re- 
warding field of economic research during the next decade. Further study of 
the “stagnation thesis” would be an important part of such research. What 
exactly does it mean? Does it mean declining rate of increase in gross national 
income at full employment, an increasing gap between the actual trend of 
gross national product and the trend at full employment, increasing amplitude 
of cycles (which must mean increasing intensity of depression, since full 
employment is always the upper limit), failure to reach full employment at 
cyclical peaks, or some combination of these concepts? Which of the 


disproves the argument that inventions in the thirties were not of a sort that called forth 
large additions to the stock of capital. 


* See, for example, Higgins and Musgrave, op. cit., pp. 146, 153. 
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“pillars” are true secular trends, which institutional or cyclical factors? What 
is the precise relationship of secular stagnation to business cycles and long 
waves? What is the relative importance of cyclical and secular factors in the 
explanation of actual unemployment? What kind of empirical evidence, if 
any, would constitute proof or disproof? What is the relation of the thesis 
to estimates of the “deflationary gap”? How is it related to Keynes’s theory 
of under-employment equilibrium, and to the economic development theories 
of Schumpeter, Lowe, Lederer, Sombart, Weber, Marx, and others? Just how 
do its policy and political implications differ from those of earlier analyses 
of unemployment? Such questions are very much worth answering; but they 
must be examined with very great care. 
, BENJAMIN Hiccins* 


* The author is professor of economics at McGill University. 


Note by Dr. Terborgh 


The editor of the Review has invited me to prepare, on short notice, a re- 
joinder to be published with Mr. Higgins’s communication. Unfortunately, 
the pressure of other tasks does not permit me to undertake what would 
certainly have to be a long essay, for Mr. Higgins has laid about himself 
right lustily, raising a score of points for comment and reply. Unintentionally 
no doubt, he has garbled my position in a variety of ways, which an impartial 
reading of The Bogey of Economic Maturity will disclose. Under the circum- 
stances, I shall have to let the book speak for itself. 

GEORGE TersorcH* 


* The author is Director of Research of the Machinery and Allied Products Institute, 
Washington, D.C. 


Note on Corporate Expansion Since 1940 
I 


A recent investigation of the financial statements of 150 manufacturing 
corporations has yielded significant information on the subject of corporation 
expansion since the war.’ It has established the fact that most of the sudden 
expansion lies in the current assets and that the primary source of this ex- 
pansion is corporate savings. Such internal expansion has far-reaching eco- 
nomic implications, 

The sample is comprised of corporations licensed to operate in Texas, We 
believe, however, that this sample is representative of a major part of the 
entire manufacturing industry. The companies range in size from Sterling 
Aluminum Products Incorporated with average assets of $1,953,000 to the 
United States Steel Corporation with average assets of $2,032,248,000.? These 
corporations include the following manufacturing classes: (1) automobiles 
and equipment, (2) building material except lumber, (3) chemicals, (4) 
electrical machinery, (5) foods, (6) iron and steel, (7) machinery except 


*Funds for the investigation were made available by the University of Texas Research 
Council. 


* Average assets were computed on the basis of the four years 1940-1943. 
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electrical, (8) nonferrous metals, (9) oil refining, (10) paper and lumber, 
(11) rubber, and (12) transportation equipment, The assets of iron and 
steel, nonferrous metals, oil refining, and rubber manufacturers comprised 
more than 45 per cent of the total assets of their respective manufacturing 
class, and the total assets of the twelve classes comprised 31 per cent of the 
total assets of these twelve manufacturing classes. The national scope of 
these corporations is evidenced by the fact that 133 (89 per cent) of the 
companies were listed on the New York Stock Exchange. 

Spectacular growth appeared from 1940-43 among the manufacturers of 
transportation equipment, automobiles and equipment, electrical and non- 
electrical machinery, each class having expanded by more than 60 per 
cent, All 150 corporations together expanded from $15,382,000,000 to 
$19,728,000,000, a growth of $4,345,000,000, or 28 per cent. 

Current assets expanded from $6,105,000,000 to $10,254,000,000, an in- 
crease of $4,149,000,000 or 68 per cent. Ninety-five per cent of the growth 
in total assets was accounted for by the current assets. The breakdown of 
current assets revealed that most of the growth lay in cash, receivables from 
the federal government, and government bonds, Fixed assets remained prac- 
tically unchanged over the period. 

Current assets are a measure of liquidity and the economic effects of 
corporate liquidity are widespread. For example, corporations with high 
liquidity are in a favorable position to reconvert to civilian production with- 
out resorting to external sources of funds. This avoids expenses and delays 
ordinarily encountered in the capital market, and in turn tends to lessen the 
frictional unemployment prevalent in corporate readjustment. 


II 


The source of asset-expansion is either external or internal. Promissory 
notes, open-book accounts, capital stock, and long-term notes? are the ex- 
ternal sources, while charges against income such as provisions for federal 
income and excess profits taxes, contingency provisions, reconversion pro- 
visions, and surplus provisions are the internal sources, otherwise known as 
corporate savings. It is interesting to observe the shift from traditional ex- 
ternal instruments to the savings devices. 

Short-term instruments comprised of promissory notes and open-book ac- 
counts grew by $923,000,000 during this period; this is equivalent to 21.2 
per cent of the growth in assets. However, the long-term instruments were 
less active. Common stock, for instance, increased by only $78,000,000 while 
preferred stock actually decreased by $149,000,000. Long-term notes in- 
creased by $200,000,000. Taken together, the three long-term instruments’ 
showed a net increase of only $129,000,000, just 3 per cent of the growth 
in assets. Obviously, manufacturing corporations have not expanded through 
the issue of long-term instruments. . 

Provisions for federal income and excess-profits taxes were $1,117,000,000 
greater on December 31, 1943, than on December 31, 1940. Contingency 


3 Bonds and other evidences of debt with maturities exceeding one year. 
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provisions increased by $161,000,000 and reconversion provisions by 
293,000,000. Earned surplus increased by $1,071,000,000. ‘The growth in 
short-term savings, provisions for federal income and excess profits taxes, 
were equivalent to 25.7 per cent of the expansion in assets and the growth 
in long-term savings, including contingency, reconversion and surplus pro- 
visions, were equivalent to 35 per cent of the asset-expansion. Long- and 
short-term savings combined comprised 60.7 per cent of the asset-expansion, 
and external and internal sources together accounted for 84.9 per cent of 
the asset-expansion. The balance of the asset-expansion was widely dissemi- 
nated among less significant accounts such as property and sales tax accruals, 
wage and commission accruals, dividends declared but not paid, miscellaneous 
reserves, capital surplus, deferred credits, etc. 

This shift in the source of corporate expansion since the war has thickened 
the underlying security of long-term debts, which has helped to drive bond 
prices up and cause a veritable epidemic of refunding at lower interest rates. 
Preferred stock is affected in much the same way as bonds, Increased cor- 
porate savings, along with a contraction in the supply of preferred stock, has 
‘caused the remaining securities to bring a premium in the market, which in 
turn has motivated extensive redemption of such securities at lower dividend 
rates. Common stock, however, is affected differently from preferred because 
it is the residual claimant to excess assets. Much of the asset accumulation 
is spilling over into earned surplus with the effect that book values are in- 
creased, market values are thereby stimulated, and common stockholders 
continue to benefit without interruption. 

L. K. Branpt* 


* The author is professor of economics at the University of Mississippi. 


Comments on the Economists’ Opinion Survey 


On the basis of some experience in public opinion surveys, I should like 
to comment on the article by Professor James Washington Bell on “The 
Function of Government in Postwar American Economy,”! which reports on 
a survey of opinion among a group of economists. First I should like to 
comment upon the execution of the study and the interpretation of the 
results, and then upon the question of the adequacy of the methodological 
approach of Professor Bell and the committee for whom he speaks to the 
problem which confronted them. 

The sampling methods used by Professor Bell and his committee are such 
as to make it necessary to be extremely cautious in interpreting the results 
obtained. No attempt was made to reach a cross section of the membership 
of the American Economic Association, or of the portion of the membership 
holding the Ph.D. degree. Instead, the questionnaire was sent to specialists 
in the field of public control who held the Ph.D. degree or “had made sub- 
stantial contributions in the field,” and to “past officers of the Association, 
nominating committees, and editorial boards since 1935.” 

One of the findings suggested by the survey was that the first group, 


*Am. Econ, Rev, Vol. XXXV, No. 2 (May, 1945), pp. 422-47. 
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specialists in the field of public control, show unusually strong support for 
government operation of a variety of projects. As for the second group, econo- 
mists who have reached the degree of eminence represented by responsible 
positions within the American Economic Association may be expected to be, 
on the average, older men. Other work has indicated that there is among 
economists a negative correlation between age and acceptance of Keynesian 
economics; it seems reasonable to suspect that age is correlated with a 
variety of economic opinions. In other words, the sample cannot be taken as 
representative of all economists. It is composed of representatives of two 
distinct groups each of which differs to an unknown extent from other 
economists, ; 

Additional difficulties are attendant upon a response from only slightly 
less than half of the sample (60 of the 125 questionnaires mailed were re- 
turned and tabulated). The replies received may or may not be fully repre- 
sentative. At best, results obtained from a sample of 60 interviews must be 
handled cautiously. In this instance, only if a very large majority of the 
sample vote the same way on a given proposal is it possible to predict with 
any confidence that a majority of all economists would vote the same way 
under the same circumstances. 

The results of many of the individual questions must be interpreted with 
additional reservations because they suffer from such weaknesses as the 
following: 

1. Loading. Several of the questions are so loaded that the replies should 
be thrown out altogether. Question 32, for example, inquires whether or not 
the respondent is in favor of having the government “Prevent labor abuses”! 
Who is not anxious to have “abuses” corrected? Students of public opinion 
have discovered that the framing of questions in such a way as not to bias the 
replies is a delicate business. By asking a question in one way instead of 
another it may even be possible to obtain diametrically opposite results. 
Little confidence can be placed in replies to questions containing such heavily 
loaded words as “abuses.” 

2. Unsatisfactory arrangement of questions. The relation between different 
parts of the same question is not always clear. For example, in answer to 
Question 8, only 21 economists voted in favor of having the government 
“Limit size of large incomes,” but 51 voted in favor of limiting the size of 
large incomes “by progressive taxation.” The difficulty seems to be a confusion 
between measures and the reasons for the measures—between the desirability 
of progressive taxation and the use of progressive taxation as a means to 
limit incomes. The economists might better have been asked if they accepted 
_ the limitation of incomes as an objective for the government, and only those 
who voted “Yes” should have been asked about the means to attain it. 

3. Too many respondents not voting. There are a number of questions to 
which a large proportion of the respondents did not reply. On Question 26, 
for example, the vote was 24 to 21 with 15 not voting. It is not safe to 
assume that the 15 would have voted in the same proportions as the others if 
they had been questioned further. The interpretation of the results must 
await an explanation of why so many did not vote. Was it because they did 
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not feel informed about the question, or because they objected to its phrasing, 
or did some other factor restrain them? 

4, Broad generalities. A few of the questions are generalities so broadly 
stated as to miss any real differences of opinion which may exist. Question 14 
asks whether the government should “Prevent operation of private monopolies 
and conspiracies in restraint of trade (except for ones specifically exempted 
by legislation).” The interesting aspect of the results is that two economists 
actually voted “No.” The question misses the real differences among econo- 
mists as to what can and should be accomplished by the antitrust laws. 

One final point about the execution of the study: the column headed 
“Comments” is very nearly useless for the reason that it does not distinguish 
among different types of comments, One comment may be a reservation, an- 
other an objection to the phrasing of the question, a third a fuller discussion 
of the problem involved, yet all are added together to give a single meaning- 
less total. 

The method adopted by the committee to measure quantitatively the extent 
of agreement among the economists can serve only as a very rough measure. 
The committee defined a certain ratio of “Yes” to “No” answers as indicating 
substantial agreement and found agreement thus defined on 62 per cent 
of the questions asked. The difficulty with this procedure, of course, is that 
the per cent of agreement depends on what areas are covered and how the 
questions are phrased, The committee, if it had chosen, might have asked 
only controversial questions, or only noncontroversial questions. ‘It seems 
that it asked 62 per cent noncontroversial questions. 

The committee started its work with the hypothesis that an economist is, 
within his field, a rational being little influenced by “emotion,” and that, 
therefore, it is probable that a consensus among economists exists, which con- 
sensus the committee set out to discover. Setting aside the question of how 
rational the economist is within his field, we are dealing here with an area 
which is not only economic but also political. The study of the formation of 
political opinions has shown that nonrational factors are of very great 
importance. It is incautious to assume that the opinions of economists in this 
area are wholly rational. The committee would be on safer methodological 
ground if it set out to discover the extent to which the views of economists 
on questions of public policy can reasonably be attributed to scientific knowl- 
edge before it advocates the acceptance of those views by the government. 

If the committee intends to proceéd further with its investigation, there 
are several areas which I should like to suggest for exploration. In the first 
place, the factors which tend to divide economists might be investigated. 
It would be a fairly simple matter to obtain factual data on a few such 
variables as age, sex, income level, fields of interest, and type of employment 
from the respondents to any future questionnaire, and then to prepare simple 
correlations to discover the extent to which these factors are related to 
politico-economic opinions. 

By going one step farther, a few simple questions could be asked designed 
to get at the basic political attitudes of the respondents. For example, a 
question could be asked as to whether the economist preferred Roosevelt or 
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Dewey in the last campaign. No doubt economists would be found of many 
shades of political opinion. It might be found, however, that on certain 
questions of public policy economists of all shades of opinion tend to agree. 

To investigate the area fully it would be necessary to obtain data com- 
paring the opinions of economists with those of other segments of the popu- 
lation, since it is not very meaningful if economists agree when everybody 
else is also in agreement. The most satisfactory procedure would be to ask 
the same questions both of a sample of economists and of a cross section 
of the population. The expense of such an undertaking would probably be 
prohibitive, but it should not be difficult to make arrangements to ask 
economists some of the thousands of questions on which the country has 
already been polled. The answers of the economists and the general public 
could then be compared; any differences should prove interesting in them- 
selves. To ségregate the views peculiar to economists as economists, however, 
it would be necessary to investigate the extent to which the economists’ 
opinions are different from those of other persons with the same age, sex, 
income, social position, etc. A final step would be to investigate the reasons 
why economists have come to hold the views which they entertain. Armed 
with data in this area it would be possible to point out political questions 
concerning which economists, as a result of their special training, have reached 
conclusions different from those of the general public. 

If the views expressed in this communication have been critical of some 
of the methods used by the committee, let me make amends by emphasizing 
that the results obtained are extremely interesting and can provide a very 
useful foundation for further investigation. The fact that the committee 
was willing to experiment with a technique new to economists in an attempt 
to be of service to the community is a sign of a sense of social responsibility 
which can be regarded only with respect. 

Joun B. LANSING* 


* The author has been associated with the Division of Program Surveys in the Depart- 
ment of Agriculture. The opinions he expresses are his personal views, 


The Incidence of the Corporation Income Tax: A Reply 


In a recent article by Mr. Richard Goodet-the conclusion is reached that the 
federal corporate income tax probably exerts a negligible effect upon the price 
level. On the basis of this conclusion, it is suggested that the tax is not shifted. 
With certain reservations, it may be agreed that the corporate income tax 
does not produce higher prices. It does not necessarily follow from this, how- 
ever, that the tax is not shifted. 

The federal corporate tax, in its present form, imposes a substantial levy 
on all corporate income, but provides only partial recognition of losses— 
either of operating losses or of capital losses. Thus, the effect of the tax is to 
increase the risk of all investments where the offsetting of losses is uncertain. 
As a result, the flow of investment tends to be impeded and the supply of capi- 


7“The Corporate Income Tax and the Price Level,’ Am. Econ. Rev, Vol. XX XV, 
No, 1 (Mar., 1945), pp. 40-58. 
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tal to be reduced. This reduction in supply of capital tends to raise the 
marginal productivity of capital and to lower the marginal productivity of 
labor and land. In this sense, some part of the tax tends to be shifted, in the 
Jong run, to workers and landowners, This shifting, moreover, is ane dependent 
on any change i in the general level of prices.” 

As Mr, Goode suggests (p. 50), this conclusion is subject to qualification. 
The tax, through its effects on both investment and saving, may influence the 
level of national income. The level of national income, in turn, may affect 
the return to the factors. Thus, the ultimate effects of the tax may differ 
from its immediate effects. Any conclusion as to whether the tax, on balance, 
influences income in the direction of expansion or contraction depends upon 
the character of the fiscal policy which it is assumed would be adopted in the 
absence of the tax. 

The income effects of the tax, however, do not necessarily alter the conclu- 
sions regarding its effect on the return to capital, Because of the fact that the 
tax results in a relative scarcity of capital, the rate of return to capital would 
be higher, at any level of income, than would otherwise be expected ai that 
level of income, In this formal sense, the tax would be shifted regardless of 
its effect on national income. 

It is true that if the tax were expansionary, the increase in return to capital 
resulting from the increased income would offset, wholly or in part, the direct 
effect of the tax on the return to capital, On the other hand, if the tax were 
deflationary, as seems more likely, the income effect would accentuate the di- 
rect effect of the tax on the return to capital. Or, if the deflationary effects of 
the tax were offset by other elements of fiscal policy designed to stabilize 
the economy, the tax could be said to have no net influence on national income. 
In that case, its influence on the return to capital would be confined to its 
direct effects, and at least some degree of shifting would result. 

Mr. Goode touches on this argument when he states (p. 50) that the cor- 
porate tax would “limit the capital available to corporations.” But he passes 
over the point with the conclusion that a restriction in supply of capital would 
not necessarily produce an increase in the general price level. He ignores any 
possible relation between a reduction in supply of capital and the shifting of | 
the tax via changes in the marginal productivity of capital. 

Howarp R. BowEN* 


? Professor Boulding suggests, also, that a profit tax may reduce the supply of enterprise. 
Am, Econ. Rev., Vol. XXXIV, No. 3 (Sept., 1944), pp. 567-72. 
* The author is economist for the Irving Trust Co., New York. 


The Incidence of the Corporation Income Tax: A Rejoinder 


Mr. Bowen’s note raises again the question as to what “shifting” a tax 
means. Admittedly, the concept of shifting and incidence is ambiguous. 
Reasonable clarity requires that all who speak of shifting specify what is 
shifted where or to whom and by what process. It might be still better to 
discard the terminology entirely. In the article te which Mr. Bowen refers I 
centered attention on the possibility of shifting through higher commodity 
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prices, because this seems to be the process referred to in most recent dis- 
cussions of shifting of the corporation income tax. Mr. Bowen appears to 
accept the conclusion that the corporate tax is unlikely to result in a higher 
general level of commodity prices, but he believes that shifting may neverthe- 
less take place through changes in the rate of return on capital. 

Mr, Bowen suggests that the corporate income tax may so increase re- 
luctance to invest that the amount invested will decrease and consequently 
the marginal productivity of capital and rates of return on capital (before 
tax) will be increased at any given level of national income. Granting for the 
sake of discussion the premise that the tax will significantly impair willing- 
ness to invest, the Bowen conclusion does not seem necessarily to follow. 

If the propensity to consume did not change and the government did not 
intervene, income would fall to the level consistent with the amount of invest- 
ment forthcoming in the light of the new attitude of investors. I should sup- 
pose that under those conditions the rates of profits and interest and the rela- 
tive share of capitalists in national income would be those consistent with 
that new amount of Investment and that new level of income, whatever the 
explanation of their existence. l 

If, on the other hand, the propensity to consume rose or offsets to saving 
other than private investment increased because of government action, na- 
tional income might be maintained in the face of decreased private invest- 
ment, Under these conditions, it might well be that in the long run the rate 
of profits would be higher than it would be with the same income and more 
private investment. It is not clear, however, that the total amount of profits 
and interest and their relative share in national income would be enlarged. 
It would be an open question, moreover, whether to attribute the change in 
rate of profits to the corporate tax or to the change in the propensity to con- 
sume or to the government program. 

The development described might be called “tax shifting,” although the 
concept certainly would be more subtle than that ordinarily used. Probably 
all will agree that the effects of the corporate income tax and alternative 
sources of revenue on national income are more important than “shifting” in 
any formal sense, however defined. 

RICHARD GoopE* 


* The author is at present an economist in the Division of Tax Research, Treasury De- 
partment, Washington, D. C. The opinions expressed are his personal views. 


The Economics of the Pacific Coast Petroleum Industry: 
Reply to J. A. Loftus 


In the September, 1945, issue of this Review Mr. John A. Loftus, describing 
my analysis of the Pacific Coast petroleum industry, makes certain comments 
which should be corrected.* 

(1) He suggests that not enough significance was attributed to concen- 
trated control of oil transport facilities on the West Coast. He overlooks my 


1 Review of The Economics of the Pacific Coast Petroleum Industry, Part 1: Market 
Structure, Am. Econ. Rev., Vol. XXXV, No. 4, pp. 727-30. 
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explanation that in California the geography of production and refining is 
such that concentrated control of transport is less important to pricing than 
elsewhere. 

(2) He characterizes my remark that the costs of oil production are not 
very closely. related to price as indefensible, but entirely neglects the context 
which defended this remark. The thesis he criticizes can be defended at length 
statistically and theoretically, i 

(3) He suggests that too much attention was devoted to differential 
qualities and gravities of crude, because they are “trivia.” These differentials 
are not trivial in intepreting California crude prices, costs, and rents. Mr. 
Loftus apparently relies on an unfounded parallel to areas where these 
differentials are slight. 

(4) His statement that no attention should be paid to individual oil 
fields, because they are geologic rather than economic units, overlooks the 
locational aspect of the pricing problem, 

(5) His implicit contention that the allegations of antitrust indictments 
to which defendants plead nolo contendere should be accepted as statements 
of fact (to do otherwise he alleges is unsophisticated) is naive indeed. Pleas 
of nolo may be entered for a variety of reasons other than the defendants’ 
guilt of all offenses alleged. 

(6) Mr. Loftus refers to the “real relationship of ‘United States [oil] 
prices and world prices” as something of which he is aware and I am not. 
This opinion is unsupported. 

(7) He objects that 2-cent freight is not one-quarter of the 6-cent Texas 
wholesale gasoline price; it is 25 per cent of the 8 cent California price to 
which reference was intended. 

Finally, he directs some criticism at the chapters or volumes I did not 
write on (a) world oil, and (b) conservation. The omission was deliberate, 
and, I believe, justifiable from the standpoint of my study; in any event, I 
made no pretense of treating these topics thoroughly. Generally, I suggest that 
analysis of the Pacific Coast petroleum industry should not be assessed a 
priori in terms of its congruence with analyses of other areas. 

Jor S. Barn* 


* The author is associate professor of economics at the University of California, Berkeley. 
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Economic Theory; General Works 


Die Standortstheorie Alfred Webers: Studien uber die Frage ihrer Gültigkeit 
und Fruchtbarkeit, By Dr. ELISABETH NIEDERHAUSER. Staatswissen- 
schaftliche stud. Vol. 14. (Weinfelden, Switzerland: Neuenschwander- 
sche. 1944, Pp. 208. Sw. fr. 14.50.) 


Dr. Niederhauser’s competent study deals with the question of the validity 
and fruitfulness of the location theory which Alfred Weber first published 
in 1909. To this end, she first considers the place of Weber’s theory in the 
general picture of location theory. She, therefore, critically summarizes the 
early reviews of Weber’s work by Bortkiewicz, Schumpeter, Sombart and 
others, She then proceeds to the writers who have developed location theory 
further. These writers are grouped into those who basically develop Weber’s 
theory, and those who fundamentally oppose Weber with a location theory 
based on general equilibrium. To the former group belong Predohl, Salin and 
Ritschl. The latter group consists of Ohlin, Palander and Lösch, the three 
chief representatives of modern location theory. Of these three, Palander 
receives with no less than thirty pages the main attention of the author. Ohlin 
with four pages and Lösch with eight pages seem rather slighted. ° 

The main purpose of the study is dealt with in its second part. The discus- 
sion of the first hundred pages showed that “it is always the same points which 
are the subject of discussion. These are primarily the questions of the nature 
and tasks of theory, its relation to reality, the limits of its validity, and the 
character of its explanations: whether the theory is causal or functional, static 
or dynamic, whether it is written from an accounting standpoint (privat- 
wirtschaftlich) or from an economic standpoint. . .” (p. 96; my translation). 
To answer these points, Dr. Niederhauser applies the criteria developed by 
Max Weber and Eucken to Alfed Weber’s theory. She thus finds that Alfred 
Weber deals with ideal types under competitive conditions, limiting himself 
to purely spatial problems. He disregards the general interdependence with 
other than spatial problems and considers only certain natural-technical 
conditions for locations of plants isolated from their market connections 
(p. 119). This summary is arrived at in the course of a lengthy chapter 
dealing with the validity and correctness of the theory. Of all criticisms of 
the internal consistency of Weber’s theory, Dr. Niederhauser considers only 
one important and valid: “Weber’s formulation of the results of transport 
Orientation is inexact since it ignores the influence of the relation of the 
angles of the location-triangle on the position of the location, but draws 
conclusions from the weights alone” (p. 112; my translation). 
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However, her dismissal of the points raised by Bortkiewicz, Palander, 
Lösch and others does not seem quite justified. It is strange to read of Bort- 
kiewicz’s early criticism that Weber’s model allows several possibilities and 
is inexact, that this may be possibly correct from a mathematical standpoint 
but is not decisive for the judgment of Weber’s theory (p. 107). And the 
recurring criticism that it is illegitimate for Weber to assume prices as given 
is dismissed by stating that Weber has a right to his own assumptions, and 
that this kind of criticism affects not the validity but only the relevance of 
the theory. Variable prices are considered to belong to the ideal type. of 
monopolistic economy to which Weber’s theory is not meant to apply. 

But evidently this is not quite correct and does not do justice to those 
critics who insist that general interdependence must be a part of the theory. 
The question does not seem to be one of competitive versus monopolistic 
assumptions, but rather one of partial versus general equilibrium assumptions. 
Since Weber deals not just with the location of one plant, but with whole 
industries, the assumption of given prices seems inappropriate and internally 
inconsistent with the rest of the theory. 

One will have no quarrel with Dr. Niederhauser’s estimate that Weber’s 
theory was not only an epoch-making work at the time of its appearance 
but that even now, particularly in favorable cases, it may furnish good 
heuristic principles for empirical investigations. But I wonder whether, in 
her chivalrous attempt to be fair to Weber, she does not underestimate the 
contributions of Palander and Lösch. Particularly Lésch’s contribution is 
done much less than justice. 

W. F. STOLPER 

Swarthmore College 


Keynesian Economics, By MABEL F. Timtin. (Toronto: Univ. of Toronto 
Press. 1942. Pp. ix, 198. $2.75.) 


Professor Timlin’s volume represents a reformulation and expansion of por- 
tions of Keynes’s analysis; drawing freely on the work of Lange, Hicks, Lerner, 
Robertson, and Ohlin. The fundamental statement follows Lange closely; the 
level of activity is explained in terms of three sets of interdependent functions: 
the Liquidity Functions, relating the rate of interest to the quantity of money 
and the level of income; the Multiplier Functions, relating consumption to in- 
come and the rate of interest; and the Investment Functions, relating invest- 
ment to consumption and the rate of interest. Several pages are devoted to 
showing that, as defined in the General Theory, savings and investment are 
always equal, even when activity is confined solely to investment, solely to 
consumption, or solely to capital maintenance. Throughout it is made clear that 
the various concepts apply to a particular time period, which is defined in the 
same manner as the Week in Hicks’s Value and Capital, although subordinate 
use is made of “models” in which contracts with the factors of production 
are made either before or after contracts for the sale of output, 

The introduction is completed by a chapter devoted to the r6le ‘of ex- 
pectations, with special emphasis on their effect on the valuation of assets. 
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In the case of debts, for example, Professor Timlin considers that in the 
“orthodox expression” the present value of a bond is determined with reference 
to the size and number of annual payments, the principal amount involved, 
and “the” current rate of interest. For this is substituted a formulation in 
which the rate of interest is allowed to vary during every Week of the bond’s 
life, a risk of default factor (differing each Week) is applied to the various 
payments and a coefficient of correction (also varying each Week) to each 
interest expectation, and an allowance is made for the marketability of the 
bond.' 

Three chapters are devoted to a discussion of the factors determining the 
rate of interest. Perhaps the most original is that dealing with the relation 
of the interest-rate structure to general equilibrium under static conditions, 
which contains a description of an economy sufficiently thrifty to require a 
negative rate of interest as a condition for long-period equilibrium. The now 
generally accepted conclusion is reached that such an economy would suffer 
from chronic unemployment, as the “institutional minimum” rate of interest 
is clearly above zero, The analysis of the factors determining the rate of 
interest starts with the “orthodox” demands for money for “transaction,” 
“finance,” and “precautionary” purposes, which in combination make up the 
L, demand for money, following the notation of the General Theory. To this 
is added the L, demand, described as the demand for money as a store of value, 
to give “the general function which represents the total demand for money 
as a stock” (p. 67)—in other words, the Liquidity Function as a whole. 

A second set of three chapters is devoted to the relationship between con- 
sumption and the level of income. After defining consumption, investment, and 
effective demand, the average and marginal propensities are developed at 
some length. An inverse correlation between the propensity and the rate of 
interest, it is argued, results from the fact that (1) increased rates cause 
capital losses and therefore make people less willing to spend; (2) increased 
rates induce people, in order to profit from the higher rates, to undertake 
saving now, which they had previously planned to do in the future; (3) 
increased rates make the distribution of income more unequal; and (4) higher 
premiums must be paid for additional saving if the disutility of increasing 
reductions of spending Is to be overcome.” 

The “logical theory” of the multiplier is developed in connection with the 
Hicksian Week in which foresight is perfect, so that complete and immediate 
adjustment “without time-lags” is attained. This is then contrasted with the 
time-consuming adjustments which take place in a supplementary model where 
foresight is less than perfect. The mechanism of the multiplier, which is de- 


*The formulation is hardly definitive. Marketability also varies through time and a 
different default factor would seem to apply to payment of the final installment of interest 
and to repayment of principal. In addition, I would find more realistic a statement in 
which the rate of interest was kept separate from expectations regarding the value of money, ` 
rather than one in which they are combined. 

*Points (1) and (3) are partially contradictory. If rising rates make rentiers richer, it 
must mean that the capital losses caused by the rise have been more than offset by the 
increase in interest payments; but this would mean that rentiers would be inclined to spend 
more rather than less. 
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veloped in some detail in connection with the Hicksian Week, has always 
seemed to the reviewer rather meaningless where perfect foresight prevailed. 
Surely perfect foresight includes a knowledge of Keynesian economics, so 
that if one additional unit of investment is undertaken, people will know im- 
mediately that income will go up by the value of the multiplier, without wait- 
ing for those receiving the proceeds of the new investment to contract to 
spend the increase in their incomes and so forth ad infinitum, If the adjust- 
ment is not Instantaneous, what happens if the investment decision is made, 
not early Monday morning when there is still time for contracts to be ad- 
justed, but late “Monday evening” as the contract markets are closing? But 
if it is instantaneous, then surely the sensible thing to do is for everyone 
to agree at once on at least the highest level of employment consistent with 
the underlying assumptions of the analysis, in which case there would not 
be any need to fuss with a multiplier, J. M. Clark long ago pointed out that, 
under perfect enough competition, there really would not be any point in 
bothering to compete; in the same way whenever there is a situation sufficiently 
perfect for the “logical theory” to apply, there really is not anything left 
for the theory to explain! 

Finally, two chapters are devoted to the determinants of investment, com- 
pleting the discussion of the fundamental equations; and the results are then 
gathered together in two chapters on the operation of the system as a whole, 
with a short note appended on the implications of the analysis. Starting with 
the process of valuation in the investment-goods industries viewed first from 
the side of supply and then from the side of demand, Professor Timlin dis- 
cusses the schedule of the marginal efficiencies of capital and the structure and 
characteristics of the investment functions. The various concepts which have 
been developed are then shown to provide a solution for the systems as a 
whole, while the repercussions on the solution of changing values, especially 
alterations in the quantity of money, are also set forth. The final structural 
chapter is devoted to setting out the connection between the functional re- 
lationships as developed and orthodox equilibrium theory—with particular 
reference to the determinants of the level of employment. This is done, first, 
in connection with the stationary state, next in connection with an equilibrium 
whose stationariness cannot be maintained, and finally in connection with a 
model in which factor sales contracts are made before output sales contracts. 

Some of the tools provided by the volume have been defined in such a way 
as to make them less useful than could be wished. To take a small but rather 
startling example, net investment is defined so as to include “any activity in 
the investment-goods industries which is the basis of an issue of new securities 
or an increase in the value of old ones” (p. 92). These words seem clearly loose 
enough to include in zet investment refunding of an existing issue with new 
securities or even speculative rigging of the market, which is hardly a part 
of what Professor Timlin would want to characterize as investment, 

In general Professor Timlin deserves praise for providing us with a straight- 
forward and workmanlike statement setting forth and in many cases synthesiz- 
ing the existing body of Keynesian analysis. The reviewer, however, ventures 
the opinion that the volume will not greatly advance our insight into the 
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operation of our economic system, although he warns the reader that he has 
been diverted during the war to other activities, so that his recollection of 
the state of existing doctrine may be greener than it should be. 
Henry H. VILLARD 
Washington, D.C. 


The Wealth of the Nation. By H. CLYDE FILLEY. (Lincoln: Univ. of Nebraska 
Press. 1945. Pp. xiv, 174.) 


In writing his little book, The Wealth of the Nation, Professor Filley has 
attempted to translate economics into terms comprehensible to the layman, 
and he has aimed to do this in such a way as to educate the layman in an 
intelligent approach to the economic problems of the modern day. This is 
a formidable task, To carry it out successfully would require the combined 
abilities of the expert in modern economic theory and in the writing of good 
popular literature. If to this could be added a judicious mind, with the dis- 
interested objectivity of the keenest of philosophers, it would be so much 
the better. It is no reflection on Professor Filley that he is none of these; 
few of us are so qualified. It is unfortunate, however, that. Professor Filley 
seems to be unaware of the magnitude and requirements of the task he has 
set for himself. 

Professor Filley says of his book that it “contains little that is new. It 
merely assembles in one place concrete data which support well-established 
economic theories.” If such an assemblage were well selected and codrdinated 
with economic analysis, it would be a truly creative job; this reviewer would 
hail such a work joyfully, whether or not it contained anything “new” in 
a narrower sense, But any book purporting to relate modern problems to the 
fundamentals of economic analysis should certainly contain something of 
the newly ripe, or—to use Professor Filley’s words—the newly “established” 
contributions to economic thought, that is, the contributions made in the 
twentieth century. These are sadly lacking. And if Professor Filley’s book 
contains little that is new, it contains much too much that is old. The theories 
and concepts drawn upon as the background of his work are those which were 
entrenched in the textbooks a generation ago; only a few of these remain 
“established” today. For whatever reason, he has failed to separate the wheat 
from the chaff. (For example, Boehm-Bawerk would find much of his analysis 
of “capital” both familiar and congenial; modern economists so divergent as 
Knight and Keynes would not infrequently shudder, and at the same passages.) 

Professor Filley is conservative not only in ‘this use of economic theory, but 
also in his method of presentation. He has not succeeded in escaping the 
shackles of textbook definition of such concepts as “factors of production,” 
“wealth,” and “income,” all of which are presented in a crude form—no doubt 
for purposes of simplification. A book for laymen would certainly be more 
successful if it began with something other than definitions. This is in itself a 
minor criticism. However, these initial definitions as presented by Professor 
Filley are part and parcel of the deficiencies in the analysis underlying his 
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whole book, If he had managed to strike out more boldly at the beginning, 
the entire work would have gained accordingly. 

Finally, Professor Filley’s book is characterized throughout by a moralistic 
brand of conservatism relating to both public policy and private behavior. 
Thus private as well as public thrift is extolled in the good old Calvinist tradi- 
tion; and a rigid gold standard is advocated on the grounds that gold as a 
substance has a “high intrinsic and relatively stable value” and that gold 
“has been used for money for about 5,000 years,” etc. Examples of this type 
of argument could be multiplied many times. Perhaps Professor Filley is 
right in many of his judgments, but his arguments do not prove his conclu- 
sions and few marginal opinions would be swayed to his position. 

It is not easy to discover how far the deficiencies in the analytical back- 
ground of this book reflect inadequate knowledge of the content of modern 
economic thought, how far they reflect the conservative tenor of Professor 
Filley’s approach to policy issues, and vice versa. The fact remains, however, 
that the single most consistent characteristic of his work is a conservatism 
that lacks imagination and that binds the writer to old concepts, old methods 
of presentation, old points of view, right or wrong. Professor Filley is to 
be commended for what he attempted to do; but he will have to cut some of 
the chains that bind him before he can accomplish it. 

MARY JEAN BOWMAN 

Lexington, Ky. 


Economic History 


Beatrice Webb. By MARGARET Core. (London: Longmans, Green. 1945. Pp. 
197. 10s. 6d.) 


Of all the personalities which have contributed to the development of the 
social sciences into recognized fields of study, perhaps none is more dis- . 
tinguished than Beatrice Webb. In the biography under review, Mrs. Cole, 
for nearly thirty years her intimate friend and fellow-worker in the Fabian 
Society, proves that although one instinctively couples Beatrice with her 
husband, Sidney Webb (or as A. G. Gardiner has described them “two type- 
writers clicking as one”), each partner enriched this intellectual alliance with 
a particular talent: she that of interviewing, he that of summarizing. 

A number of individuals played important rôles in Beatrice Webb’s tran- 
sition from the drawing rooms of fashionable London to the arduous in- 
vestigations of dock labor, the sweating system, the codperative movement, 
trade unionism and Soviet Communism. Herbert Spencer was the greatest 
intellectual influence in Mrs. Webb’s early life and it was to him that she 
owed the delight in collecting and verifying facts upon which her works were 
solidly founded. Her father, for whom she served as confidential secretary, 
trained her in methodical oganization and taught her to regard money as a 
business man treats it. This knowledge was of great value to Mrs. Webb in 
later life as she never suffered from timidity in action or from addiction to 
institutions and programs after they had outlived their usefulness. 
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Charles Booth, one of the first nineteenth century investigators to start 
Without a priori assumptions about economic laws, introduced Beatrice 
Webb to the underlying causes of poverty, and stimulated her to evolve the 
techniques essential to the comparative study of social institutions. The 
articles emanating from this collaboration led to Mrs. Webb’s appointment 
in 1905 as a member of the Royal Commission on the Poor Law, and to her 
drafting of the famous Minority Report which assumed, as did the recent - 
Beveridge Report, the basic need for full employment, state medical services 
and a national minimum wage. This Minority Report ranks as one of the 
outstanding government documents of the century and was rewarded by the 
honorary doctorate given to Mrs. Webb in 1909 by Manchester University. 
It strikes to the very heart of the problem by, in the words of Mrs. Cole, 
“asserting the need for prevention, rather than cure, of poverty, for finding 
out why people become destitute, rather than attempting to relieve their 
destitution once it has become a fact.” In addition, it asserts that the whole 
nation is responsible for poverty, and that the whole nation must actively 
search for a cure. 

These and other intellectual excursions are faithfully. recorded by Beatrice 
Webb in the volume titled My Apprenticeship and in the forthcoming Our 
Parinership, They are also to be found in her sixty-year diary which, when 
it reaches publication, will undoubtedly rank as one of the significant records 
of this age. 

Perusal of Mrs. Webb’s memoirs and the volume at hand clarifies her 
share in the establishment of the London School of Economics, to this day 
often referred to as “The Webberies”; her molding of the rising generation 
and especially certain members of the present Labor government; her forma- 
tion of the Fabian Society which exercised a profound influence on British 
social thought and practice for more than half a century. More than that, 
these writings show Mrs. Webb’s exceptional combination of such charac- 
teristics as disinterestedness, avoidance of public recognition and praise, 
cheerful acceptance of attacks and criticisms, a strong sense of the practical, 
and fundamental consistency and originality. They reveal, too, her ability 
to get on with all classes of people ranging from cabinet ministers to tailors’ 
apprentices and colliery workers. The manner by which she thought her 
way to a Socialist attitude toward life, long before she linked her life with 
Sidney Webb’s, remains unique in English history, as does her faithful 
examination of human and institutional material. “What was grist to her mind 
she gathered, and in collaboration with Sidney worked it into a corpus whose 
individual parts, in purpose and arrangement as in style, are so individual 
... that one can scarcely read a sentence ... of one of them without exclaim- 
ing, ‘This is the work of the Webbs!’ ” 

Mrs. Cole’s tribute to one of the greatest women of our generation, remark- 
able for her practical as well as for her intellectual courage, indirectly stresses 
the vital need for the dedication of both British and American social scientists 
to the search for truth, and it supplies insight into the demands placed upon 
the researcher of time, energy and money——-demands which are only partly 
met by endowments and grants in the two countries. The recital of Beatrice 
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America’s Place in the World Economy. Addresses delivered at the Fourth 
Series of Conferencs of the Institute on Postwar Reconstruction. Edited 
by ARNOLD J. ZURCHER and RicHmMonp Pace. (New York: Inst. on 
Postwar Reconstruction, New York Univ. 1945. Pp. xi, 250. $3.00.) 


Never has there been so much discussion—public and private, oral and 
written, on the air and on paper, scientific and popular, practical and 
theoretical, in monographs and articles—as there is now on the necessity and 
methods of international economic codperation and America’s international 
economic policy. If things do not work out as desired, it is certainly not due 
to lack of awareness of the problems involved. A perusal in 1946 of the present 
volume, an excellent specimen of this kind of literature (containing papers 
that were written about two years ago), leaves one with the disquieting 
impression that history seems to unfold its pattern with supreme disregard 
for what the great majority of experts and men of goodwill say should 
happen. 

The contributions to the present volume are well selected to give a rounded 
picture and are all on a high scientific level. Gideonse and Condliffe start the 
procession with a discussion of over-all principles of America’s International 
Economic Policy. Gideonse pleads for a frank and open statement of policy. 
For example, “If we are going to make gifts, it is more desirable .. . to make 
them openly and consciously. It will be an economic as well as a political 
and intellectual disgrace to repeat the ‘credit’ blunders of the past postwar 
period” (p. 5). But if it is impossible to make gifts openly, is it better to 
make them not at all or to make them in the form of “credits”? Mr. Gideonse 
does not say. Mr. Gideonse calls for a “wise peace with Germany” without 
saying much what it should look like. But it was hardly necessary then. These 
were the days of the Atlantic Charter and not of the Potsdam Agreement. 

Marcus Nadler speaks optimistically of post-war private trade financing 
(without paying much attention to the overridingly important political con- 
ditions), and H. D. White, of Bretton Woods. Herbert Feis discusses the 
prospects of Investment of American Capital Abroad. He calls for public 
and international development loans. Corwin Edwards sings his song against 
International Cartels—a formally flawless performance. Still he seems to me 
to exaggerate when he says that “private restrictions of international cartels 
are comparable in breadth and severity to the restrictions imposed by govern- 
ments. ... To attack governmental trade barriers and leave private trade 
barriers untouched would be illogical and ineffective” (p. 106). Hlogical yes, 
but not ineffective, because private restrictions are less important and depend 
to a large extent on governmental support (tariffs). Redvers Opie’s Critical 
Appraisal of the International Cartel reflects, as a useful antidote to the 
preceding paper by Edwards, the skeptical and somewhat cynical attitude of 
the old world. 

W. H. Chamberlin gives an objective, sober, well-informed analysis of the 
chances and problems of American-Russian trade which should put the 
reader in the properly skeptical frame of mind for the following somewhat 
exuberant official estimates and expectations of Mr. E. C. Ropes. 

The two papers by W. Y. Elliott and F. D. Graham on Anglo-American 
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Economic Problems supplement each other very nicely, Professor Elliott 
dwells upon the geopolitical setting of the economic problem and asks for 
British concessions to the United States in the field of raw materials and 
bases. On the whole, he is rather pessimistic for Great Britain’s economic and 
political future, and its balance of payments position. Professor Graham, on 
the other hand, displays a most refreshing and unusual optimism. His paper 
abounds in statements which are exactly the opposite of prevailing views. 
“In Britain the rehabilitation of devastated areas and the supply of other 
urgent and long-starved consumers’ wants can in large part be met with 
equipment and materials now used for purposes of war. Since the proportionate 
change-over to new equipment will be greater in the United States, our 
difficulties during the transitional stage seem likely to be much more severe 
than those of Britain” (p. 204). “The provision of full employment is solely 
a problem of maintaining the people’s monetary expenditure” (p. 205). Is it 
really that simple? Is the problem of sectional unemployment and depressed 
areas entirely insignificant? Professor Graham is probably right when he 
says that for the United States the importance of international trade as a 
factor of prosperity is overrated. But he goes on to say, “This is true even for’ 
Great Britain...” (p. 206). Is it not a little misleading to say that “inter- 
national trade, per se, has little bearing on the matter of employment”? 

“In spite of much reputable opinion to the contrary, I do not think that 
the British have much cause for worry over their long-run economic and 
financial situation. Their total receipts in capital investment from abroad 
were never more than a small fraction (about five per cent) of their national 
income. . . . The British per capita productivity has been greatly raised 
during the war, and this will be a permanent gain. If the British fail to 
develop a greatly expanded export trade... they will be of course compelled 
to reduce the volume of imports. But this need not greatly affect their pros- 
perity or ours, . . . The long-run picture for Britain is, in my judgment, 
not nearly as black as it is currently presented. It is, I think, not black 
at all” (p. 209). 

These are strong words, especially for an ardent supporter of Britain 
and of American-British coöperation. I much sympathize with Professor 
Graham’s point of view, and I hope he will soon find an opportunity to argue 
his case more fully and to support it by a detailed criticism of the prevailing 
opinion. It is, however, to be feared that the naked statement of his position, 
as presented in the present volume, will not carry much conviction. 

The last two essays by Carlos Davila and Clarence Senior deal with 
Latin Amercan and the Good Neighbor Policy. 

GOTTFRIED HABERLER 
Harvard University 


Pioneers in World Order—An American Appraisal of the League of Nations. 
Edited by Harriet Eacrer Davis, (New York: Columbia Univ. Press. 
1944. Pp. vii, 272. $2.75.) 

Mr. Arthur Sweetser explains both the origin and the purpose of this book 
in the opening chapter: 
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Over a hundred .. . American citizens came together twice during the war 
at the Institute for Advanced Study in Princeton, once in 1940 and again 
in 1943, to attempt to apply the lessons of their past experience to present-day 
problems. A representative group were requested to prepare memoranda 
drawing out of that experience the highlights they would like to present to 
the designers of the “general international organization” to follow this war. 

. These memoranda . , . constituted a sound introductory starting point for 
approaching the next settlement in a logical and orderly way, and the authors 
were invited to revise them for publication in this book as a kind of testament 
from the past to the future... .” 


Pioneers in World Order is thus a symposium, and it has. the great merit 
that all the contributors-to it have had some direct personal experience of 
international work on the subjects on which they write. As is perhaps in- 
evitable, they have interpreted their mandates somewhat differently. Some 
have devoted themselves mainly to reviewing the activities of the League of 
Nations or the various bodies connected with it, pointing out the difficulties 
which presented themselves and describing the manner in which and the success 
with which those difficulties were faced. This is true in varying degrees, for 
instance, of Miss Sarah Wambaugh’s chapter on the Control of Special Areas, 
Mr, Herbert L, May’s chapter on Dangerous Drugs, and Mr, James G. 
McDonald’s chapter on Refugees. 

Others have concentrated rather on the lessons to which they wish to oe 
attention and the manner in which the United Nations should act in the 
light of these lessons. To some extent Mr. Sweetser adopts this line, though 
his constructive conclusions are tentative and take the form rather of suggest- 
ing possible alternatives than of firm recommendations. Mr. Huntington 
Gilchrist, on the other hand, concludes his very interesting chapter on De- 
pendent Peoples and Mandates with a list of “Suggested Changes in the 
Mandates System” expressed almost in the categorical imperative. Dr. Boud- 
reau, reviewing the International Health Work, gives a list not of required 
changes but of primary objectives of policy. Definite and clear-cut conclu- 
sions of this sort written by persons who have real knowledge and experience 
to back their views add greatly to the immediate value of the book and, 
moreover, render it more readable. But history is moving so fast today that 
these more constructive chapters may prove to have a more fleeting interest. 

Professor Shotwell in his chapter on Security takes still another line. He 
propounds an historical thesis briefly, lucidly and cogently—an historical 
thesis which seems to me to be false. His contention is that the failure of 
states to ratify the Geneva Protocol of 1924 was the cause of the League’s 
failure to maintain peace. “Therefore, when a few months later the Mac- 
Donald government was replaced by a Conservative government in Great 
Britain, the Protocol failed of ratification there. This dealt the fatal blow 
from which the Protocol and the League never recovered.” France demanded 
the Protocol because she felt rightly that her security and the whole system of 
collective security under the Covenant were seriously jeopardized by the fact 
that the United States had not joined the League. 

Professor Shotwell is arguing, therefore, that even without the United | 
States peace might have been maintained. He may or may not be right. If 
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he is right, then it was surely not the lack of the Protocol, which was mainly 
concerned with defining an aggressor and an act of aggression, but the sudden 
abandonment of sanctions against an aggressor which had been formally 
defined and condemned to which the failure to maintain peace must be 
attributed, But in his whole chapter Professor Shotwell never mentions the 
Hoare-Laval scheme and seems to believe that the Italian sanctions did not 
succeed because no oil sanction was imposed. This is a popular thesis which 
has always received the ardent support of those who wish to direct attention 
away from the Hoare-Laval incident. I happen to have been in charge of 
sanctions at the time, and do not believe it has any sort of justification. 
Italy’s reserves of oil were adequate for half a dozen Ethiopian campaigns. It 
would have made no strategic difference had she received no single ton of 
oil after the first measures for controlling her trade were adopted. 

What was important in the history of inter-war security measures was the 
gloss on the automatism of the sanction clauses of the Covenant introduced 
in 1920. Though this gloss had no legal status, it was accepted as the basis 
for action and gravely weakened the whole system. The existence of that 
gloss was of far greater historical importance than the non-existence of the 
Protocol. Because of it governments felt justified in not acting up to their 
contractual obligations. And it was this failure to act under the Covenant, 
and not the inadequacy of the Covenant itself, that led to disaster. First 
the sanctions imposed were incomplete and then they were undermined. 

Taking the volume as a whole, the history is careful and the lessons drawn, 
whether one agrees with them or not, are always interesting. There are one 
or two passages, however, where the historical judgment may be questioned. 
Thus, to quote one only, Mrs. Puffer Morgan in the course of a remarkably 
clear account of the Disarmament Conference says: “Success might have 
been reached had not. progress been interrupted by the World Economic Con- 
ference in London.” This statement reflects an ex post facto optimism which 
certainly very few of those who were working in Geneva at the time would 
share. The Monetary and Economic Conference should never have been con- 
vened when it was and certainly would not have been had advice in Geneva . 
been sought; but the belief in Geneva was general that the Disarmament 
Conference was on the shoals before the London Conference ever met. 

The chapter on World Economics is slight, but manages to give in a short 
compass the major issues of development up to and after the outbreak of 
war, It ends on a courageous note: 

The technical solution of the major economic problems—such as tariffs and 
other obstacles to trade—on which it [the Economic and Financial Organiza- 
tion of the League] was mainly engaged, depended ultimately on political 
decisions. If no agreement was reached, or if the recommendations of the 
Organization were not followed, reasons of national policy rather than defects 
of organization or technique were to blame. If economic codperation is to be 
effective in the future, national sovereignity must be limited over large areas 
of economic policy. 


Is this right? Is national sovereignty really limited if two or more states 
enter into a contractual obligation to do something sensible or not to do some- 
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thing foolish? Or can they never be trusted to be sensible? Perhaps the 
note is not courageous after all. 

I have spoken above of chapters. But in fact the book is not divided into 
chapters. It consists of a Preface by Mr. Raymond Fosdick and seventeen 
essays by sixteen authors, Dr. Boudreau contributing two, and covers almost 
all the activities of the League. There is a certain fascination in watching 
these sixteen minds viewing the various facets of international life in retro- 
spect and prospect. In general the conclusions drawn are along the lines of 
previous evolution—they are strictly lessons from experience. It is to be 
hoped that those who will have the opportunity of making new mistakes 
will, when availing themselves of that opportunity, also consider some of 
these lessons. Certainly the book is worth while. 

A, LovEDAY 

Princeton, New Jersey 


Business Finance; Insurance; Investments; Securities Markets 


The Pattern of Corporation Financial Structure: A Cross-Section View of 
Manufacturing, Mining, Trade, and Construction, 1937. By WALTER A. 
CHupsonN. (New York: Nat. Bur. of Econ. Research. 1945. Pp. xiv, 146. 
$2.00.) 


Corporate Cash Balances 1914-43: Manufacturing and Trade. By FRIEDRICH 
A, Lurz. (New York: Nat. Bur. of Econ. Research. 1945. Pp. xiv, 128. 
$2.00.) 


These studies are two of the series made under the Business Financing 
Project of the National Bureau of Economic Research. 

The Chudson study is almost entirely of 1937 data, although occasional 
reference is made to other years, chiefiy 1931. The figures are for “industrial” 
corporations as reported to the Bureau of Internal Revenue, which the Bureau 
uses in its Statistics of Income, but are from detailed unpublished tabulations. 
Tabular material used in this and other studies of the series will appear in a 
later publication of the Bureau to be entitled Corporate Financial Data for 
Studies in Business Finance. These “industrials” include manufacturing, min- 
ing, trade, and construction, and exclude the service, utility and finance 
industries. 

By “pattern of corporate financial structure,” Chudson means the ratios 
of the various major asset and liability items to total assets and to sales. 
Some other ratios, such as the current ratio, the interrelation of certain work- 
ing capital items, and the ratio of invested capital to capital assets, are also 
included. 

The result is a mine of ratio information which has more than ordinary value 
and interest because of the size of the sample and the presentation of data 
by subgroups. Thus, many of the ratios are not only reported for the same 
three score of minor industrial subgroups but also variations in the ratios are 
given for the corporations of different size (measured in assets) and as between 
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- “income” and “deficit” corporations. The resulting ratios appear to have 
greater utility and typicalness than most samples which often show the in- 
fluence of a few larger corporations, or nonhomogeneous companies. The con- 
sistency of the results which show regular gradations in the ratios for the 
corporations of various sizes in a given industrial division (as in Chart 3) 
with few erratic variations supports this impression of typicalness. 

The conclusions, which are too many for enumeration and in any case must 
be read in relation to the interpretative background for full appreciation, 
include both the expected and the unexpected. Thus, findings confirm the 
generally held views regarding the positive association of profitability and 
corporate financial liquidity, as reflected in the current ratio, the relatively 
greater use of bank borrowing by small than by large corporations, and the 
decrease of both current assets and current liabilities to total assets with in- 
creasing size of corporation, but a greater decrease in the current liabilities, 
Unexpected are the findings that large and small corporations rely to about 
the same extent on trade credit to finance current ouput and that larger 
corporations have lower inventory turnover than small corporations. (The 
only exception to the latter is the retail trade group where size shows no clear- 
cut influence upon the inventory to sales ratio [Chart 3]). The explanatory 
hypothesis of increasing integration as size of business increases is supported 
by the correlation of size and the fixed assets to sales ratio (Chart 11). This 
latter point suggests that larger retail trade units may be showing an inventory 
turnover similar to that of smaller units in spite of the assumption of addi- 
tional functions, such as wholesaling, warehousing, and occasional processing. 

Chudson is careful to point out the absence of any normal or typical pattern 
for the economy as a whole but indicates that within the particular industry, 
size, and profitability groups there is a clustering of ratios (p. 6). He adds: 
“As criteria for credit analysis, therefore, financial ratios take on significance 
only when compared within a given class of concerns or when examined for 
the same group of firms over a period of time.” The statement shows no es- 
pousal of the idea that the average ratio as a “standard” or “ideal”? should 
be regarded as do certain writers. Where “central tendency” is found the 
credit analyst would, of course, do well to examine deviations for their pos- 
sible relation to either solvency or profitability. 

Some questions as to significance or utility of the data will occur to a re- 
flective reader: 

1. Where the ratio is based upon year-end balance sheet data which is sub- 
ject to possible seasonal variation, e.g., notably the relation of inventory 
and accounts receivables to sales and to total assets, The author mentions 
the point but it merits emphasis. 

2. Certain ratios of doubtful utility, such as the ratio of notes payable 
(bank loans) to sales, surplus to assets, short-term debt to long-term debt. 

3. The typicalness of certain average ratios where those ratios for the 
“income” corporations of the several industries appear to show a poor rank 
correlation with the similar ratio of “deficit” corporations, Æ.g., inventory 
to sales (p. 19) as compared with what appears to be a superior rank correla- 
tion of inventory to assets (p. 23). 
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4, The representativeness of ratios so largely calculated for the single 
year, 1937, | 

The Lutz study of Corporate Cash Balances, 1914-43, is based on data from 
a limited sample of major well-known manufacturing (81) and trade (9) 
corporations which publish their financial statements and of medium-sized 
and small manufacturing (73) and trade (30) corporations whose figures are 
drawn from tax returns filed with the Wisconsin State Tax Commission. 

As the title indicates, the study is centered on the movement of corporate 
cash balances for the period 1914-43, Comparisons are also made of total 
means of payment with cash balances of all manufacturing and all nonfinancial 
corporations reporting to the Bureau of Internal Revenue, 1926-36 (p. 10), 
as well as of total means of payment with cash balances of the samples of large 
and of small and medium manufacturing corporations, 1915-43 (p. 14). After 
this picture of cash fluctuations, an analysis is made (chap. 2) of the annual 
changes in the major asset items for the samples of companies to show the net 
absorption or release of “funds,” which are intended to reflect the cyclical 
shifts toward and out of the asset “cash.” 

There follows (chap. 3) an artificial reconstruction of cash payments and 
receipts by inference from the balance sheet changes and the income state- 
ments of the sample corporations (described in Appendix C}, By comparison 
of the year-end cash balances with this volume of receipts and disbursements 
(chap. 4) for the period 1919-39, the author arrives at relationship between 
the two during the “normal” 1920’s from which ratio he computes an estimate 
of “transaction” cash figures or balances which he deduces are essential to 
handle transactions, Any remainder of cash is then labeled “free” cash. 

The balance of the study is concerned with an analysis of this “free” cash, 
the liquidity ratios and cash balances, the liquidity of the manufacturing 
sample during the two World War periods and the trade sample over the 
entire period. ) 

The chief impression gained is that the study supports that school which 
accuses “private enterprise of contributing to the stagnation of the economic 
system of holding excess cash balances (instead of investing them) and thereby 
counteracting the stimulant effect of deficit financing” (p. 2). This impres- 
sion grows out of the emphasis on certain calculations which purport to divide 
corporate cash balances into “transaction” cash and “free” cash even though 
the author is careful to put quotation marks around these terms, and never 
adopts for his own such allegations against business. The validity of such 
a concept of “free” cash hangs upon the theory that business should regard 
as normal cash balances a fixed percentage of current receipts or disburse- 
ments. : 

For anyone unfriendly to this “hoarding” theory, suitable points could be 
raised from the study itself. Thus, it could be argued that “need” for cash to 
care for “transactions” or payments fluctuates during the cycle because of 
the fluctuating turnover of receivables and inventories, When cash flows in 
more slowly from customers, relatively more cash on hand is needed to cover 
expected payments with a given degree of certainty or assurance. Lutz him- 
self lists the five reasons (pp. 37-39) why business corporations cannot be 
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assumed to hold cash for expected future payments in a fixed ratio to those 
payments, Underemphasis plus the probable tendency to interpret most of 
these factors as “store of value” rather than “circulating medium” uses of 
cash will lend aid and comfort to followers of the business “hoarding” theory. 

Whatever cyclical change there may be in liquidity preference it does not 
appear to be any more characteristic of business corporations than other sec- 
tors of society so far as comparative cash holdings show. The ratio of year- 
end corporate cash balances to the total nation’s means of payment shows no 
cyclical movement (1926-41) for all reporting manufacturing corporations 
and only slight cyclical movement, if any, for all nonfinancial corporations 
(pp. 10-11). 

Examination of the liquidity ratios (7.¢., ratios of current assets, quick assets, 
cash and marketable securities, and cash to current liabilities) for the sample 
of larger manufacturing companies supports the thesis that, in general, busi- 
ness shows greater liquidity in depression and less in prosperity (p. 61). How- 
ever, the sample of small corporations gives no similar clear-cut picture (p. 
64). Lutz concludes that these customary liquidity ratios are of little im- 
portance in a study of corporate cash balances but that certain other ratios, 
such as cash and cash plus marketable securities to cash payments, are the 
most important In measuring the liquidity of the aggregate of corporations 
(p. 66). 

An examination of the figures in this Chapter 6 reveals how small the cash 
is in the total current position and how small its fluctuations are in relation 
to the fluctuation of the other current items. Similarly, Chapter 2:shows how 
tiny the cash changes are from year to year as compared with those of all 
other assets of large manufacturing companies so that the “inflow and out- 
flow of funds” clearly is not an inflow and outflow of cash but expansion and 
contraction of liabilities which latter are not presented or discussed. Since 
cash and changes in cash are so small in absolute amounts, it is clear that 
they can be significant only as a relative matter. Since the aggregate of cash is 
limited and the holdings of business corporations are an almost constant 
fraction of the total, it raises the question as to whether such discussion of 
shifting into cash and back into operating assets is not definitely misleading. 

Certain other secondary points will doubtless be questioned by various 
critics: some economists will query the inclusion of time and savings bank 
deposits in the total “means of payment” (p. 113); statisticians will question 
the validity of comparing year-end cash balances with total payments, since 
there might be some window-dressing of cash, the extent of which might vary 
cyclically, and they may have some doubts as to the adequacy of the samples, 
particularly of small corporations; and accountants will lift an eyebrow over 
a computation of total nonoperating cash expenditures that are inferred from 
net annual changes in certain balance sheet accounts such as plant or long- 
term debt (p, 110) or reference to “the ‘net income’ shown in the balance 
sheet.” 

Harry G. GUTHMANN 

Northwestern University 
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Public Control of Business; Public Administration; 
National Defense 


Agricultural Price Control. By GEOFFREY S. SHEPHERD. (Ames, Iowa: The 
Collegiate Press. 1945. Pp. vii, 355. $3.75.) 


Governmental efforts to fix minimum prices of farm products is the chief 
topic of this book, although a brief summary of wartime maximum price 
control is included. Mid-1945 was the ideal publication date for such a study 
for, with V-J Day past, the nation is faced with the promise we made in 
1942, that the government will support the major portion of farm product 
prices at 90 per cent of parity for two years following the end of the war. 

The book performs three useful functions: it provides a ready summary 
of minimum price control experience, it contains a critique of methods and 
results, and it gives some concrete suggestions for the future. 

Starting with the question, “Is it necessary or desirable to control agricul- 
tural prices at all?” the author answers affirmatively because in his judgment 
inherent features of agricultural production and consumption prevent free 
market prices from regulating agricultural production and consumption 
satisfactorily, particularly in the short run. Our minimum price control 
experience, for which we have paid such a “high tuition,” should guide us, as a 
nation, in deciding what we want this price control to accomplish, in working 
out a logical program, and in carrying it through with the highest of mana- 
gerial skill. 

After reviewing the old Farm Board’s operations, the author holds that the 
proper conclusion “is not that the Board, in trying to stabilize prices against 
fluctuations in supply and demand, was chasing after a will-o’-the-wisp that 
could never be caught; the trouble was rather that the Board did not have 
enough power to catch it.... The Board suffered from bad luck [started just 
‘before collapse of prices generally] as well as inexperienced or short-sighted 
management and lack of political support” [lack of enough funds] (pp. 
35-36). 

With reference to the experience after 1932, the author makes only inci- 
dental reference to the acreage restriction activities of the Agricultural Adjust- 
ment Administration which he holds were offset by higher yields on the 
remaining acres. The burden of several chapters is review of the Commodity 
Credit Corporation’s program of stabilizing prices against fluctuations of 
production and of demand, and of raising farm prices over a period of years. 
This program worked well in the years of rising demand and drought-limited 
crops from 1933 to 1937. In late 1937, however, “it suddenly became apparent 
that the C.C.C, had been skating over thin ice” (p. 46), that the Corporation 
was on the road to “commit a farm board” (p. 78), and that over its whole 
operations from 1933 through 1941 it “had a happier history than the Farm 
Board, chiefly because of the more favorable economic circumstances in 
which it operated” (p. 78). These circumstances were its birth in a depression 
and the chance to ride the prosperity wave, two bad drought years to cut 
supplies, and finally, the wartime food demands after 1941 which bailed the 
government out of a bad situation. 


178 THE AMERICAN ECONOMIC REVIEW [ MARCH 


In all “The most obvious and persistent error in the policies of the C.C.C. 
has been its attempt to raise the level of the prices of the ‘basic’ commodities 
over a period of years” (p. 80), by storage or loan devices. The author finds it 
difficult to appraise C.C.C.’s effectiveness in carrying out its other two objec- 
tives, partly because its operations were in a period of rising demand that 
ended with accumulated stocks in 1941, but chiefly because the perversion of 
the C.C.C.’s activities into an attempt to raise the level of farm prices so con- 
fused effects that no judgment on the accomplishment of other objectives 
could be reached. 

With respect to efforts to Increase demand, the author’s findings are not 
encouraging. Subsidized domestic consumption exercises less upward pull on 
farm prices in the long run than in the short run. The cotton and wheat 
export subsidies cost the domestic consumers and the government together 
more than they raised prices to producers. 

Turning to local stabilization activities, the author finds that marketing 
agreements for milk and fresh fruits and vegetables have improved the func- 
tioning of the local markets in which they operate but at the expense of the 
consumers. He does approve the use of agreements to obtain the maximum 
prices for growers when markets are not “fully competitive” (p. 260), or 
where farmers suffer the effects of lack of information. Thus, marketing 
agreements may provide some of the effectiveness of large-scale business, but 
at the same time there is a temptation to raise prices “above long-run com- 
petitive levels [which] would be harmful to consumers, and in the long run, 
to producers also” (p. 261). 

This hasty summary of the author’s review of minimum price control 
history omits mention of some excellent technical chapters. One (chapter 6) 
applies some of the author’s earlier work to the effect of C.C.C. stabilization 
activities on geographical and grade price relationships. Chapters 8, 9, and 
10 develop methods for stabilizing prices of corn, wheat and cotton, respec- 
tively, against fluctuations in production, in which the program arrived at 
for each product is affected by such factors as elasticity of demand for the 
commodity and the rôle of imports and exports. 

In the closing chapters the author looks ahead to the post-war problem. 
The factors making for holding up agricultural production appear to be far 
stronger than those for holding up demand, both foreign and domestic, to 
wartime levels. Passing quickly over the immediate post-war problem, the 
author presents a cogent critique of parity, which ends with the telling point 
that this guide to policy is a guide to desirable farm income levels, but, 
unfortunately, it not only is inadequate for that purpose, but it also impedes 
the primary task of prices, that of governing farm production. 

After having distinguished the rôle of price as guide to the production of 
particular commodities and as the determinant of the level of farm income, 
the author’s suggestions deal almost exclusively with the former. His chief 
proposal deals with the stabilization of supply by means of ‘“forward-pricing,” 
supplemented by a storage program for non-perishables to equalize the 
influence of yield variations. Forward prices would be set by examining the 
elasticity of demand and elasticity of supply for various farm products. 
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“When prices for each product are finally worked out, they could be 
published along with the physical production goals as the prices estimated to 
be necessary to induce the production of the quantities of the different 
products specified in the goals. These prices would represent economic bench 
marks that would constitute at least a definite basis for arguments about the 
levels at which the forward price floors should be set” (p. 341). 

Concerning this. program, the reviewer will make three comments: 

1. The techniques suggested for fixing forward prices and for determining 
storage operations rest heavily on analyses of the demand elasticity and the 
supply elasticity that have existed during an era of unstabilized prices. In 
addition to the well-known weaknesses of such analyses, the author uses 
statistical analyses of data from an era of unstabilized prices as a basis for 
evaluating the benefits of his program and for reaching conclusions as to the 
merits of alternative techniques for use under conditions of stabilized prices. 
When prices are not stabilized much of the elasticity of demand for particular 
farm products arises fom the substitution of one product for another such 
as feed wheat for corn and vice versa, as the price of one falls compared to 
the other. Similarly, much of the shift in acreage devoted to particular crops 
arises from past price experience, tempered by varying degrees of uncertainty 
of future prices for various products. What happens to the elasticity of demand 
when all prices are stabilized? What differing elasticities of supply will be 
experienced if and when farmers look forward to minimum price certainty? 
An obvious answer to this citicism is that elasticities based on past behavior 
can not be followed blindly, but must be tempered. But tempered on what 
basis? Judgment presumably. 

At best forward prices would have to be based on elasticity of supply 
estimates, elasticity of demand estimates, and intensity of demand estimates. 
That leads to a dilemma. If a sizable tolerance is allowed for such errors and 
support levels are placed well below forward price levels, then actual market 
prices may fail by a large margin to equal the forward prices and farmers 
will lose confidence in the plan. If, on the other hand, the tolerance is small 
(other supporters of forward pricing have suggested only 5 or 10 per cent), 
then an error in forward pricing may have the effect of encouraging an 
oversupply and thereby of imposing an impossible carryover problem, 

2. This leads to the second criticism, namely, that the author proposes that, 
with the exception of perishables, the government make good on its forward 
price commitments by loan rates or other devices which place a floor under 
market prices. Clearly consumption would remove more surpluses if market 
prices were left free and farmers given supplementary payments. This is 
rejected by the author on administrative grounds (and farmers oppose such a 
plan also). That leads the author to a plan of rigid price: floors, the 
consequences of which can be disastrous if significant errors are made in 
forward pricing. 

3. There is a fundamental conflict between the “forward-pricing” tech- 
nique and the economic-political problem faced. This forward-pricing tech- 
nique is an adaptation of the support price program used during the war, 
whereby guaranteed prices were set at levels needed to call forth the 
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desired production. Total agricultural production was stimulated thereby, 
and within agriculture some uses of land and feed were encouraged more than 
others. So far as the reviewer knows, no farm price fell during the war, 
and few, if any, even of products not desired by the War Food Administration, 
failed to enjoy increases in prices equal to or greater than increases in costs. 
It is easy to stimulate total production by higher prices or to get relatively 
more of one product by raising its price relatively more. It is another thing to 
lower support levels for some or all products absolutely. Resistance both 
political and economic to absolute declines in production are far different 
from impediments to absolute increase in production. This seems to be 
acknowledged by the author when he says that farm incomes “adequate to 
keep production forthcoming .. . would be lower than income for comparable 
work in other lines” (p. 342). One-could go further and ‘say, “incomes lower 
than agriculture will accept as the objective of national policy.” 

Are forward prices to be set at levels which would call for the desired 
production if total agricultural capacity were adjusted to demand so as to 
yield the desired level of farm income? Such an assumption is counter to 
the author’s prognostications, for he expects that agricultural capacity after the 
war will be considerably above this level. If forward prices were to be set 
on such a false assumption, the prices would deter to a marked extent the 
contraction of capacity and burden the market with surpluses. Or are the 
forward prices to be set at levels which will bring forth the desired production 
when agricultural capacity is in fact above the level compared to demand 
which would provide the desired farm income? Clearly, with agriculture’s 
well-known resistance to a decline in capacity in mind, prices set on this 
basis would be well below those set on the former basis, In fact, these forward 
prices would have to assume the burden of driving out excess capacity and 
they would provide a lower level of farm income than farmers consider proper. 

This indicates clearly that, after having sought to cut loose his forward- 
pricing program from responsibility for total capacity and the level of farm 
incomes, the author’s plan must lead him back into this dilemna. Not only 
does forward pricing in principle get into trouble by washing its hands of 
this larger problem; it will not be acceptable to farm groups. Clearly they, and 
I suspect most economists, hold that the income or demand compared to total 
capacity problem of agriculture is the basic problem. Only in a supplementary 
sense is the guiding of shifts within agriculture a problem at all, even when 
one grants the blind character of acreage shifts, for example. 

The author recognizes that his program does not care for this longer-term 
problem of agriculture. However, except for some admonitions about the 
necessary rural-urban population shifts, he rejects such suggestions as acreage 
control as having no lasting effects on output, supplementary income pay- 
ments as holding up capacity when it should be reduced, storage as only a 
temporary palliative, and so on. 

Aside from failing to note the conflict between his forward-pricing plan 
and the existence of excess capacity, this unsatisfactory ending should not 
be held against the author. It merely represents the dilemna we face, that the 
income level demanded by farm groups, in light of the high capacity of post- 
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tion charges—GR-S will sell for as low as 14 to 16 cents a pound. No one 
can tell, of course, what new developments will occur in the production of 
synthetic rubber. If the last three years are any guide to the future, it is not at 
all impossible that the synthetic might be superior to the natural in quality 
and lower in price, | 

For a time, of course, natural rubber will continue in short supply. When 
the surplus stage: is reached there is no telling what its price will be. It will 
depend upon how far the estates go, or are forced to go, in “rationalizing” 
their production. If inefficient operations are eliminated it is possible that 
natural might sell for as low as 8 or 10 cents a pound. 

With both the American synthetic industry and the Asiatic natural rubber 
industry characterized by high costs for a substantial proportion of their 
output, the situation is ripe for “cut-throat” competition. If important new 
uses for rubber are found and if both the natural and synthetic industries were 
to stabilize at roughly one-half of their present capacities, both could un- 
doubtedly survive on a reasonably prosperous basis. 

So far as the United States is concerned the rubber problem is complicated 
by the requirements of national security. The author believes that a stockpile 
of natural rubber comprising one or more years’ normal requirements of 
rubber should be maintained and that around 200,000 tons annual output 
capacity for general-purpose synthetics should be retained for this purpose. 
He doubts the feasibility of keeping plants in “standby” condition and does 
not look upon a tariff on natural rubber as being desirable. It might be feasible 
to adopt some form of direct subsidy, But, if this is done, he believes there 
should be a well-defined procedure for periodically examining and revising its 
amount. Whatever protection is granted should be selective and confined to 
no more than one-fourth of the capacity built during World War IT. 

Dr. Knorr’s book should be ‘‘must” reading for those who are in any way 
responsible for formulating this country’s rubber policy. He has provided a 
back drop of the world rubber problem of which this country’s problem is 
but a part, though an important one. He has sketched the general direction in 
which we must go if we are to live up to the Good Neighbor policy without 
sacrificing our own vital security needs. At a few points the book is slightly 
repetitive and at times the style is a bit heavy. But these are only minor defects 
in a work that is otherwise thoroughly scholarly. 

Howard S. PIQUET 

Washington, D.C. 


Economic Geography; Regional Planning; Urban Land; Housing 


TVA, Democracy on the March. By Davo E. LILIENTHAL. (New York: 
Harper. 1944. Pp. xiv, 248. $2.50.) 
This book is the story of a great change in the Tennessee River drainage 
basin, It is a story of a river which has been brought under control, and put 
to work in the service of mankind. It is a story of land, whose fertility has 
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been renewed, and of forests that have been refreshed with young growth. 
Even more it is a story of the people and their building of a new valley. But 
it is not essentially a history of the region (and the part that the Tennessee 
Valley Authority has played in its development). Rather it is a book about 
tomorrow, its fundamental purpose being to show how the experience of the 
TVA can be drawn upon to safeguard the future course of resource develop- 
ment in the valley and elsewhere in the country (and the world, for that mat- 
ter), 

Though the author, the well-known chairman of the board of directors of 
TVA, naturally favors the creation of other regional authorities employing 
TVA principles, he has -a deeper purpose in writing this book than such 
advocacy. He is especially concerned that science and technology be com- 
bined with nature in such manner as to improve the standard of living of 
people, in this country and abroad, in other words, with resource develop- 
ment. He calls this “The Grand Job of This Century.” 

The job of resource development must be undertaken, of course, with a 
moral purpose; it must be conceived and carried out for the benefit of the 
people, rather than special interests. But high purpose alone will not ensure 
that resource development be a blessing rather than a curse. The author, 
drawing on the experience of the TVA, insists that two other principles must 
be followed, 

The first principle is that resource development must be governed by the 
“unity of nature’—the unity that binds together streams, land, forests, 
minerals, farming, industry, and mankind. A river must be envisaged in its 
entirety. In its development regard must be had to the need for electric energy, 
channels for navigation, a water supply for domestic use and irrigation, 
facilities for recreation, including swimming, boating, fishing; and protection 
must be provided against floods, soil erosion, and stream pollution. In the 
case of the Tennessee River and its tributaries Congress directed that all of 
these functions should be entrusted to one agency; the resources of the valley 
were not to be broken up into separate parts that would fit into the traditional 
governmenal scheme of administration. 

In this respect the action of Congress represented a sharp break with the 
past. There were, to be sure, well-established precedents for government ac- 
tivity in flood control, navigation, power, agriculture, forestry, and research, 
but hitherto no single agency had been entrusted with the unitary task of’ 
developing a river so as to release the total benefit from its waters to the 
people, This was virtually revolution in government administration. And as 
‘an important corollary this step placed upon TVA the full responsibility for 
success or failure. Being largely freed from jurisdictional disputes, and being 
solely responsible for the selection and promotion of its personnel under a 
legislative mandate to permit no political test or qualification in the selection 
or promotion of employees, the TVA could not escape BCCCun ADE = should 
it fail in its designated task. 

The second principle is that the people must participate actively at in the 
job of resource development; this is the only way the job can be done effectively. 
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A method of resource development that draws in the average man and woman, 
and makes them a part of the job, in the day-to-day work in the field, fac- 
tory, and office, will tap riches of human talent that can never be enlisted 
by any highly centralized, dictatorial, and impersonal system of development. 
It is just such widespread and intimate participation of the people in the 
-development of their valley that has characterized the operations of the 
TVA. The job of region building has been carried out at the “grass roots” 
in almost every phase of the I'VA’s life—among farmers, workmen, business 
men. 

The grass roots policy has been extended also to the state and local govern- 
ments. The author asserts that it is true without exception that, whenever a 
state or local agency can perform part of the task of resource development 
for which TVA has the primary responsibility, the endeavor has been made 
to have them undertake it. It can not be disputed, he says, that the state 
and local governments are stronger now than they were when the TVA was 
created. Among his illustrations is the public park system. When the TVA 
was created the state of Tennessee had no department of conservation, no 
state park system and no county park areas; but now it has a conservation 
department and one of the best state park systems in the Southeast. 

Encouraging in these days of federal centralization are Mr. Lilienthal’s 
views with regard to the desirability of decentralizing the administration of 
the functions of the central government. He recognizes fully the need for a 
strong central government, but he objects to the remote and absentee control 
associated with centralization in administration. It does not follow merely 
because power is granted to Washington that it must be exercised there, Our 
task, he says, must be to invent devices of management that will permit 
many of the powers of the central government to be administered in the field, 
and not from Washington, where “there is and always has been so much 
bureaucratic spirit, such organizational intrigue, so much pathologic personal 
ambition, so many burning jealousies and vendettas.” Democracy can not 
thrive in such an atmosphere. : 

If tbis state of affairs continues, one of two things will ultimately happen. 
Either the distrustful citizens will deny the national government the powers 
it should have in the national interest, or an arrogant central government 
will impose its will by force. In either case the substance of democracy will 
have been lost. Those who believe in democracy must, therefore, prevent the 
administration of affairs from becoming so concentrated in Washington as to 
deaden the average citizen’s sense of participation in government, for in citi- 
zen participation lies the vitality of democracy. If the TVA experiment as 
administered thus helps to solve some of the problems raised by the flight 
of ‘authority to the center and the isolation of the citizen from his govern- 
ment, history may quite possibly record that as TVA’s greatest contribution 
to national well-being and the strengthening of democracy. 

In line with the foregoing views Mr. Lilienthal sets definite limits to the 
expansion of the TVA itself. He believes that the full potentialities of a uni- 
fied approach to resource development will not be realized if the regional 
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agency covers too large a region. In his judgment the present TVA region 
should not be enlarged substantially, It would be logical to bring the Cumber- 
land River within the TVA, and there should perhaps be some extension of 
electricity beyond the area now served, but any substantial enlargement of the 
territorial scope of the TVA would impair its effectiveness and tend to produce 
the very evils of remoteness which the Authority is endeavoring to remedy. 

This is a refreshing book by virtue of the optimism, idealism, and yet com- 
mon sense of the author, It is written on a very high plane, and the reviewer 
is grateful to the author for allaying some common doubts and fears, and for 
offering the hope, at least, of a better world in which the people under demo- 
cratic methods will strive to bring the individual interest into harmony with 
the national interest. 

ELIOT JONES 
Stanford University 


Labor and Industrial Relations 


Yearbook of American Labor. Vol, I. War Labor Policies. Edited by COLSTON 
E. WARNE, chairman. (New York: Philosophical Library. 1945. Pp. xvii, 
655. $7.50.) 


This symposium on war labor policies and events is published for the 
Institute of Labor Studies. The function of this institute, as explained in a 
short prefatory note, is to promote fruitful research by bringing to bear on 
the labor field “the best talent that is available, with all that implies of objec- 
tive standards and sound scholarship.” 

A great number of qualified spokesmen have, indeed, been brought together 
to write this comprehensive record of contemporary labor developments. More 
than 35 teachers of economics and sociology, government and union officers, 
men of the labor press and other experts have contributed to the book. Almost 
every important recent development in labor economics and policies, labor law 
and social legislation, government price and wage control and rationing, 
industrial relations, the situation of minority and other special labor groups, 
national and international unionism, and related fields is discussed in the six 
parts of the work on Status of Labor, Labor and the Government, Case Studies 
of Organized Labor, Special Labor Groups, Wartime Union Policies, and 
International Relations of American Labor, The Introduction presents an 
analysis of the book and shows the correlations between pre-war and war 
developments. A Balance Sheet of Labor, 1944, winds up the discussion. 

It is of course impossible to do justice to all of the thirty-two articles of the 
book in this short review, I believe that the strength of most of them lies in 
the fact that they not only discuss war developments proper, but also include 
short analyses of the basic problems involved and present recent developments 
with due regard to their pre-war origins. This technique offers the reader, 
especially the lay reader, an opportunity to judge recent events as steps in 
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gradual evolution, It will thus help him to understand developments which 
otherwise might seem enigmatical. 

Some chapters of the book, as, for example, those on the union maintenance 
policy of the National War Labor Board, on wage stabilization, and on new 
problems in social security, deal with complex and highly controversial subjects 
in relatively few pages; but, owing to the concentrated and systematic manner 
of presentation, they contain a remarkable amount of information. The value 
of several contributions is enhanced by the fact that their authors are the 
persons who were entrusted by the government with the task of solving 
those problems which they discuss in their articles. By bringing together all 
the monographs in a single volume, a useful reference book has been created. 

Since the book covers a considerable number of highly controversial subjects, 
the editors have been confronted with the problem of partiality. In explaining 
their attitude with respect to this problem, they state: “We have been most 
anxious to reduce the problem of bias to a minimum. We appreciate fully 
that areas of dispute exist and have sought to balance our presentation of 
the more controversial issues.” The editors were not completely successful 
in this respect. It is quite obvious that some contributors have succumbed to 
the danger of giving their chapters, by omission or commission, a color best 
suited to serve their academic or their group’s economic interest, rather than 
to present a perfectly objective picture before drawing conclusions. 

The editors have invited a critical appraisal from all readers “of this first 
somewhat experimental volume.” Here is this reader’s suggestion: 

According to the Preface, the editors wished to publish a book that will 
prove an aid to unions in analyzing, interpreting, and appraising existing labor 
policies; that will be useful for those in government and in business life; that 
will serve the student of labor as a ready reference volume; and that will prove 
a valuable adjunct to college courses in industrial relations. The value of 
the book for all these objectives will be increased if in future editions any 
partiality is suppressed, and if, for this purpose, contributors are selected 
who represent a greater variety of ideologies than the present participants do. 
This statement does not in the least reflect upon the present contributors’ phi- 
losophies or affiliations, But it is believed impossible to judge contemporary 
labor developments “with all that implies of objective standards and sound 
scholarship” unless qualified spokesmen of all groups concerned with labor poli- 
cies and industrial relations are given the opportunity of presenting their reports 
and interpretations. In order to appraise existing labor policy, enlightened union 
and government officers, business men, students of labor problems, and 
certainly teachers of labor economics and industrial relations, need as compre- 
hensive a survey as possible of different views. In the editors’ Preface the wish 
is expressed to make future editions of the Yearbook “even more valuable to 
its users.” Consideration of the foregoing suggestion could help to make that 
wish come true. 

Kurt Braun 

The Brookings Institution 
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Social Insurance; Relief; Pensions; Public Welfare 


In the Margins of Chaos; Recollections of Relief Work in and Between Three 
Wars. By Francesca M, Witson, (New York: Macmillan. 1945, Pp. 
xii, 313, $3.00.) | 

Francesca Wilson, a British school teacher, has spent a good deal of the 
last thirty years in foreign service, The plight of refugee Belgians whom she 
had first met seeking refuge in England, took her to Holland and France in 
1915 and 1916. As a member of a small British Friends Unit she followed her 
brother, also a relief worker, to Corsica where the Serbian Relief Fund tried 
to make life a little more bearable for exiled Serbs. The same kind of work 
soon took her to North Africa and eventually to Serbia, together with the 
early groups of repatriates. Again a devastated country, widespread misery, 
lack of all desirable services, challenged her ingenuity and with utmost patience 
various emergency services were gradually developed for children and adults, 
for the homeless and for the sick, for disabled veterans and for all kinds of 
people who were simply disorganized, half-hearted and crushed by continuous 
suffering. 

While in Serbia Miss Wilson heard of starving Vienna, and decided to look 
into.Friends work in Vienna on her way to England. A chance visit developed 
into three years of service in Austria, mostly offering aid to groups of students 
and professors and other members of a middle class caught in the grinding 
poverty of superinflation. Hers was humble and unspectacular work, expression 
of a common brotherhood and of an eagerness to share experiences and the 
rather scanty goods at the disposal of international relief workers. In Sep- 
tember, 1922, she transferred from Vienna to famine relief in Soviet Russia, 
assigned to an outpost in the Buzuluk region, where she and a young English 
girl were in charge of food distribution for an area including sixty villages or 
hamlets. The relief workers lived in a log cabin with Russian peasants, visiting 
local committees, families and most depressing children’s orphanages full of 
listless, sickly, ragged children. 

In 1937 the Spanish War, especially the misery of the children, haunted 
Francesca Wilson and again she took leave from her school, joining a very 
small group of courageous relief workers. She was just in time to share the 
nightmare of crowds of wild-eyed refugees fleeing from Malaga before it fell 
to Franco’s Italian Army. Again services were improvised, hospitals for chil- 
dren, occupational centers, open air schools for dealing with the hoards of 
refugee children, even farm colonies where food was raised. Soon the mass of 
Spanish refugees pushed into France, half a million or more after the surrender. 
Francesca Wilson followed them into the bleak internment camps where she 
tried to bring a little cheer, a little food, some textiles and sewing utensils, at 
a time when the world was paying scant attention to individual misery even 
if it appeared en masse, 

The German invasion of Poland and the simultaneous entry of Russian 
troops from the east produced another stream of forlorn bands of refugees, 
this time Poles moving into Rumania and Hungary, into chaos. An urgent call 
of the Polish Relief Fund codperating with the British Friends took Francesca 
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Wilson to Hungary with a relief unit of six, distributing clothing and other 
relief, including British government contributions. After the fall of Poland, 
Hungary had become the only route of escape for the Czechs and for the 
earlier victims of nazi persecution who had found temporary refuge in 
Czechoslovakia, However, increasing German pressure and the imminent 
entry of Italy into the war quickly terminated that phase of her work. 

Francesca Wilson’s simple and vivid account of her many colorful activities 
and experiences is completely unassuming and unembellished; plain statements 
of an eye-witness with a warm heart and pretty sharp eyes who above all likes 
people and wants to share her strength but who has few illusions as to the 
adequacy of the services of which she has been such a vital part. “Thinking 
over relief work in the middle of a new chaos, with the old situations back 
again, magnified and multiplied and a thousand times more hideous, 
is not an encouraging task, What does it appear in retrospect but lost endeavor, 
an ever-repeated sweeping up the sands with vaster deserts in front?” Most. 
of the services which she has so ably helped to organize have left little behind 
which may live after the emergency is over except where they have helped to 
train nationals or supported local social services in their periods of greatest 
strain rather than trying to supplant them, Miss Wilson thinks that the most 
lasting and deepest value of foreign relief as she has known it relates to its 
capacity for expressing international friendship, sometimes furnishing more 
effective ambassadors than those appointed by governments for official func- 
tions. If they are not hedged around with pomp and officialdom “careful whom 
they know and what they see and say, but live and work and suffer and hope 
.with ordinary people, relief workers as ambassadors may be immeasurably 
important.” 

Miss Wilson has no special brief for the voluntary relief organizations under 
present conditions. We have at, last become planning-minded and conditions 
after this war have no parallel since the Thirty Years War in their overwhelm- 
ing scale of needs. Voluntary services should offer assistance and supplementa- 
tion to intergovernmental services, but the existence of an official super-state 
body in charge of relief, the United Nations Relief and Rehabilitation Ad- 
ministration, is recognized as “an advance of incalculable importance.” 

HERTHA KRAUS 

Bryn Mawr College 


` American Medical Practice, in the Perspectives of a Century, By BERNHARD 
J. Stern. (New York: Commonwealth Fund. 1945. Pp. xvi, 156. $1.50.) 


This publication is the first of a series of monographs to be written at the 
request of a committee.on medicine and the changing order of the New York 
Academy of Medicine, The monographs are designed to provide the frame- 
work for an understanding of the current medical situation and its needs. It 
is stated in the Foreword that the monographs are expected to draw from 
history something of the framework of an understanding of medical problems 
of today. The committee, however, desires not merely a chronology of events, 
but rather a treatment of the subject matter which will bring to light the 
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achievements and the inadequacies in present-day medical practice—the un- 
even development of its different sectors, the prevailing incongruities and irra- 
tionalities, as well as the lag in the adjustment of medicine to the social needs of 
today. 

Dr. Stern has written a monograph which follows closely the pattern set 
by the committee. He has drawn upon a large number of studies previously 
published and has presented in readable form many of the significant details 
from much of the important source material. The monograph will be enlighten. 
ing and useful to the medical profession and to all other professional and lay 
groups who are interested in the provision of a high quality of curative and 
preventive service to all people, whether they belong to low or high income 
groups. 

Although the monograph is divided into seven chapters, actually the discus- 
sion falls into three groups. Chapter I gives a bird’s eye view of the economic 
history of the United States. The conclusion drawn from the data presented 
in this chapter may best be stated in the words of the author: “In the face of 
the vast increase in national income and of consumers’ goods, a situation has 
developed in which a large segment of the people of the United States have 
incomes that do not permit them to share fully in these social gains.” 

In Chapters II to VI the development, changes, and problems of medical 
practice since the Civil War are discussed. In Chapter II the growth of the 
science of medicine is reviewed. In Chapter III the author explains the reasons 
for the development of the specialist in medical practice and points out some 
of the problems from the point of view of both the physician and the patient. 
In Chapter IV the author presents data as to the supply and the distribution 
of physicians with particular emphasis on the shortage of physicians in the 
low income sections of the country, the rural areas and the small communities 
which are not able to assure adequate incomes to physicians and to finance 
hospital services. 

In Chapter V there is set forth available data on the patient load of the 
physician. The author states that patient load furnishes an index of the 
adequacy of the supply of physicians in terms of the use of these services. Dr. 
Stern correctly emphasizes, however, that it does not provide an index of need 
for medical services. Whether or not illnesses actually receive care is to a large 
extent dependent upon the ability to pay for medical care and the choice 
between spending money for a doctor or for something else the family may 
need or want, Chapter VI is a digest of the available information as to incomes 
of physicians, The conclusion drawn is that under the present arrangements 
of medical organization many physicians are insecure financially. The reader’s 
attention is, however, drawn to the fact that, although an adequate income 
for the physician is important as a factor in his ability to keep up with advances 
in medical science and to utilize new medical technology, an improvement in 
the financial status of the physician will not alone solve the problems of the 
quality of medical care. 

Chapter VII, the final chapter, deals with the problems of the consumer of 
medical services, and his difficulties in financing present standards of medical 
care in communities where such care is obtainable. The details in this chapter 
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will be highly enlightening to students of the problem and possibly shocking to 
those who may have been lulled into complacency by the general impression 
that we are a rich country with a highly developed medical science. A vast array 
of statistical data supports the author’s conclusions that the medical needs of 
` a considerable proportion of American families are not fully met. The amounts 
spent for medical care decline consistently as incomes drop. Yet mortality and 
morbidity statistics indicate that the need for medical care among lower income 
groups is greater than among higher income groups. The author’s conclusion 
is that the chief problem of medical practice today is how a high quality of 
curative and preventive medical services can be made available to all people, 
whether they belong to low or high income groups, whether they be rural or 
urban residents, Negro or white. 

It is disappointing that the author, having so carefully analyzed a vast 
amount of data regarding the economic inability of large numbers of our 
population to secure adequate medical care, did not go one step further and 
suggest a solution to this problem, It would appear to the writer of this review 
that the impressive array of data presented by Dr. Stern would inevitably lead 
to the conclusion that the use of the insurance principle, the distribution of 
the cost over large groups, must be adopted if adequate medical care is to be 
made available to rich and poor. Dr. Stern’s own conclusions from his data 
might, however, differ from mine; and it is almost certain that the monograph 
will leave many with the question as to what would be his recommendation 
for making available to all the best known practice in preventive and curative 
medicine. 

EMiLy H. HUNTINGTON 

University of California 

Berkeley, California 


Population; Migration; Vital Statistics 


Demographic Studies of Selected Areas of Rapid Growth. Proceedings of the 
Round Table on Population Problems; Twenty-second Annual Conference 
of the Milbank Memorial Fund, April, 1944. (New York: Milbank 
Memorial Fund. 1944, Pp. iv, 158. $1.00.) 

These studies, here collected under one cover as an “afterthought,” are 
in the nature of preliminary or interim statements of the results of demographic 
analyses carried on by members of the staff of the Office of Population Re- 
search, Princeton University. The areas selected are Japan, India, South- 
eastern Europe, the Near East, and Egypt. No study of China is included 
although it comes in for incidental comment, as does Puerto Rico at the very 
end of the volume. The studies vary in method and content, some confined to 
straight statistical analysis, others—recognizing that the population problem 
involves both demographic and non-demographic factors—going into eco- 
nomic, technological, political, and cultural influences and venturing generaliza- 
tions as to policies. Notable for this wider range of analysis are “The dynamics 
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of population in Japan,” by Irene B. Taeuber and Edwin G. Beal, “Demo- 
graphic fact and policy in India,” by Kingsley Davis, and the final chapter, 
“Problems of policy in relation to areas of heavy population pressure,” by 
Frank W. Notestein. 

This reviewer early in 1945, ventured to call to the attention of economists 
the great import of the population problem in these areas to the future of 
international relations. The present studies, together with the more popular 
Population Roads to Peace and War, by Burch and Pendell,* are significant 
indication that others are aware of the dangers inherent in the rapid increase, 
actual and potential, in already overpopulated but industrially undeveloped 
countries like India and China, There is, of course, nothing wholly novel in 
this recognition. It was expressed many years ago, somewhat sensationally, 
by Lothrop Stoddard} and popularly in Warren S. Thompson’s Danger Spots 
and E. A, Ross’s Standing Room Only. Ross in particular called attention to 
the effect which the importation of Western industrialism and culture into the 
Orient would have in reducing mortality long before an appreciable reduction 
of fertility could be expected, and the consequent increased pressure of 
population on resources—an idea central to the present studies. 

These studies are refreshing evidence that American demographers are 
emerging from the sheer technician stage to a larger range of interest and a 
broader grasp of substantive problems, It has been characteristic of population 
research in recent decades that immediate and relatively local problems got 
attention, while immensely more important ones—for the long run at least— 
have been neglected. Economists lost interest in population problems. First 
the biologists and then the sociologists took over. Together with a new and 
highly trained crop of vital statisticians, they now dominate the Population 
Association of America. Interests have centered on the development of more 
refined techniques of demographic analysis, and especially on studies of 
differential fertility. Evidence of this absorption—not to say obsession—is 
afforded by many of the publications of the Milbank Memorial Fund as well 
as by Lorimer’s excellent book, The Dynamics of Population, But studies of 
the international aspects of the fundamentally economic population-resources 
relation have been conspicuous by their absence. The latest text—a good one 
within its limited range—Landis’s Population Problems, a Cultural Interpreta- 
tion, deals not at all with the economics of population and is hardly aware 
that population presents any international problems or issues. 

In the West, after a century in which rapid population growth was correlated 
with industrialization and urbanization, decline in fertility has overtaken 
decline in mortality, Can today’s undeveloped regions support the greatly 
increased numbers which will result from industrialization long enough for 
birth control to be established in their culture, or will the lag of birth control 
behind death control produce a catastrophic situation? That is the question 
which the contributors of these studies have in mind. In this regard, Notestein’s 
observations in the final chapter are extremely cogent. Special mention should 


* Washington, Population Reference Bureau, 1945. 
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also be made of the article on Egypt by Wendell Cleland of the American 
University at Cairo. 
A. B. WOLFE 


Ohio State University 


Unclassified Items _ 


ov 


The Philosophy of Edward Bellamy, By ArtHur E. Morcan. (New York: 
King’s Crown Press. 1946. Pp. vil, 96. $1.60.) 


Some years ago Dr. Arthur E. Morgan, noted engineer, educator and 
public administrator, undertook the fascinating task of studying the life and 
works of the great utopian writer, Edward Bellamy. When he began this task, 
he took it for granted that Bellamy’ s interests had been only those of social 

reform and utopian adventuring. 

An examination of Bellamy’s unpublished writings, however soon disclosed 
the fact that the author’s work in the field of social reform had been only a 
“detour,” and that Bellamy’s first intellectual contributions had been largely 
in the field of philosophy. In fact, for Some fifteen years prior to the publica- 
tion of Looking Backward and its wide acclaim by the reading public, Bellamy 
had thought deeply and written constantly on philosophic problems. And he 
would doubtless have dedicated many more years to the formulation of his 
philosophic concepts had it not been for the great and unexpected success of 
his utopian writings. In 1893, after the publication of Looking Backward, he 
wrote to Dean Howells: “The responsibility upon us who have won the ear 
of the public to plead the cause of the voiceless masses, is beyond limit... the 
better a man does the better he has got to do. There is no discharge in that 
war.” 
Bellamy hoped that, when his social and political obligations had been 
fulfilled, he would be able to return to his first love, further to define his 
philosophic views and to present them to the public in orderly fashion, It was, 
in fact, his belief that the exposition of his philosophic views would constitute 
. the greatest work of his life. This, however, was not to be. Bellamy for years 
suffered from ill health, and died at the early age of 49, when he was still 
devoting much of his time to the cause of socialism and social reform. 

Dr. Morgan has painstakingly gathered together the more important of 
Bellamy’s non-economic writings, under the title, The Philosophy of Edward 
Bellamy, and has published them in a short volume. Commenting on these 
writings, Bellamy’s biographer declares that they disclose “one of those rare 
original minds which has the skill and power to get outside the framework 
ofsour thinking and to view man and his setting as would a fresh mind from 
another sphere.” 

Dr. Morgan first presents “The Religion of Solidarity” by Bellamy, written 
when the latter was only 24 years of age, as the best single expression now 
extant of the American utopian’s general concept of life, of mankind’s relation 
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to the whole, and of the nature of things. In this essay, Bellamy sees a duality 
in life: an individual, personal, private life, and a life “that is a spark of the 
universal life... greedy of infinity, asserting solidarity with all things and all 
existence.” The essay shows that Bellamy had been considerably influenced 
by Thoreau and Emerson and by the Hindu philosophy which had had its 
effect on the Concord School. 

Following “The Religion of Solidarity,” Dr. Morgan presents from Bellamy’s 
articles, scattered notes and fictional writings, the utopian’s pioneering thinking 
on the fears that beset mankind, and sets forth Bellamy’s suggestions for the 
elimination of many of these fears, The latter part of the book deals with 
Bellamy’s approach to an economy of happiness, and to the religious teachings 
of his day. 

Bellamy’s philosophic writings throughout reveal a man interested not only 
in fundamental economic change, but also in the whole range of psychological, 
ethical, philosophical and religious problems with which mankind is faced and 
with ways and means of bringing unity and consistency in thought and action 
into his own life and into the lives of his fellows. They reveal a man of 
penetrating mind, of high ethical concepts, of imagination and intellectual 
courage. Students of Edward Bellamy and his school of utopian thought are 
deeply indebted to Dr. Morgan for his painstaking, scholarly and sympathetic 
study of this little known phase of Bellamy’s life and for bringing to public 
attention Bellamy’s thought-provoking contributions in these fields. 

Harry W. LAIDLER 

League for Industrial Democracy 
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(New York: Committee on Internat. Econ. Policy. 1945. Pp. 20. 10c.) 


Business Finance; Insurance; Investments; Securities Markets 


Atwoop, A. W. The great stewardship: a story of life insurance. (New York: Harper. 
1945. Pp. 209. $2.50.) ' 
A history of the industry’s hundred years of expansion in America, its present status 
and its relation to social security. 


BonneEviwte, J. H. and Dewey, L, E. Organizing and financing business. 3rd rev. ed. 
(New York: Prentice-Hall. 1945. Pp. xiii, 393.) 


Mactean, J. B. Life insurance, 6th ed. (New York: McGraw-Hill. 1945. Pp. 684. $4.) 


MILER, A. T, How to build capital in 1945. (New York: Magazine of Wall St. 1945. 
Pp. 160.) 


Nuan, J. O. Casualty insurance. Vocational and professional monog, no. 59. (Boston: 
Bellman Pub. Co. 1945, Pp, 24. 75c.) 


SAWYER, E, W. Insurance as interstate commerce. (New York: McGraw-Hill. 1945. Pp. 
180. $2.50.) i 


SLOAN, L, H. Post-war savings and investments. (New York: Harper. 1945. Pp. 146. $1.75.) 


Future patterns in corporate finance. Finan, manag. ser., no. 80. (New York: Am. Manag. 
Assoc. 1945. Pp. 38. 75c.) 


Superintendent of Insurance, State of New York: eighty-fifth annual report, for year 
ended Dec. 31, 1943. Vol. Il. Fire and marine insurance companies, Legis. doc. (1944) 
no. 70, (Albany: Williams Press. 1944, Pp, 168a, 1267.) 


Public Control of Business; Public Administration; National Defense 
and War 
ANDERSON, W. and Gans, J. M. Research in public administration, Stud. in admin. 13. 
(Chicago: Public Administration Service. 1945. Pp. 221. $3.) 


Backman, J. Experience with wartime subsidies. (Washington: Citizens Nat. Committee. 
1945. Pp, 50.) 


BAKER, Sir E. Essays on government. (London: Oxford Univ. Press. 1945, Pp. 278. 15s.) 
FREEMAN, J. B. Commodity control. 2nd ed. (London: Butterworth. 1945. Pp. 311. 21s.) 


` Katona, G. Price control and business. Cowles Commission, monog. no. 9. (Bloomington, 
Ind.: Principia Press. 1945. Pp. 246, $3.) 


Sumru, H. D. The management of your government. Foreword by E. Jounston. (New 
York: Whittlesey House, McGraw-Hill. 1945. Pp. 192. $2.50.) 


STENE, E, O. Railroad commission to corporate commission: a study in Kansas administra- 
tive history, (Lawrence: Univ. of Kansas, Bur. of Gov. Research. 1945. Pp. 108.) 


Wueare, K. C, The machinery of government. (London: Oxford Univ. Press. 1945. Pp. 20. 
2s.) 


“WicxkizER, V. D. Tea under international regulation, supplementary comment. (Stanford 
University, Calif.: Food Research Inst, 1945. Pp. 24.) 


Canada and international cartels: an inquiry into the nature and effects of international 
cartels and other trade combinations. (Ottawa: Cloutier. 1945. Pp. ix, 72, 25c.) 
Report of Commissioner, Combines Investigation Act, 
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Grants-in-aid and other federal expenditures within the states. Suppl. 1. (Chicago: Counc. 
of State Govts. 1945, Pp. 9. 25c.) 


Reference manual of government corporations, General Accounting Office, as of June 30, 
1945, 79th Cong., 1st sess, S. doc. 86. (Washington: Supt. Docs. 1945. Pp. 526, $1.) 


Report of the Federal Trade Commission on distribution methods and costs. Pt. 6. Mik 
distribution, prices, spreads and profits, submitted to the Congress, June 18, 1945. 
(Washington: Supt. Docs. 1945. Pp. 58. 15c.) 


Report to the President by the Attorney General concerning the limitatiom, suspension, 
or termination of emergency, national defense and war legislation. Justice Dept. (Wash- 
ington: Supt. Docs. 1945. Pp. 97, 20c.) 

Covers the principal statutes conferring war powers, with particular reference to the 
circumstances of their termination. In two parts: (1) discussion by the Attorney General 
of typical termination provisions found in existing war powers statutes, and (2) com- 
pilation of the principal wartime statutes, 


Industrial Organization; Price and Production Policies; Business Methods 


Barn, J. S. The economics of the Pacific Coast petroleum industry. Pt. II. Price behavior 
and competition. (Berkeley: Univ. of California Press. 1945. Pp. xv, 438. $6.) 


Capy, E. L. Industrial purchasing. (New York: Wiley. London: Chapman and Hindus. 
1945. Pp. vi, 256. 16s. 6d.) 


Gras, N. S. B. Shifts in public relations. Bull. of the Bus. Hist. Soc., Vol. XIX, No. 4. 
(Boston: Bus. Hist. Soc. 1945 Pp. 52. Gratis.) 


Patents and your tomorrow, (New York: Nat. Assoc. of Manufacturers. 1945. Pp. 22.) 


Marketing; Domestic Trade 


BLoomMFiEtp, D., director. Seventeenth Boston Conference on Distribution, 1945. (Boston: 
Conference on Distribution, 80 Federal St. 1945. Pp. 87. $3.75.) 


The ABC's of fair trade: answers to the most frequent questions about the theory and 
practice of resale price maintenance. (New York: Am. Fair Trade Counc. 1945. Pp. 9.) 


Report of the Federal Trade Commission on distribution methods and costs. Pt. 7. Cost 
of production and distribution of fish in the Great Lakes area. Federal Trade Commis- 
sion. (Washington: Supt. Docs. 1945. Pp. 59. 15c.) 


Selling tomorrow’s production. (Montreal: McGill Univ. 1945. Pp. 80. $1.50; paper, $1.) 
A series of lectures (planned and arranged by The School of Commerce and The 
Advertising and Sales Executive Club of Montreal with the coöperation of The McGill 
Associates and The Graduates Society) delivered at McGill University, Montreal, 
October 2, 1944-October 11, 1944, 


Mining; Manufacturing; Construction 


Fanninc, L. M. editor. Our oil resources. (New York: McGraw-Hill. 1946. Pp. 339. $4.) 


Kino, E. G., editor. The colliery year book and coal trades directory, 1945. (London: 
Cassier, 1945. Pp. 992. 25s.) 


TousLey, R. D., The economics of industrial alcohol, Bull. no. 3. (Pullman: Bur. of Econ. 
and Bus. Research, State Coll. of Washington. 1945. Pp. 69.) 


Aluminum industry, letter from the Attorney General, transmitting pursuant to law, the g 
fifth report of the Attorney General, survey entitled “The Aluminum Industry.” 79th 
Cong., 1st sess., S. doc. 94. (Washington: Supt. Docs. 1945, Pp. 77. 15¢.) 


Coal commission: report for year to March 31, 1945. House of Commons pap. (London: 
H. M. Stat. Off. 1945, 2d.) 
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Rubber, prepared in response to the requests of the Committee on Finance of the United 
States Senate and the Committee on Ways and Means of the House of Representatives. 
Tariff Commission, War Changes in Industry Ser., rept. 6. (Washington: Supt. Docs. 
1945. Pp. 102. 20c.) 


Second advance listing of government-owned industrial plants to be disposed of by 
Reconstruction Finance Corporation, (Washington: Supt. Docs. 1945. Pp. 180. 50c.) 


Transportation; Communication; Public Utilities 


BucKNALL, R. Our railway history. (London: Simpkin. 1945. Pp. 148. 15s.) 


Carvin, D. D. A saga of the St. Lawrence [shipping]. (Boston: Bruce Humphries. 1945. 
Pp. 176. $3.75.) 


Crary, G. B. Power system stability, Vol. 1. (New York: Wiley. London: Chapman and 
Hindus. 1945. Pp. xii, 291. 24s.) 


Harrow, A. F. Steelways of New England, (New York: Creative Age Press. 1945. Pp. 
461. $3.50.) 


Huncerrorp, E. Pattern for a railroad for tomorrow, 1960. (Milwaukee: Kalmbach 
Pub. Co. 1945. Pp. 323. $5.) 


Mance, Sm O. and WHEEtEr, J. E. International sea transport. Royal Inst. of Internat. 
Affairs. (New York: Oxford Univ. Press, 1945. Pp, 210. $3.) 


MARSHALL, J. Santa Fe, the railroad that built an empire. (New York: Random House. 
1945. Pp. 481. $3.75.) 


Moakes, L. History of travel and communication, Bk. 1. Travel. (London: Crowther. 
1945. Pp. 56. 6s.) 


‘Wucus, W. J. The role of transportation in the development of Vermont. Maps by 
E. W. Newton and the author. (Montpelier, Vt.: Historical Soc, 1946. Pp. 104. $3.) 
Summarizes the geography and economic life of Vermont and the rôle of primitive 
transport, steamboats, turnpikes and canals, railroads in the making and 20th century 
transportation in the development of Vermont. 


Board of Investigation and Research—reports: Carrier taxation (79th Cong., 1st sess., 
H. Doc, 160). (Washington: Supt. Docs, 1945. Pp. 487.) 


~; Comparison of cost—rail, motor and water (79th Cong., ist sess., S. Doc. 84). 
(Washington: Supt. Docs. 1945.) 


: The economics of coal trafic flow (79th Cong., 1st sess., S. Doc. 82). (Washington: 
Supt. Docs. 1945. Pp. 103.) 


: Federal regulatory restrictions upon motor and water carriers (79th Cong., 1st 
sess, S. Doc. 78). (Washington: Supt. Docs. 1945. Pp. 325.) 


~: Summary report [of above S. Doc. 78] (78th Cong., 2nd sess, H. Doc. 637). 
(Washington: Supt. Docs. 1944. Pp. 26.) 


: Hourly remuneration rates by occupations in the transportation industry (78th 
Cong., 2nd sess., H. Doc. 623). (Washington: Supt. Docs. 1944. Pp. 127.) 


: Interstate trade barriers affecting motor-vehicle transportation (79th Cong., ist 
sess., S. Doc. 81). (Washington: Supt. Docs. 1945. Pp. 83.) 


: Interterritorial freight rates (78th Cong., Ist sess., H. Doc. 303). (Washington: 
Supt. Docs. 1943. Pp. 384.) 


: Summary report [of above H. Doc. 303] (78th Cong., 1st sess., H. Doc. 145). 
(Washington: Supt. Docs. 1943. Pp. 42.) 


: Iron and steel transportation (79th Cong., Ist sess, S. Doc. 80). (Washington: 
Supt. Docs. 1945.) 
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: The national trafic pattern (79th Cong., 1st sess, S. Doc. 83). (Washington: 
Supt. Docs. 1945. Pp. 170.) 


: Public aids to domestic transportation (79th Cong., ist sess, H. Doc. 159). 
(Washington: Supt. Docs. 1945. Pp. 1036.) 


: Railroad consolidation and employee welfare (79th Cong., Ist sess., S. Doc. 77). 
(Washington: Supt. Docs. 1945. Pp. 43.) 


: Rate-making and rate-publishing procedures of railroad, motor and water carriers 
(78th Cong., ist sess., H. Doc. 363). (Washington: Supt. Docs. 1943. Pp. 97.) 


: Relative economy and fitness (79th Cong., ist sess. 5. Doc. 79). (Washington: 
Supt. Docs. 1945. Pp. 40.) 


: Technological trends in transportation (79th Cong., ist sess., S. Doc. 76). (Wash- 
ington: Supt. Docs. 1945. Pp. 168.) 


Blueprint for world civil aviation: the Chicago International Civil Aviation Conference 
of 1944. Dept. of State, conf. ser. 70. (Washington: Supt. docs. 1945. Pp. 39, 15c.) 


Un ciclo de veinti dós conferencias radiotelefénicas. (Buenos Aires: Union Industrial 
Argentina, Inst. de Estud. y Conf. Industriales. 1944. Pp. 163.) 


Civil aviation and the national economy. Civil Aeronautics Administration. (Washington: 
Supt. Docs. 1945. Pp. 147. 55c.) 


Communications act of 1934 with amendments and index thereto, revised to June 14, 
1945, Federal Communications Commission. (Washington: Supt. Docs. 1945. Pp. 83. 15c.) 


Foreign trade and shipping. (New York: McGraw-Hill. 1946. Pp. 317. $3.) 
The British plan of government support and national codrdination of foreign trade, 
put forth as a model for the United States to follow. With a summary of American 
merchant marine history and the present position of the United States in foreign trade. 


Interstate Commerce Commission: Vol. 259. Decisions, Sept. 1944-Mar. 1945. (Wash- 
ington: Supt. Docs. 1945. Pp, 849. $2.) 


Prospects and problems in aviation. (Chicago: Chicago Assoc. of Commerce. 1945. Pp. v, 
212. $2.) 
A series of papers presented at the Chicago Forum on Aviation, which was organized 
and directed by Leverett S. Lyon and Lewis C. Sorrell. 


Reports of the Board of Public Utility Commissioners of the State of New Jersey. Vol. 
XVI. Jan, 1, 1933 to Sept. 1, 1938. (Trenton: Board of Pub. Util. Commissioners. 
1939. Pp. xxxvii, 631.) 

















f 


Agriculture; Forestry; Fisheries 


CrarRx, W. H. Farms and farmers: the story of American agriculture. Am. cavalcade ser. 
(Boston: L. C. Page. 1945. Pp. 366. $3.75.) 
Farming as a way of life in America, from the land-clearing of colonial times to 
modern scientific methods and their results in the economics of agriculture. 


DEERING, F. USDA--Manager of American agriculture. (Norman: Univ. of Oklahoma 
Press, 1945. Pp. xvi, 213. $2.50.) 


Haves, R. W. Trees and forests of Louisiana, Univ. sci. ser. (Baton Rouge, La.: State 
Univ., Bur. of Educational Materials, Statistics and Research. 1945. Pp. 96. 15c.) 


Jones, M. Final report of the War Food Administrator, 1945, to the President. (Wash- 
ington: Supt. Docs. 1945. Pp. 45.) 


Larson, G. E. and TeLiter, W. M. What is farming? (New York: Van Nostrand. 1945. 
Pp. 420. $2.95.) 


Leccetr, W. F. The story of linen. (Brooklyn: Chemical Pub. Co. 1946. Pp. 114. $2.75.) 
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The development of 60 centuries of the making and use of cloth from flax, con- 
sidered in each of the countries which have produced it. 


OMOHUNDRO, E. H., and others. Domestic cotton surplus disposal programs, Dept. of 
Agric., misc, pub. no. 577. (Washington: Supt. Docs. 1945. Pp. 54.) 


ScHurtz, T, W. Agriculture in an unstable economy. Committee for Econ. Development 
research stud. (New York: McGraw-Hill. 1945. Pp. xix, 299. $2.75.) 


Scuwartz, H. Seasonal farm labor in the United States—with special reference to hired 
workers in fruit and vegetable and sugar-beet production, Stud. in hist. of Am. agric. 
no, 11. (New York: Columbia Univ. Press. 1945. Pp. xii, 172. $2.25.) 


Tostrese, A. S. Impact of the war on the financial structure of agriculture. Dept. of 
Agric., misc. pub. no. 567. (Washington: Supt. Docs. 1945. Pp. 202, 35c.} 


Worx, P. Vegetable production and marketing. (New York: Wiley. London: Chapman 
and Hindus. 1945. Pp. ix, 559. 16s. 6d.) 


The future of farming in South Africa. Soc. and econ. planning counc., rept, no. 4. 
(Pretoria: Govt. Printer. 1945. Pp. 28. 2s.) 


A handbook of empire timbers, Rev. ed, Forest Products Research Lab., Dept. of Sci. 
and Indus. Research, (London: H. M. Stat. Off. 1945. 3s.) 


Impact of the war on the financial structure of agriculture. Dept. of Agric., misc. pub. 
567. (Washington: Supt. Docs. 1945. Pp. 199. 35c.) 


Livestock, meats, and wool market statistics and related data, (Washington: Supt. Docs. 
1945, Pp. 80.) 


Economic Geography; Regional Planning; Urban Land; Housing 


Bemis, G. W. Intergovernmental codrdination of public works programs for Metropolitan 
Los Angeles. (Los Angeles: Haynes Found. 1945. Pp. 24. 10c.) 


Corre, E. A. and Ersea, A. F. Missouri, its people and its progress. 2nd ed. (St. Louis: 
Webster Pub. Co. 1945. Pp. 463. $1.48.) 


.Crow, C. The city of Flint grows up: the success story of an American community. (New 
York: Harper, 1945. Pp. 229, $3.) 


Kipner, F. L. and Nerr, P. Am economic survey of the Los Angeles area. (Los Angeles: 
Haynes Found. 1945. Pp. 151. $2.) 


. Lasca, R., and others. Breaking the housing blockade. Transcript no. 401. (Chicago: 
Univ. of Chicago Round Table. 1945. Pp. 22. 10c.) 


LILIENTHAL, D., and others. What is the TVA idea? Transcript no. 402, (Chicago: Univ. 
of Chicago Round Table. 1945, Pp. 28. 10c.) 


MircuHeEtt, R. B., editor Building the future city. Annals, Vol. 242. (Philadelphia: Am. 
Acad. of Pol. and Soc. Sci. 1945. Pp. 223. $2.50; paper, $2.) 


SHEPARD, W. Food or famine: the challenge of erosion. (New York: Macmillan. 1946, 
Pp. 235. $3.) 
Plans for a continental land management agency, to fight the threat of destruction 
of fertile earth to the growing world population’s need for food. 
SUNDBORG, G. Opportunity in Alaska, Foreword by E. Gruenmnc. (New York: Mac- 
millan. 1946. Pp. 311. $2.50.) 


The potentialities of Alaskan forests, agriculture, livestock raising, fisheries, mining, 
transportation, construction and other fields. 


Regional and town planning. Soc. and econ. planning counc., rept. no. 5. (Pretoria: 
Govt. Printer. 1944. Pp. 30. 3s. 6d.) 


Sixteenth Census of United States, 1930: Housing, index of reports. (Washington : Bur. of 
the Census. 1945. Pp. 127. 35c.) 
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Labor and Industrial Relations 


ANDERSON, D. and Davipson, P. E. Recent occupational trends in American labor, (Stan- 
ford University, Calif.: Stanford Univ. Press, 1945. Pp. vii, 133. $2.25; paper, $1.50.) 
A supplement to Occupational Trends in the United States. 


BAARSLAG, K. History of the National Federation of Post Office Clerks. (Washington: 
Nat. Federation of Post Office Clerks. 1945. Pp. 216. $1.50; paper, 75c.) 


Coven, B. J., and Towv-Evans, M. M. Working conditions and employee services. 
(London: Inst. of Lab. Manag. 1945. Pp. 87. 2s.) 


DANAHER, E., Apprenticeship practice in the United States as revealed by an analysis 
of workable apprenticeship programs in American Industry. Bus. research ser. no. 3. 
(Stanford University, Calif.: Grad, School of Bus., Stanford Univ. 1945. Pp. iv, 60. 
75c.) 


Ducorr, L. J. Wages of agricultural labor in the United States. Dept. of, Agric., technical 
bull. no. 895. (Washington: Supt. Docs. 1945. Pp. 127. 25c.) 


Exts, R. W. Salary and wage administration. (New York: McGraw-Hill. 1946. Pp. 131. 
$1.50.) 


Evans, J. J.. JR. A program for personnel administration. (New York: McGraw-Hill. 
1946. Pp. 114. $1.50.) 


FABRICANT, S. Labor savings in American industry, 1899-1939. Occasional paper 23. (New 
York: Nat. Bur. of Econ. Research. 1946. Pp. 56. 50c.) 


Irvine, T. Economics, ethics, stipends. (London: Blackwood. 1945. Pp. 84. 2s. 6d.) 


Jones, R. C. Mexican war workers in the United States: the Mexico-United States 
manpower recruiting program and its operation. (Washington: Div. of Labor and Soc, 
Inform., Pan Am. Union. 1945. Pp. 46, mimeo.) 


Kasper, S. H., editor. Job guide—a handbook of official information about employment 
opportunities in leading industries. (Washington: Pub. Affairs Press. 1945. $2.50; 
paper, $2.) 


Later, H. W. British labor's rise to power and “Let us face the future,’ electorali 
declaration of the British Labor Party. L.I.D. pamph. ser. (New York: League for 
Industrial Democracy. 1945. Pp. 39. 25c.) 


Levenstein, A. Labor today and tomorrow. (New York: Knopf. 1946. Pp. 267. $2.75.) 
A study of labor’s new strength and the directions in which it may be best employed, 
by an editor for the Research Institute of America, 


MARQUARDT, P, L. Union agreements in the petroleum-refining industry in effect im 1944. 
Bur. of Labor Stat., bull. no, 823. (Washington: Supt. Docs. 1945. Pp. 22. 10c.) 


Martrn-Granizo, L. Pasado y futuro de la Oficina Internacional de Trabajo. (Madrid: 
Imprenta F. Domenech, S.A. 1945. Pp. 62. 5 ptas.) 


May, S. C. The postwar unemployment problem in California, 1945-1947. (Berkeley: Bur. 
of Pub. Admin., Univ. of California. 1945.) 


Metz, H. W. Labor policy of the federal government. (Washington: Brookings Inst. 
1945, Pp. ix, 284. $2.50.) 


MosuHer, I, and others. M anagement’s views at the Labor-Management Conference. 
(New York: Nat. Assoc. of Manufacturers. 1945. Pp. 19.) 


Moxon, G. R. The growth of personnel management in Great Britain during the war, 
1939-1944. (London: Inst. of Lab. Manag. 1945. Pp. 32. 1s.) 


REUTHER, W. and Romney, G. P. Should industry grant labors demands for a thirty 
per cent wage increase? Bull. of America’s Town Meeting of the Air, Vol. 11, no. 24. 
(Columbus, O.: Reader’s Digest. 1946. Pp. 23. 10c.) 
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Reywotps, L., G. and Krrtrncsworts, C. G. Trade union publications: the official jour- 
nals, convention proceedings, and constitutions of international unions and federations, 
1850-1941. Vol. I. Description and bibliography. Vol. II. Subject index, Vol. III. Subject 
index (concluded), (Baltimore: Johns Hopkins Press. 1944; 1945; 1945. Pp. xxxii, 416; 
lvii, 486; xv, 445. $25. ) 


TELLER, L. A labor policy for America: a national labor code. Foreword by W. Morse. 
(New York: Baker, Voorhis, 1946. Pp. 354. $3.75.) 

A review of the present state of labor relations law and administrative procedure, 
and the author’s proposals for a federal labor code. 


Weaver, R. C. Negro labor—a national problem. (New York: Harcourt Brace. 1946. 
Pp. xiv, 329. $3.) 


WILLIAMSON, S. T. and Harris, H. Trends in collective bargaining—a summary of recent 
experience. (New York: Twentieth Century Fund. 1945. Pp. ix, 254. $2.) 


Advances in personal administration: new applications of psychology, employee merit 
rating, training in personnel procedures. Personnel ser. no. 93. (New York: Am. Manag. 
Assoc. 1945, Pp. 30. 75c.) 


Continuous employment. Maritime Preparatory Tech. Conf., Copenhagen, Nov., 1945. 
Rept. VII. (Montreal: Internat. Lab. Off. 1945. Pp. 73.) 


Department of Labour (Dominion of Canada): report for the fiscal year ending March 
31, 1945, (Ottawa: Cloutier, 1945, Pp. 94. 25c.) 


Entry, training and promotion of seafarers. Maritime Preparatory Tech. Conf., Copen- 
hagen, Nov., 1945, Rept. VIII. (Montreal: Internat. Lab. Off. 1945. Pp. 101.) 


Management and labor: summary of seventh annual Bishop's Conference on Capital and 
Labor. (New York: Nat. Council Protestant Episcopal Church, 1946. Pp. 85.) 


Matters arising out of the work of the constitutional committee. Pt. 1. The relationship 
of the I.L.O. to other international bodies, Internat. Lab. Conf., 27th sess., Paris, 1945; 
Rept. IV (1). (Montreal: Internat. Lab. Off. 1945, Pp. xiv, 165.) 


National collective bargaining policy. Monog. no. 9. (New York: Industrial Relations 
Counselors, -1945. Pp. 103. $1.25.) 


National Labor Relations Board: Decisions and orders. Vol. 59. Nov. 1, 1944-Jan. 13, 
1945, (Washington: Supt. Docs. 1945. Pp. 1577. $2.75.) 


Practical approaches to labor relations problems: NWLB policies, guaranteed wages, 
white collar workers, negotiating a labor contract. Personnel ser. no. 91. (New York: 
Am. Manag. Assoc, 1945. Pp. 63. 75c.) 


Recognition of seafarers’ organisations. Maritime Preparatory Tech. Conf., Copenhagen, 
Nov., 1945. Rept. V. (Montreal: Internat. Lab. Off. 1945. Pp. 24.) 


Report of the forty-fourth annual conference of the Labour Party, Blackpool, ‘1945. 
(London: Labour Party. 1945, Pp. 175. 2s. 6d.) 


Reports on the application of conventions (article 22 of the constitution), Internat. Lab. 
Conf., Paris, 1945, Rept. VI. (Montreal: Internat. Lab. Off. 1945. Pp. 72.) 


Summary of annual reports under article 22 of the constitution of the International 
Labor Organisation. Internat. Lab. Conf., Paris, 1945, Rept. VI (appendix). (Montreal: 
Internat. Lab. Off. 1945. Pp. 6.) 


The training within industry report, 1940-1945. (Washington: War Manpower Commis- 
sion. 1945. Pp. xv, 330.) 


Wages; Hours of work on board ship; Manning. Maritime Preparatory Tech. Conf., 
Copenhagen, Nov., 1945. Rept. I. (Montreal: Internat. Lab. Off. 1945. Pp. 121.) 


Wages in the basic lumber industry in the Far West, 1944. Bur. of Stat. bull. 840. (Wash- 
ington: Supt. Docs, 1945. Pp. 23. 5c.) 
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Wages of agritultural labor in the United States. Dept. of Agric., tech. bull. 895. (Wash- 
ington: Supt. Docs. 1945, Pp. 127. 25c.) 


Wartime employment, production, and conditions of work in shipyards. Bur. of Labor Stat., 
bull. 824. (Washington: Supt. Docs. 1945, Pp. 60. 10c.) 


Social Insurance; Relief; Pensions; Public Welfare 


Acarwata, A. H. Health insurance in India. (Allahabad: East End Publishers. Pp. v, 
144, 8s.) 


, Social insurance planning in India. (Allahabad: East End Publishers, Pp. v. 
218. 10s.) 


BAKER, H. and Dam, D. Group health insurance and sickness benefit plans in collective 
bargaining. (Princeton: Industrial Rel. Sec., Princeton Univ. 1945. Pp. 89. $1.50.) 


Boas, E. P., M.D. Why do we need national health insurance? Ethical frontier pamph. 
(New York: Soc. for Ethical Culture. Pp, 20. 10c.) 


FisHer, A. G. B. Economic progress and social security. (London: Macmillan. 1945. 
Pp. xi, 362, $5.) f 

Gunn, S. M, and Prarr, P. S. Voluntary health agencies; an interpretive study. (New 
York: Ronald Press. 1945. Pp. 382. $3.) 


LAFITTE, F. Britains way to social security. (Forest Hils, N.Y.: Transatlantic Arts. 


1945. Pp. 110. $2.) 
A history and interpretation of social services in England, from Victoria’s Poor Law 
to the Beveridge Plan and the Coalition Government Plan. 


McMELEN, W. Community organization for social welfare. (Chicago: Univ. of Chicago 
Press. 1945. Pp, 658. $4.75.) 


Witus, W, A. Workmen's compensation acts. 37th ed, (London: Butterworth. 1945. 
Pp. 1308. 30s.) l i 
Annual report on child welfare (summarizing information received from governments in 
1943 and 1944). League of Nations Pubs., 4, social. (New York: Columbia Univ, Press, 
1945. Pp. 76. 60c.) 

Health-benefit programs established through collective bargaining, 1945. Bur. of Labor 
Stat., bull. 841. (Washington: Supt. Docs. 1945. Pp, 19. 10c.) 

Inter-American handbook of social insurance institutions. (Montreal: Internat. Lab. Off. 
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of the Selective Service Act, Selective Service System. (Washington: Supt. Docs. 1945. 
Pp. 90. 15c.) 

Veterans statutory réemployment rights. Selective Service System, (Washington: Supt. 
Docs. 1945. Pp. 42. 10c.) 





Consumption; Codperation 
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Edwin Walter Kemmerer 
1875-1945 


Edwin Walter Kemmerer, past-president of the American Economic Asso- 
ciation, died in Princeton, New Jersey, on December 16, 1945. He had been a 
member of the Association since 1903, had served from 1907 to 1910 as 
Managing Editor of the Economic Bulletin (predecessor journal of the Ameri- 
can Economic Review) and was on the Board of Editors of the Review from 
1911 to 1913, He was elected to the presidency of the Association for 1926. 

Born in Scranton, Pennsylvania, on June 29, 1875, to Lorenzo D. and 
Martha H. Courtright Kemmerer, the future “Money Doctor” prepared for 
college at Keystone Academy, Factoryville, Pennsylvania, and then at- 
tended Wesleyan University where he received his A.B. degree, with honors 
and a Phi Beta Kappa key, in 1899. From Wesleyan he went on to Cornell 
University to pursue his studies for the doctorate. After two years in resi- 
dence there, as a Fellow in Economics and Finance, he took his first teaching 
position as instructor in Economics and History at Purdue University. In 
1903 he received his Ph.D. degree from Cornell, submitting a thesis entitled 
Money and Credit Instruments in their Relation to General Prices, ‘This 
pioneering study in quantitative economics (presently brought out in book 
form) established the author as a rising authority in the field of money 
and led to his appointment, at 28, as Financial Adviser to the United States 
Philippine Commission. This was the beginning of a career in the applica- 
tion of economic doctrine to public affairs which, in geographical range as in 
other respects, has few if any parallels. He remained in the Far East till 
1906 and, in his three years there, developed in detail the plan under which 
the monetary system of the Philippines was placed on the gold exchange 
standard, drafted the laws for the organization of the postal savings system 
and the Agricultural Bank of the Islands, and served as Chief of the Division 
of the Currency. En route to study the Agricultural Bank of Egypt, he visited 
the Straits Settlements and prepared a special report on their currency 
situation. 

Returning to this country in 1906, he joined the faculty of Cornell Uni- 
versity as assistant professor. Six years later, after attaining full rank at 
Cornell, he moved to Princeton University where he spent the remainder of 
his academic life. In 1928 he was made director of the newly established In- 
ternational Finance Section at Princeton and was the first incumbent of the 
specially endowed Walker professorship in international finance. He retired 
from active service in 1943. os 

Professor Kemmerer’s long term at Princeton was marked by frequent 
calls to public service, in many countries, in the restoration of sick currency 
systems. His successful therapy led to the sobriquet “Money Doctor” by 
which he was internationally known, His work as financial adviser to foreign 
countries began in 1917 on his appointment, in that capacity, to the government 
of Mexico. It was continued in 1919 for the government of Guatemala. The 
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results attained in each successive project led to a cumulative enhancement 
of his prestige and of the demand for his services, Furthermore, there tended 
to be a broadening of the base of operations and an enlargement of the field 
of activity. Currency reforms can not be isolated from such problems as 
those relating to public budgets, systems of taxation, systems of banking, 
conditions in the markets for foreign exchange, the service of the public 
debt owned abroad. It therefore soon came to be Professor Kemmerer’s . 
practice, as his advisory services were requisitioned, to form a group or com- 
mission of experts, each member an outstanding specialist in his field. Such 
commissions were formed to serve Colombia in 1923 and 1930, Chile in 1925, 
Poland in 1926, Ecuador in 1926-1927, Bolivia in 1927, China in 1929, and 
Peru in 1931. In two cases Professor Kemmerer shared with another the 
leadership of such a commission. In 1924-1925 he was associated with Dr. 
Vissering, president of the Netherlands Bank, at the head of a com- 
mission formed at the request of the government of the Union of South 
Africa. Their task was to investigate and report upon the feasibility of a 
return to the gold standard by that government independently of the currency 
policy of Great Britain. Finally, in 1934, he was co-chairman of the so- 
called Hines-Kemmerer Commission established to make an economic survey 
of Turkey. 

In 1922 Professor Kemmerer served as a United States Trade Commissioner 
in South America. In 1924-1925 he accompanied the Dawes Commission to 
Europe, As the Commission’s Expert on Currency and Banking he drafted 
substantial parts of the plans then made for the reorganization of the Ger- 
man Reichsbank and for the stabilization of German currency. 

This record of accomplishment in the field of public affairs brought Pro- 
fessor Kemmerer many honors. He was the recipient of seven honorary de- 
grees, The degree of Doctor of Commercial Science of Oglethorpe University 
was conferred on him in 1933; that of Doctor of Science of Rutgers Uni- 
versity, also in 1933. Three institutions gave him the honorary degree of 
Doctor of Laws: Wesleyan University in 1926; Occidental College in 1928; 
and Columbia University in 1935. In 1927 Professor Kemmerer received 
from the Central University of Ecuador and also from all the universities 
of Bolivia acting together an honorary degree of “Doctor,” no field of 
knowledge being specified. Professor Kemmerer was the second person in 
the history of the Central University of Ecuador to be so designated. 

As to non-academic honors and awards, Professor Kemmerer received in 
1923 from the government of Colombia a special gold medal; from the govern- 
ment of Poland in 1926 the Commander’s Star of the Order of Polonia Re- 
stituta; from the government of Ecuador in 1927 the Order of Merit of the 
First Class; and from the government of Belgium in 1937 the Order of the 
Crown. 

Professor Kemmerer’s excursions into public affairs did not preclude pro- 
lific literary activities and some of his books, such as the A B C of the 
Federal Reserve System, had an enormous vogue. He was an uncompromising 
protagonist of the gold standard and most of his later work, though broad 
in scope, was devoted to a defense of that system. His Modern Currency 
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Reforms, an analysis and description of certain gold exchange standard cur- 
rencies, is of unique historical value and will, perhaps, outlive all the rest 
of his writings. 

Professor Kemmerer’s literary style was remarkable for its lucid simplicity 
and the same quality marked his oral exposition. Without the slightest dis- 
play of ornamentation, except by charts, his lectures and preceptorial discus- 
sions were extraordinarily effective, and he left a deep impress on his 
students. 

As a man he was singularly genial and unassuming. His strong convictions 
were always considerately expressed and he never suffered doctrinal dif- 
ferences to cloud his personal regard for his opponents. On many of his 
missions he was exuberantly lauded by those in high office but he himself 
never lost his simple charm. His disciples were legion and they will sorely 
miss him but, however highly his friends may rate him as a scholar, they 
will hold still more dearly the memory of the gentleman. 

STANLEY E, Howarp 

FRANK D. GRAHAM 

Davin A, MCCABE 

FRANK ALBERT FETTER 
Princeton University 
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The following persons have recently become members of the AMERICAN Economic 
ASSOCIATION : 


Aman, J. A., 904 Caldwell St., Newberry, S.C. 

Anshen, M., 4607 Connecticut Ave. N.W., Washington 8, D.C. 

Aquino, R., 4520 MacArthur Blvd. N.W., Washington 7, D.C. 

Aronson, R. L., Ohio State University, Dept. of Econ., Columbus 10, Ohio. 

Ashby, L. D., University of Wisconsin, Dept. of Econ., Madison, Wis. 

Beattie, J. R., Bank of Canada, Ottawa, Canada. 

Berkowitz, M., 24 Day St., Clifton, N.J. 

Beyer, G. H., National Housing Agency, Market Res. Sec., Housing Market Service, 
Washington 25, D.C. 

Bianchi, R., Carleton College, Dept. of Econ., Northfield, Minn. 

Birnkrant, Miss G. C., 370 Temple St., New Haven, Conn. 

Bright, A. A., Jr, 119 Holden Green, Cambridge 38, Mass. 

Brown, P. S., R.F.D. 2, Box 560, Alexandria, Va. 

Cave, R. A., 38 Bulwer Pl., Brooklyn 7, N.Y. 

Checchi, V., 221 Main St., Calais, Me. 

Chow, H.-M., 521 W. 112th St., New York 25, N.Y. 

Christelow, Mrs. D. B., 3300 Gunstan Rd., Alexandria, Va, 

Claydon, A., 1700 E. Verona Ave., Pleasantville, N.J. 

Clemens, A, H., 7535 Lovella Ave., St. Louis, Mo, 

Cochran, G. H., Ohio State University, Commerce Bldg., Columbus 10, Ohio. 

Coit, C. G., 23 W. Cedar St., Boston 8, Mass. 

Daily, O. F., University of Oklahoma, Faculty Exchange, Norman, Okla. 

Dockson, R. R., 803 S. Marengo, Apt. B., Pasadena, Calif. 

Dreyhausen, Dr. H, V., Evans Products Co., Foreign Dept., 310 Albee Bldg., Washington 5, 
D.C. 

Edfeldt, T. R., 4115 Wisconsin Ave. N.W., Washington, D.C. 

Edmunds, S. W., Northwestern Nat, Life Ins. Co., 430 Oak Grove, Minneapolis 4, Minn. 

Erion, G. L., 319 W. Ila, Fayetteville, Ark. 

Fain, Miss E., P.O. Box 193, Johnson Hall, 411 W. 116th St., New York 27, N.Y. 

Farber, D. J., 21 Elmira St. S.E., Washington 20, D.C. 

Filho, J. S. R., Praca 15 de Novembro 10, 5 andar, Departamento Legal, Rio de Janeiro, . 
Brazil, South America. 

Filie, F. A., 1701 N. 16th St., Arlington, Va. 

Foley, Miss M. J., Dominican College, San Rafael, Calif. 

Foster, M. A., 1767 Lanier Pl. N.W., Washington 9, D.C. 

Fox, L., 2035 H St. N.W., Washington 6, D.C. 

Fulton, W. G., 125 Avon St., Roselle Park, N.J. 

Gersting, Dr, J. M., Northwestern University, Dept. of Econ., Harris Hall, Evanston, Ill. 

Giffin, R. R., University of Arkansas, College of Bus. Admin., Fayetteville, Ark. 

Guyton, P. L., Northwestern University, Harris Hall 306, Evanston, IN. 

Heim, Miss P., Ohio State University, Commerce Bldg., Columbus 10, Ohio. 

Hickman, C. A., 312C University Hall, Iowa City, Iowa. 

Hoisington, Miss E. C., c/o Nat. City Bank, Statis. Dept., 55 Wall St., New York 15, N.Y. 

Howell, P. L., Northwestern University, School of Commerce, Evanston, I. 

Johnson, R. E., 6033 Baltimore Blvd., Riverdale, Md. 

Kalb, J., 115 Central Park W., New York 23, N.Y. 

Kalish, S., 816 N. Mariposa Ave., Los Angeles, Calif. 
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Kampmeier, R. A., TVA, Chattanooga, Tenn. 

Kennedy, J. W., 319 E. Trinity Ave., Durham, N.C. 

Koch, A. R., 4800 Fairfax Dr., Apt. 3, Arlington, Va. 

Kochenderfer, C. C., Kent State University, Kent, Ohio. 

Kreps, C. H., Jr., Mount Union College, Dept. of Econ., Alliance, Ohio. 

Kreps, Mrs. C. H., Jr., Mount Union College, Dept. of Econ., Alliance, Ohio. 

La Macchia, F. R., Sp. (X) 1/C, 2G Plateau P1., Greenbelt, Md. 

Leigh, A. H., Reed College, Div. of History and Soc. Sci., Portland 2, Ore. 

Leiter, R. D., 1402 Bristow St., New York 59, N.Y. 

Leven, S., 400 E. 58th St., New York, N.Y. 

Levine, M., 60 Caryl Ave., Yonkers, N.Y. 

Levinson, H. M., University of Michigan, Dept. of Econ., Ann Arbor, Mich. 

Lipstein, B., 186 Sullivan PI., Brooklyn 25, N.Y. 

Luck, Miss M. G., University of California, Dept. of Econ., 119 South Hall, Berkeley, 
Calif, 

Lynn, F. L., 39-51 46th St., Long Island City, N.Y. 

Marks, M. M., 1968 Iuka Ave., Columbus 1, Ohio. 

Melton, R. B., University of Arkansas, Fayetteville, Ark. 

Michelsen, J. D., 30 Briston Ave., Saltburn-by-the-Sea, Yorkshire, England. 

Miller, S. M., Graduate College, Princeton, N.J. 

Moe, F. B., Virginia Junior College, Virginia, Minn. 

Molodovsky, N., White, Weld and Co., 40 Wall St., New York 5, N.Y. 

Morgan, A. D., 1900 F St. N.W., Washington 3, D.C. 

Nichols, J. R., 97 W. Frambes Ave., Columbus 1, Ohio. 

Nielsen, Dr. O., 5401 Kellogg Ave., Minneapolis 10, Minn. 

Nolan, R. F., 117 Newcomb Rd., Tenafly, N.J. 

Nowicki, R. J., 1928 S. 31st St., Milwaukee 4, Wis. 

Patinkin, D., 1315 E. 53rd St., Chicago 15, Hl. 

Phelps, O. W., University of Chicago, School of Bus., Chicago, III. 

Picard, F. Q., 234 Garfield Ave., Syracuse, N.Y. 

Post, A. A., Utah Foundation, 32 Exchange PI., Salt Lake City 1, Utah, 

Potter, Miss H., Seton Hill College, Greensburg, Pa. 

Reubens, E. P., 4507 S. Capitol St., Washington, D.C. 

Ricardo, Miss R., 487 Washington St., Brookline, Mass. 

Roderick, D. O. M., 826 S. Wabash Ave., Chicago, Ill. 

Rosen, H. H., Steel Div., WPB., Washington 25, D.C. 

Rosen, Dr. J., P.O.B. 25, Basle 3, Switzerland. 

Salant, W. A., 2000 F St. N.W., Apt. 401, Washington, D.C. 

Scheinkopf, H. P., 13 E. 16th Ave., Columbus, Ohio. 

Schepmoes, D. F, 4444 Wilson Blvd, Arlington, Va. 

Schwartz, Miss B., 2222 Eye St. N.W., Washington 7, D.C. 

Schweiger, I., 419 Hamilton St. N.W., Washington 11, D.C. 

Scoles, D., Univ. of Southern California, College of Commerce, University Park, Los 
Angeles 7, Calif. 

Senturia, J. J., 5410 Macomb St. N.W., Washington 16, D.C. 

Stewart, A., 67 Broad St., New York 4, N.Y. 

Stine, O. C., U. S. Dept. of Agric., Bur. of Agric. Econ., Washington 25, D.C. 

Stone, Dr. J. L., Arkansas A. and M. College, Dept. of Econ. and Soc., Monticello, Ark. 

Sur, F. H., Ankara Universitesi, Hukuk Fakültesi, Ankara, Turkey. 

Sutton, G. W., Universtiy of Georgia, Veterans’ Div., Athens, Ga. 

Tepper, L., 1346 Park Rd. N.W., Apt. 208, Washington, D.C. 

Thalheimer, Miss R. A., 25 Morris St., Hamden 14, Conn. 

Thresher, M. B., British Embassy, Washington 8, D.C. 

Warner, Miss F. M., Connecticut College, New London, Conn. 

Webbink, Mrs. P., 3319 Tennyson St, N.W., Washington 15, D.C. 

Weinstein, A. S., Princeton University, 103 Graduate College, Princeton, N.J. 

Whitehead, Dr, F, M., Western Illinois State Teachers College, Macomb, III. 


224 THE AMERICAN ECONOMIC REVIEW [MARCH 


Wilder, F. S., 5109 45th St. N.W., Washington 16, D.C. 

Willhite, W. L., Catawba College, Salisbury, N.C. 

Wintergalen, Rev. E., Regis College, Economics Div., Denver 11, Colo. 
Wood, L., 6200 Walhounding Rd., Washington 16, D.C. 

Woodward, D. B., 205 W. 54th St., New York, N.Y. 

Wright, C. A., Box 34, R.F.D. 5, Alexandria, Va. 

Young, D, M., 704 E. 105th St., Chicago 28, Tl. 

Zaremba, A. L., 3812 E. 71st St., Cleveland 5, Ohio. 


The American Library Association has published a volume, Books Published in the 
United States, 1939-1943: A Selection for Reference Libraries, prepared by the Com- 
mittee on Aid to Libraries in War Areas. It includes a select list on economics and sociol- 
ogy. Though this is considerably less comprehensive than the list prepared for this pur- 
pose, this reference was made in a note in the American Economic Review for March, 
1945. 

Income from the Permanent Science Fund is disbursed by the American Academy of 
Arts and Sciences in support of scientific research in the fields of mathematics, physics, 
chemistry, astronomy, geology, geography, zodlogy, botany, anthropology, psychology, so- 
ciology and economics, history and philology, engineering, medicine, surgery, agriculture, 
manufacture and commerce, education, or any other science of any nature or description. 
Applications for Grants-in-Aid are receivable on forms which will be supplied upon request 
to the chairman of the committee, and are considered by the Permanent Science Fund 
Committee of the Academy on March 1 and October 1. Communications should be ad- 
dressed to John W. M. Bunker, Chairman, Permanent Science Fund Committee, Massa- 
chusetts Institute of Technology, Cambridge, Mass. : 

The Smith College Studies in History have completed thirty years of continuous publica- 
tion. In their entirety, the studies cover a wide range of historical scholarship. Special 
emphasis has been given to “regional” history and ten volumes have appeared on the 
social and economic development of the Connecticut Valley. Complete lists of the fifty-five 
works so far published will be sent upon request by the Smith College Library, North- 
ampton, Mass. Orders for copies or requests for exchange should also be addressed to the 
Smith College Library. 


Appoimtments and Resignations 


Edward D. Allen, associate professor of public finance at Iowa State College, is engaged 
in a research study for the Iowa Post-war Taxation Study Committee. 

Paul H. Anderson is now economic analyst with the War Assets Corporations, Reconstruc~ 
tion Finance Corporation, Washington, D.C., and is also teaching mathematics in the eve- 
ning school of American University. 

C. P. Anson is currently serving as acting associate professor of economics at the Uni- 
versity of North Carolina following his resignation as price executive with the Office of 
Price Administration. 

Henry H. Bakken, associate professor of agricultural economics at the University of 
Wisconsin, resumed his teaching and research duties in January, after having been on leave 
of absence during the past two and a half years in government service. 

Claude D. Baldwin has joined the staff at Indiana University as assistant professor of 
economics, 

Robert B. Bangs has resigned as assistant professor at Indiana University and accepted 
a position with the Department of Commerce in Washington, D.C. 

Russell S. Bauder who has been on leave, serving as vice chairman of the National War 
Labor Board, Region VII, Kansas City, Missouri, has resumed his duties as professor of 
economics at the University of Missouri. 

Eric Beecroft was appointed special assistant to the Secretary of the Interior following 
his return from India where he served as special representative of the Foreign Economic 
Administration and special agent of the United States Commercial Company. 
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Lawrence Bell has been appointed a teaching fellow in the department of economics at 
Harvard University for the spring term, 


Rollin F. Bennett has resumed his teaching in the School of Business of Columbia Uni- 
versity after three years’ absence while engaged in war work. 


George E. Bigge of the Social Security Board and a lecturer in social security problems 
at the Graduate School of Social Science, the Catholic University of America, is now 
attached to the American Military Government in Germany. 


Jay W. Blum of the department of economics of Kenyon College served as a lecturer in 
economics at the Ohio State University during the winter quarter of 1946. 


Francis M. Boddy, associate professor of economics at the University of Minnesota, has 
returned from active duty in the United States Naval Reserve and has resumed his regular 
post. 


Brandt Bonner, formerly of Furman University, has been appointed associate professor 
of economics at the University of Florida. 


Daniel Borth has resigned as professor of accounting and auditor of Louisiana State 
University. 

Samuel E. Braden has resumed his duties as assistant professor at Indiana University after 
serving for some time with the Statistical Control Division of the Army Air Forces. 


Paul A. Brinker has been appointed an instructor in, the department of economics at the 
University of Vermont. 


D. H. Buchanan, who has been on leave with the Department of State, has returned to 
his duties as professor of economics at the University of North Carolina. 


Eveline M. Burns has been appointed part-time lecturer in social economy for the second 
semester at Bryn Mawr College and will give a graduate seminar in social research. 


James D. Calderwood has returned to his work as an instructor in economics at the Ohio 
State University after service in the Army. 


C. E. Calhoun, formerly of the faculty of the University. of Toledo, has been appointed 
professor of finance in the College of Business and Public Administration of the University 
of Maryland. 

Wesley G. Campbell has been appointed a teaching fellow in ie department of eco- 
nomics at Harvard University for the spring term. 

William A. Carter was appointed chairman of the department of economics at Dartmouth 
College in July. 

James E. Chace has been appointed acting head professor in charge of real estate courses 
at the University of Florida. 

Frank E. Childs, instructor in economics at the University of Minnesota, has returned 
to his teaching duties following three years of service in the United States Naval Reserve. 

C. Wilbur Cisse] has returned to the faculty of the College of Business and Public Ad- 
ministration, University of Maryland, as associate professor of accounting following his 
release from the Navy with the rank of Lieutenant Commander. 

Arthur Claydon, formerly acting head of the department and professor of economics at 
Earlham College, is at present teaching economics at Syracuse University. 

Thomas J. Clifford, recently returned after service with the Armed Forces, has been 
appointed instructor in accounting in the School of Commerce, University of North Dakota. 

Richard M. Colwell has resumed his duties as instructor in economics at the Massa- 
chusetts State College, after three years’ service as a Captain in the Army. 

Arthur G. Coons, professor of economics and dean of Occidental College, has been 
elected president of the college and will take office at the end of the present academic year. 

C. Sidney Cottle, formerly-a Commander in the United States Naval Reserve, has been 
appointed associate professor of business administration at Emory University. 

Lawrence A. Cusack, formerly of Creighton University, is now teaching in the Graduate 
School of Social Science of the Catholic University of America. 


i G 
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Ralph Currier Davis has resumed his work as professor of management at the Ohio State 
University after serving in the Army for three years as a Lieutenant Colonel in the materials 
control division of the Air Corps. 


Lawrence S. Dreiman has recently been discharged from the Army and is now an in- 
structor in economics at the University of Minnesota. 


John F. Due has returned to his duties at the School of Business, University of Utah, 
after three years’ service as an officer in the Marine Corps. 

William M. Duffus has returned to his position as professor of finance and transporta- 
tion at the Ohio State University after some years of service with the United States Tariff 
Commission, in Washington. 


W: J. Eiteman, associate professor of economics at Duke University, who has been on 
leave of absence teaching in the Army University in France, will resume his duties in 
March. 


Boris Emmet, formerly vice president of Sears, Roebuck and Company and professor of 
economics at Stanford University, has been appointed research associate in the School of 
Business of the University of Chicago to conduct a study of the history of Sears, Roebuck 
and Company under a grant from the Rockefeller Foundation. 


A. Ross Evans, formerly with Haskins and Sells and civilian accountant attached to the 
United States Navy, has been appointed associate professor of accounting at the University 
of Florida. 


Elden Facer of the School of Business at the University of Utah is at present on leave 
of absence. 


Mildred Fairchild, director of the Carola Woerishoffer graduate department of social 
economy at Bryn Mawr College, has resigned to join the International Labor Office, 
Montreal, where she is working with the section on women’s work and the protection of 
youth. : 


John T. Farley, formerly economist with the War Production Board and the Office of 
Price Administration and instructor in economics and finance at Duquesne University, has 
accepted a position in the market research division of the General Electric Company, 
Schenectady. 


Ivan Farmer is now instructor in accounting at the University of Kansas. 


George Filipetti, professor of business administration at the University of Minnesota, 
has returned to his regular post following six months’ service at the Biarritz Army Uni- 
versity Center. 


Ernest M. Fisher has resigned his position with the American Bankers Association to 
become professor of urban land economics in the School of Business of Columbia University. 


J. Wesley Fly, formerly associate professor of accounting at the University of Florida, 
has resigned and is now associated with Pribble and Wells in Orlando. 


Robert W. French has resigned as associate professor of business administration and 
assistant director of the Bureau of Business Research at Louisiana State University. 


Joseph H. Furth, an economic adviser to the Board of Governors of the Federal Reserve 
System, is offering courses in mathematical economics and advanced economic theory in the 
Graduate School of Social Science of the Catholic University of America. 


Domenico Gagliardo has resumed his position as professor of economics at the University 
of Kansas after serving as a Major in the Quartermaster Corps of the Army. 


Eli Ginzberg, who has served as a special assistant to the Surgeon General, will resume 
his teaching in the School of Business of Columbia University this spring. 


John H. Goff, formerly professor of economics at Alabama Polytechnic Institute, has 
been appointed professor of business administration at the School of Business Administra- 
tion of Emory University. 


R. A. Gordon, associate professor of economics, returned to the University of California 


for the fall term, having been on leave of absence from January, 1942, to serve as 
American coördinator of research on the Combined Raw Materials Board, Washington. 
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William F. Moshier has been appointed assistant professor of accounting at the University 
of Florida. 

Sanford A. Mosk, assistant professor of economics at the University of California, was 
granted leave of absence to teach Latin American economics in the Miltary Attaché Pro- 
gram at the University of Michigan, with the title of visiting associate professor in 
economics. : 

George N. Motte, formerly a Captain in the Army Quartermaster Corps in Washington, 
has returned to his position as assistant professor of economics at Michigan State College. 

‚Frank Munk, formerly director of training of the United Nations Relief and Rehabilita- 
tion Administration, has been appointed chief economic adviser to the UNRRA mission in 
Czechoslovakia. 

Alfred C. Neal, who has been on leave of absence to serve in the Office of Price Adminis- 
tration, has resigned his position as assistant professor of economics at Brown University 
and will become director of research at the Federal Reserve Bank of Boston. 

John A. Nordin has returned after service with the Armed Forces and taken up his 
position as assistant professor of economics at Iowa State College. 

Howard M. Norton has returned to his position as head of the secretarial science depart- 
ment at Louisiana State University after a leave of absence during which he taught at the 
American University in Shrivenham, England, 

H. M. Oliver is now serving as acting associate professor of economics at the University 
of North Carolina. 

John E. Orchard, who. has been on leave in government service since 1941, has resumed 
his teaching in the School of Business of Columbia University. 

Jacob Perlman of the Social Security Board is offering a course in labor market analysis 
in the Graduate School of Social Science of the Catholic University of America. 

Kenyon E. Poole, who is returning to Brown University after service in the Navy, has 
been promoted to associate professor of economics. 

Earl P. Powers has been promoted to associate professor of accounting at the University 
of Florida following his return after service with the Army. 

J. H. Reid, who served as acting dean of men during the war period, has resumed his 
position as associate professor of marketing in the College of Business and Public Adminis- 
tration of the University of Maryland. 

Rita Ricardo has been appointed a teaching fellow in the department of economics at 
Radcliffe College. 

Ross Robertson, who has been a Lieutenant in the Navy’s Bureau of Supply and Ac- 
counts, has returned to the, University of Kansas as instructor in economics. 


Arthur M. Ross, previously vice chairman of the War Shipping Panel of the National 
War Labor Board in Washington, has been appointed lecturer in economics at Michigan 
State College. 


Richard Ruggles has been appointed instructor in the department of economics at Harvard 
University for the spring term. 

Laurence de Rycke has been promoted to assistant professor of economics at Occidental 
College. 


Alfred L. Seelye, who has been price economist with the Office of Price Administration 
regional office at Dallas, Texas, has rejoined the faculty of the University of Kansas as 
assistant professor of marketing. 


Robert T. Segrest, associate professor of economics and assistant Dean. of the College of 
Business Administration, University of Georgia, returned in January after serving as Wage 
Stabilization Director and later as vice chairman of the Fourth Regional War Labor Board 
in Atlanta. He is now part-time public member of the Regional Wage Stabilization Board 
in Atlanta. 


Clarence Senior, formerly chief foreign economic specialist in the Bureau of Areas of the 
Foreign Economic Administration, has been appointed visiting professor of social science 
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and acting director of the Social Science Research Center at the University of Puerto Rico. 
In addition, he will make a study of the land distribution program. 

Wiliam H. Shannon, who recently served as a Commander in the Bureau of Supply and 
Accounts of the Navy, has resumed his position as associate professor of accounting at 
the University of Kansas. 

Edward S. Shaw has returned to Stanford University as professor of economics after 
a leave of absence of three years, serving with the Office of Price Administration and later 
as a Supply Officer in the Navy. l 

James H. Shoemaker, who has been on leave of absence from Brown University to 
serve with the Military Government Division of the Army, has resigned his position as 
assistant professor of economics to become professor of economics at the University of 
Hawaii. 

Joe Small has been appointed instructor in accounting at the University of Kansas, 

Hampton K., Snell has, since May, 1945, been on leave of absence as one of the assistant 
directors of research for the Industrial College of the Armed Forces to serve as assistant to 
the vice president of research of the Association of American Railroads. 

Henry W. Spiegel of the Graduate School of Social Science of the Catholic University 
of America, has been granted a leave of absence during the second semester to engage in 
research work in Brazil, following his receiving a fellowship awarded by the Guggenheim 
Memorial Foundation. 

J. Y. Springer, assistant professor of economics at Duke University who has been on 
leave of absence serving as a Lieutenant Commander in the Navy, resumed his teaching 
duties in March. 

William A. Spurr, formerly of the University of Nebraska, has been appointed associate 
‘professor of statistics in the School of Business of the University of Chicago. 

R. L. Stallings has been released from the Navy and has returned to the University of 
North Carolina as instructor in accounting. 

Harry Sundwall of the School of Business at the University of Utah is at present on 
leave of absence. 

Victor P. Tabaka, formerly personnel manager of Bell Aircraft Corporation’s Georgia 
Division, has been appointed associate professor of business administration at Emory 
University. 

Lorie Tarshis has been appointed assistant professor in the department of economics at 
Tufts College for the year 1945-46. 

James Tobin has been appointed a teaching fellow in the department of economics at 
Harvard University for the spring term. 

John V. Van Sickle, professor of economics at Vanderbilt University, has been appointed 
research professor of economics in the University’s Institute of Research and Training in 
the Social Sciences. 

Dilworth Walker of the School of Business of the University of Utah is on partial leave 
of absence while acting as consultant and director of research of the Utah State Legislature’s 
Tax Study Committee. 

Charles J. Walsh has resumed his teaching duties as assistant professor of economics at 
the Graduate School of Arts and Sciences, Fordham University, after serving for eighteen 
months as head of the Office of Export-Import in the Office of Price Administration. 

William C. Welden, formerly with the Department of Agriculture, is now associated 
with H. P. Hood and Sons, Boston, as economist. 

Samuel G. Wennberg, who has been serving in the Office of the Director of the Eco- 
nomics Division, Office of Military Government for Germany, has returned to the University 
of Missouri and has resumed his teaching duties as associate professor of marketing. 


John T. Wheeler is now an instructor in accounting and economics at the University of 
Minnesota following his discharge from the Army. 
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J. Brooke Willis has resumed his teaching in the School of Business of Columbia Uni- 
versity after service in the Army. 

Edwin E. Witte of the department of economics at the University of Wisconsin is 
resuming his teaching this semester after a three-year leave of absence spent as Regional 
Director of the War Labor Board in Detroit and as a public member of the National War 
Labor Board in Washington. 

Herman J. Wyngarden, professor of economics and recently appointed head of the de- 
partment of economics at Michigan State College, served for the past two and a half 
years as a public member of the Regional War Labor Board in Detroit. 

Hugh Edwin Young, instructor in economics at the University of Maine, is on leave of 
absence during the year 1945-46, 





VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability for positions in the field of economics and to administrative 
officers of colleges and universities and to others who are seeking to fill vacancies. 

The officers of the Association take no responsibility for making a selection among 
the applicants or following up the results. The Secretary’s Office will merely afford 
a central point for clearing inquiries; and the Review will publish in this section brief 
descriptions of vacancies announced and of applications made. It is optional with 
os submitting such announcements to publish name and address or to use a key 
number, 


Communications should be addressed to: The Secretary, American Economic As- 
sociation, Northwestern University, Evanston, Hlinois. 


Vacancies 


The Department of Economics in an old, well-established state university will accept 
communications now from economists in the Armed Services or in emergency govern- 
ment agencies who might qualify for future staff positions. There are at present no 
vacancies but anticipated postwar expansion is expected to justify additions to staff 
over and above the return of senior members now on leave of absence. All applica- 
tions will be carefully reviewed, acknowledged, and classified in an active file for 
future reference. P107 


Business law: Wanted, two attorneys with graduate training in economics or busi- 
ness organization for assistant professorships. Midwest college of commerce, P108 


Air transportation: Wanted, man with air transportation experience and graduate 
work needed by Midwest college of commerce. P109 


Business correspondence: Wanted, man with graduate degree needed for full-time 
position, Midwest college of commerce. P110 


Economic theory and its history: Wanted, by a large, well-established eastern uni- 
versity, an experienced teacher with Ph.D. degree. ` P111 


Labor relations: Opening for fall semester, midwestern state university, September, 

1946. Associate professor, Ph.D. Salary $3,500 for nine month with possibility 

of employment during the summer at additional salary. Man under 40 preferred. 
P112 


Teachers Available 


International economic relations, comparative economic system, government and 
business, national defense and war, research: Man, 41, married, European Ph.D. 
degree, American citizen, Wide experience in academic teaching and research; many 
publications. Now employed at Eastern college; desires position with greater oppor- 
tunities. Available in May, 1946. E108 


Labor economics, industrial management: Man, 44, Ph.D., 1931, University of 
Wisconsin, University teaching experience; research and general experience in 
business and government agencies. Lecturer in the evening session of a large college 
and director of education in a commercial organization; on leave to teach in Army 
University Studies Center, England. Available, February, 1946. E116 


Money and banking, business cycles, international trade and finance, corporation 
finance, economic theory, statistics: Man, 43, married, Ph.D., Harvard. Seventeen 
years of experience teaching economics in American colleges; also experience in 
banking and government service; publications; employed as head of department in 
small college at desires position with greater academic opportunities. Available in 


July, 1946. E133 
Economic and monetary theory, economics and philosophy, government and eco- 
nomics: Man, 35, Ph.D. Two years of study abroad; teaching experience. E153 


Money and banking, corporation finance, investments, economic history: Man, Ph.D., 
Columbia University. Twenty years of banking experience; wishes teaching position. 
War veteran. Available for summer or fall term. E162 








a 


Poo 





‘fs the 


= Fat 


s< 


ji ~~ 
fa ee a 








No. 18 of a series of photographs of past presidents of the Association. 


The American Economic Review 


VOLUME XXXVI JUNE, 1946 "NUMBER THREE 


OBSERVATIONS ON THE OPERATIONS OF THE | 
NATIONAL WAR LABOR BOARD 


By DEXTER MERRIAM KEEZER* 


The following observations on the operations of the National War 
Labor Board deal both with its basic accomplishments in coping with 
labor disputes and stabilizing wages, and with some of the more 
striking manifestations of its behavior as a tripartite agency of govern- 
ment, with membership representing the public, organized labor and 
employers. That the issue of whether or not an agency designed to deal 
with labor disputes on behalf of the federal government should have 
a tripartite membership will continue to have vitality is suggested by 
the fact that, in passing the Labor Disputes act of 1946, popularly 
called the Case bill, the House of Representatives provided for the 
creation of a Labor-Management Mediation Board, with a three-way 
membership patterned on that of the War Labor Board. 

Since my observations on the behavior of the National War Labor 
Board were made at close range, they tend to emphasize the pulling 
and pushing in which the conflicting elements composing its tripartite 
membership were more or less continuously engaged. This pressure 
performance, while more entertaining, was less important than the 
Board’s basic accomplishment in carrying out its dual assignment to 
settle labor disputes and stabilize wages, and should be viewed 
accordingly. 


Toward the end of a visit to the National War Labor Board, a friend 
of mine from England who had been privileged to attend a session of 
the Board and had been considerably shaken by the experience, in- 
quired, “Was I being had on when I was told that your Board is just 
like the United States Supreme Court, that it makes decisions from 
which there iš no appeal?” When I assured him that it made such 
decisions, he exclaimed, “Then I say! Why don’t you behave like the 
United States Supreme Court?” 

* The author is now director of the department of economics of McGraw-Hill Publishing 


Co., and wrote the present article while a Public Member of the National War Labor 
Board, 
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My friend had reference to the socially rugged manner in which the 
Board conducted its business: As I recall it, no threats of physical 
violence were visited on any of the members during the session he 
attended. In fact, in my experience as a Public member of the Board, 
which extended over a year and a half, it was only on very rare occa- 
sions that it was proposed to “Come outside and finish this!” But it 
was commonplace to have charges ranging from those of deceitfulness, 
venality, and vulgar avarice to the relatively mild accusation that one 
was being willfully and stubbornly obtuse tossed around the Board 
and accented by shouting and table pounding. It was even more com- 
monplace to have several members of the Board talking at the same 
time, perhaps in a series of independent parleys cutting across the 
main thread of discussion. 

Why the Board acted in this forthright fashion seemed to be ac- 
counted for in part by what have become almost the conventions of 
deportment in handling labor relations in the United States. These 
seem to call for a notably robust line of verbiage, compounded on 
readily found occasions with mutual abuse by the participants. How- 
ever, unless the abuse is piled on to a depth and with a persistence that 
unmistakably indicates that it is sincere, it also seems to be conven- 
tional to take it and deliver it with a considerable degree of personal 
detachment. Indeed, it was not unusual for a member of the War 
Labor Board to characterize one of his colleagues as bountifully en- 
dowed with a large variety of despicable human qualities, and then add 
blandly, “Nothing personal of course.” 

A few years ago failure on my part to understand that a compre- 
hensive cussing of each other by the parties to it may merely be a 
conventional manifestation of virility in handling a labor dispute, led 
me into a consequential error. At the time I was acting as referee for 
a division of the National Railroad Adjustment Board which, in addi- 
tion to the referee, included five representatives of employers and five 
representatives of the workers. One of my colleagues, a great hulk of 
a man, kept threatening, it seemed to me very earnestly, to throw 
another of them out of the window, which happened to be twenty-two 
stories above the ground. I found this such an alarming prospect that 
I refused to continue the proceedings until I was spared the thought of 
having my associate hurtling through space to the pavement below. 
I had my way, but at the conclusion of my tour of duty as referee, 
the member to whose threats I had objected advertised me throughout 
the Northwest, where I was then living, as the most unfair man with 
whom it had ever been his misfortune to be associated. I am sure he 
was motivated in considerable part by a feeling that I had unreasonably 
cramped his style by refusing to permit him to present his case with 
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what he regarded as an appropriate degree of vigor. If I had had a 
tour of duty on the National War Labor Board at the time, I would 
have been more understanding. 

A root cause of the two or more fisted character of the War Labor 
Board proceedings was, of course, the abiding fact that there are 
very few, if any, generally respected principles or standards to which 
to appeal in establishing wages and working conditions. Within the 
limits of paralyzing bankruptcy on one side and conditions which 
workers find intolerable on the other, there is a sort of scientific no 
man’s land in which the general absence of controlling economic sign- 
posts encourages resort to bluster as a means of trying to prevail. 

Use of this technique was also encouraged by the tripartite member- 
ship of the War Labor Board, with members appointed to represent 
wage workers, employers and the public. In accounting for the con- 
trast in deportment which he had noted, I explained to my British 
friend that if, having argued their cases before the United States 
Supreme Court, the opposing lawyers were not only invited to join 
the Justices in discussing how the cases should be decided but between 
them given twice as many votes as the Court holds, it is at least 
doubtful if the Court would long be able to maintain a plausible 
semblance of serenity, even with the aid of black robes and the austere 
white pile which is the seat of its operations. 

A “full Board,” which it was customary to convene to consider 
matters of major importance, consisted of twelve members, four on a 
side. However, a division of the Board composed of two members on 
a side had full power to act, and occasionally each side was represented 
by a single individual appropriately equipped with proxies. This was 
less often true of the labor side than of the others for, while the Labor 
members were appointed as representatives of workers in general, the 
labor membership was divided between representatives chosen from 
the American Federation of Labor and the Congress of Industrial 
Organizations, and they generally wished to be present when cases 
involving their respective organizations were acted upon. Eight Public 
members, all Presidential appointees, devoted their full time to the 
work of the Board. In addition to four regular and four alternate 
Labor and Industry members, appointed by the President, these groups 
each had about a dozen substitute members of their own choosing who, 
with the approval of the Board, had full power to act. This membership 
arrangement made it possible to have several War Labor Boards in 
session simultaneously, as was frequently the case. 


The business of the Board consisted of carrying out two assignments 
which were given to it separately, but which were often inextricably 
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linked. One for which the Board was created by the Executive Order of 
the President in January, 1942, and continued by the War Disputes 
act of June, 1943, was to settle labor disputes which threatened to 
interfere with the successful prosecution of the war. The other assign- 
ment, which came originally from Congress in October, 1942, and 
which it carried out under the general direction of the Director of 
Economic Stabilization, was “to stabilize wages so far as practicable 
~.. on the basis which existed on September 15, 1942.” 

Business got to the Board, which had under its jurisdiction the 
wages and working conditions of about 25 million wage workers, in 
two general ways. One was in the form of disputes certified to it by 
the Secretary of Labor, whose certification stated that they “. .. may 
lead to substantial interference with the war effort... .” The other 
main line of business of the Board originated in applications for 
approval of changes in the compensation of wage workers, which was 
sought to make sure the changes were in accord with the national wage 
stabilization program. 

The disputes certified to the War Labor Board ranged all the way 
from those involving general increases in wages and far-reaching 
changes in working conditions for hundreds of thousands of employees 
‘ to those involving what at first glance might seem to be remarkably 
trivial grievances of single individuals. The superficial magnitude of a 
grievance, however, is no guide to its actual importance in disrupting 
labor relations. This fact was driven home to me a few years ago when, 
while working to avert a threatened strike of the employees of a large 
inter-urban electric railroad, I found that perhaps the most menacing 
issue was that of whether or not the members of the train crews were 
to be allowed to take off their coats during hot weather. Representa- 
` tives of the management intimated that they might get together with 
the workers on changes in wages and hours of labor involving the 
increased expenditure of millions of dollars annually, but on the shirt- 
sleeve issue, never! When the workers remained adamant on what 
struck me as their reasonable demand not to be required to swelter 
in the summertime, it finally developed that the general manager of 
the railroad was confident that if the members of the train crews were 
allowed to take off their coats in the summer, the next thing they 
would want to do would be to roll up their sleeves. He said in no 
uncertain terms that he would rather see the line stop operating than 
tolerate such an affront to what he regarded as respectable railroading. 

Similarly, while seemingly very trivial, the issue of whether or not 
a, physician’s certificate that a particular worker’s absence from work 
was due to illness should be held by the worker or the company——a 
case actually certified to the War Labor Board—may touch hidden 
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springs of passion which make it a matter of first-rate importance. 
Sometimes it is fairly obvious that a superficially trivial issue has 
relatively important ramifications. This was true, for example, of a 
dispute certified to the Board on the issue of whether a particular group 
of workers should be classified as working in the mouton industry 
or the leather and tanning industry. No doubt variations in the per- 
missible rates of pay depended upon the classification approved. Like- 
wise, when the head of a union precipitated a dispute which reached 
the War Labor Board by refusing to bargain with an employers’ asso- 
ciation, his principal complaint was that the representative of the em- 
ployers’ association persisted in mispronouncing his name in a peculiarly 
annoying way; but it was a safe bet that more than hurt feelings were 
involved. No doubt bargaining with the individual companies grouped in 
the association seemed to the union a more promising way of attaining 
its objectives than bargaining with the association. Incidentally, the 
case was complicated by the fact that the representative of the em- 
ployers’ association said the union leader persisted in mispronouncing 
his name, too, but he was inclined to be more tolerant of this social 
negligence. 

Because the Board accepted for settlement such a large volume and 
variety of issues, it was more or less continuously taxed by its Labor ` 
and Industry members, often in the wake of an unpalatable decision, 
with scuttling the processes of collective bargaining. There was in- 
evitably much truth in this contention. The very fact that the Board 
was available to act as final arbiter of labor disputes discouraged col- 
lective bargaining. Such bargaining was also further discouraged at 
times by the fact that the Board accepted some disputes before the 
parties had much more than met each other and a few before they 
had even done that. | ; 

It is possible, however, to exaggerate the deleterious effects of the 
Board’s operations on collective bargaining as a whole. This is indi- 
cated by the fact that there was a great increase in both the number 
and scope of collective bargaining agreements during the period of its 
existence. In 1940 about 30 per cent of our industrial workers were 
covered by collective bargaining agreements. By 1944 about 45 per 
cent of a much larger working force was covered. Sometimes what 
seemed to be happening was not that the process of collective bargain- 
ing was being scuttled, but that the process, or at least part of it, was 
being transferred to Washington where, when great national cases were 
being decided by the Board, representatives of the employers and 
workers swarmed and bargained all over the place, sometimes with 
the benefit of Board members, sometimes in last minute efforts to avoid 
their ministrations. 


1 


238 THE AMERICAN ECONOMIC REVIEW [ JUNE 


Both because of its membership in the mass production industries 
and by design, the CIO specialized in putting together great national 
cases involving major changes in working conditions for hundreds of 
thousands of employees. By an historic tour de force its Steelworkers 
managed to consolidate in a single proceeding 86 cases directly involv- 
ing all of the major steel producing companies in the country and over 
400,000 production employees. It took no special design, however, to 
bring over 325,000 workers into a single General Motors Corporation 
case because the labor relations of 115 of its plants in all parts of the 
country are governed by a single master agreement with the United 
Automobile Workers, CIO. 


‘When a case involving a dispute was accepted by the Board, a deci- 
sion always made in Washington, it might travel any one of a variety 
of routes to final settlement. The Board maintained twelve Regional 
War Labor Boards which blanketed the country with their geographical 
Jurisdictions and half a dozen special industry Commissions to handle 
cases originating in industries such as shipbuilding, motor trucking, 
and newspaper publishing. If a dispute case was referred to one of 
these agencies, which had power to act for the Board, it had about a 
two to one chance of being finally settled by one of them. It was pos- 
sible, however, for either party to appeal to the National Board from 
a Regional Board or Commission decision, and though the grounds for 
appeal were rather narrow, approximately one-third of the total of the 
dispute cases decided by the Regional Boards and Commissions in 
1944 were appealed. 

Like the National Board, the Regional Boards and Commissions 
were set up on a tripartite basis and appeals from them to the National 
Board were filtered through a national Appeals Committee which, after 
giving them another tripartite going over, made recommendations to 
the National Board about what to do with the issues involved. With 
the aid of standing national panels, which made recommendations to 
it, the National Board acted directly on cases originating in a number 
of industries including shipping by water and airframe manufacture. 
It proceeded in the same way in handling cases cutting across regional 
lines, sometimes receiving major national cases directly from special 
panels but usually after they had been filtered through a tripartite 
staff Review Committee. Voluntary applications for approval of 
changes in wages were first filed in the local offices of the Wage and 
Hours Division of the Department of Labor where applications not 
requiring approval were sifted. Those requiring approval, which in 
1944 reached the rather staggering total of 191,000, then went to the 
Regional War Labor Boards and Commissions. If the application was 
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denied by them, an appeal could then be made to the National Board 
which also acted originally on some applications which were inter- 
" regional in scope. | 

By these various routes the National Board in the later months of 
its existence had flooding in upon it for final decision a monthly average 
of almost 600 cases, about two-thirds of which involved disputes and 
the balance voluntary applications for approval of wage adjustments. 
About 400 of them called for review on appeal and the balance for 
original action by the Board. In dealing with this flood of cases the 
Board turned out an average of over 100 decisions a week, all of them 
after each case had been worked over at least once, and usually several 
times, by tripartite groups representing workers, employers, and the 
public and almost always for the Labor and Industry members had 
parted company completely on the important issues, with the Public 
members casting the deciding votes. 

Once the War Labor Board had decided to issue what it redundantly 
called a Directive Order, the three sides generally stuck together on 
the proposition that it should be obeyed, regardless of what they may 
have thought of it in the first place. Thus, the Industry members voted 
to take the step which resulted in the Army’s occupation of some Mont- 
gomery Ward establishments, even though the order in question, which 
the company refused to obey, contained provisions which they had 
strenuously opposed. Likewise, it was only rarely that the Labor mem- 
bers refused to vote to utilize all of the powers available to the Board 
to enforce its orders, even though they were orders which they had 
bitterly opposed as adverse to the interests of the workers involved. 
In thus rising above partisanship they, and the Industry members, 
frequently sacrificed popularity and perhaps sometimes prestige as 
leaders of the groups they represented on the Board. In dealing with 
broad questions of policy as well as with the recurring crises in the 
career of the Board, the Industry and Labor members also frequently 
acted and spoke with concern for the enterprise as a whole. 

In the process of deciding cases, however, the Labor and Industry 
members generally hewed strictly to the line of partisanship. With 
individual and fleeting exceptions, their general attitude was perhaps 
typified by a remark which a Labor member, who was also the head 
of a national union, made to a Public member to whom he was com- 
plaining about the Board’s decisions on certain issues in the case in 
which he was particularly interested. When the Public member in- 
sisted that the Labor member was being fairly treated, he retorted, 
“We don’t merely want a fair decision; we want a favorable decision.” 
He reflected a common attitude on the part of both Labor and Industry 
members. 
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The wholehearted pursuit of victory rather than truth resulted in 
the use of quite a collection of histrionic tricks by the Labor and In- 
dustry members which were designed to sway the votes of the Public 
members in one direction or the other. One was to feign great indigna- 
tion that the Board should fritter away its precious time with further 
bootless discussion when the discussion seemed to be opening up the 
possibility that, if continued, the decision which had seemed safe for 
their side might go the other way. A variant of this technique was for 
the side which wanted to hurry its victory to start recording its vote by 
calling and sometimes almost chanting “aye” or “no” while the dis- 
cussion of the case was still going on. Another was to belittle the 
knowledge or good sense, or both, of authorities cited in opposition to 
their position. Still another was to pretend a passionate devotion to 
strict adherence to the Board’s rules of procedure when there was 
advantage in doing so, and to write the rules off petulantly as the handi- 
work of pecksniffian bureaucrats when it worked the other way. 

Certain Industry members made it a standard practice to indicate at 
the outset of the sessions in which they participated that it was, of 
course, preposterous to suspect that any employer was going to get an 
even break from a New Deal outfit like the War Labor Board, the 
design apparently being to get the Public members to lean over back- 
wards to avoid paying out on the charge. Some of the Labor members 
also worked much the same system in reverse by quite explicitly de- 
ploring the bias, at least on the part of certain Public members, against 
the modest aspirations of their clients. There is little reason to believe 
that these as well as many more similar devices to win friends and 
influence Public members, most of them variants of the theme that 
“We wuz robbed” or surely are about to be, had much if any effect on 
the course of War Labor Board decisions. They simply added in their 
peculiar way to the strangely murky atmosphere in which the Board 
often operated. 

In mastering the art of catch-as-catch-can debate at close quarters, 
most of the Labor members of the Board had a long head start on their 
colleagues. They had not only had to think but to talk themselves to 
their places in leadership in the labor movement and through tough 
competition. Among the Industry members, however, they found such 
apt pupils that even though most of the Industry members rotated 
between their places on the Board and posts in industry and thus 
were less steadily on the job than their Labor confréres, there was 
toward the end of the Board’s career no consistent preponderance of 
skill on either side in the application of the peculiar arts of argumenta- 
tion and obfuscation involved. l 

On both sides, of course, there were marked differences in the indi- 
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vidual techniques used in arguing cases. Some Labor and Industry 
members operated more or less in the manner of heavy tanks plowing 
ahead doggedly and relentlessly while others skipped back and forth 
over the ground with a speed and skill suggestive of the best broken 
_ field runners in football. But, however tricky their maneuvers, none 
of them lost sight of their objective, which was almost invariably to 
win the case. And, with few individual exceptions, if that involved 
letting the Public members vote under a misconception of the issue 
or its significance, or perhaps even fostering the misconception a 
little—well, it was up to the Public members to look out for themselves. 

As the abuse which was so freely dispensed about the Board involved 
relatively little personal rancor either on the delivering or receiving 
end, so the disingenuous manner in which the Labor and Industry 
members sometimes conducted themselves was no reflection of their 
personal integrity which, I am sure, was uniformly above reproach. 
On the War Labor Board theirs was usually a personally detached and 
almost professionalized rôle of advocacy of which the objective was 
to win. While, I am told, there is nothing new about the performance 
of such a rôle in the field of labor relations, it was relatively novel, 
as well as notable, to have it carried on not merely under the aegis of 
the government of the United States but also by officials in the person 
of Labor and Industry members carrying commissions from the Presi- 
dent of the United States. The code authorities invented a decade ago 
_ by the National Recovery Administration foreshadowed in some meas- 
ure such a setup but were by no means so comprehensively tripartite. 
The Industry and Labor members of the War Labor Board first acted 
as advocates using all the tricks of the trade and inventing new ones 
from time to time. Then they presumably switched to the rôle of 
judge, to pass upon the validity of their own arguments; and combined 
they had, as judges, twice as many votes as the Public members. In 
such a setup, the security of the public interest, of course, rested largely 
on the fact that the Industry and Labor members were chronically 
disagreed about what would serve it. This almost always left it to the 
Public members to settle the question, though in a few cases, usually 
involving voluntary applications for wage increases, the Industry and 
Labor members gleefully got together and overrode the Public mem- 
bers. If, however, an Industry or Labor member had shown consistent 
symptoms of abandoning his partisanship and acting judicially, he 
would surely have seemed to his associates on his side of the Board 
to be losing his grip on his job. 


Even though the judicial rôle of the Industry and Labor members 
was largely a fiction, there were important and, I believe, decisive 
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public advantages in the tripartite setup of the War Labor Board, both 
as an agency to settle wartime labor disputes and to administer the 
national wage stabilization program. It is axiomatic that the true in- 
wardness of a labor dispute often bears little or no relationship to 
what is being proclaimed about it—a fact which makes it possible to 
have a complete documentary record of the dispute and still have 
no idea of what it is really about. Their Labor and Industry colleagues 
could and did give the Public members crucially important help in 
overcoming this difficulty by letting them know, in those rather subtle 
. ways developed by people who work closely and continuously together, 
the real significance of the dispute involved and what would suffice, if 
not be satisfactory, as a remedy. Thus, though it was decidedly not 
one of adding judicial strength to the Board, the tripartite composition 
did add much to its capacity to deal effectively with labor disputes. 

Also the tripartite setup, in my opinion, made a crucially important 
contribution to wartime wage stabilization. Since the Labor members 
consistently voted for wage increases, no matter how completely they 
conflicted with the wage stabilization program, it may seem ridiculous 
to contend that their participation was essential to the success of a 
Board administering the wage stabilization program. If, however, 
organized labor had had no share in the administration of the program 
and hence no responsibility for it, there might well have been no 
program at all. In the interest of getting more pay immediately which 
many organized workers unquestionably could have done, the leaders 
of organized labor might well have decided to try to do away with 
the wage stabilization program and take their chances on the runaway 
inflation against which the program was designed to guard. And they 
might well have succeeded, too. Consequently, labor membership on 
the Board was probably a sine qua non of any wage stabilization pro- 
gram at all, and a publit benefaction as such. 

The tripartite composition of the Board also seemed to me to give 
it a certain amount of immunity from political attack which added to 
its effectiveness in getting ahead with what was frequently its inflam- 
matory job. Quite a lot of the unpopular business of the Office of 
Price Administration was initiated by wage adjustments authorized by 
the War Labor Board. To attack the Board for this, however, would 
have involved direct conflict with representatives of the nation’s most 
formidable labor organizations. It was safer to lambast OPA which 
had no such political armor—a fact reflected, I believe, in the relative 
volumes of political abuse dispensed to these two associated agencies. 
While the War Labor Board certainly had no political glamour, it came 
off relatively unscathed in the halls of Congress, not by accident, but in 
considerable measure by virtue of its tripartite composition. This same 
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composition extended to hundreds of tripartite committees and panels 
set up by the Board throughout the land to deal with specific cases. 
These agencies provided their membership with a source of both power 
and income which may stimulate a considerable interest in the continua- 
tion of a tripartite setup for dealing with disputes over wages and 
working conditions. 

The partisan pounding to which the Public members were subjected 
might have been of no particular consequence if they had had the time 
and materials with which to study carefully the cases presented to 
them. Such study was usually given to major policy-shaping cases, 
but in dealing with run-of-mine cases the Public members rarely 
had time even to glance at the record before such cases were put up 
to them for decision. If it was a case appealed from a Regional Board 
or Industry Commission, the record frequently contained no explana- 
tion whatsoever of why the Board or Commission decided the case as 
it did, leaving it to the National Board to try to guess the answer 
from the conflicting contentions of the embattled parties. 

There may well have been safety in numbers, however. To keep 
anywhere near on top of the tremendous load of work which was piled 
in upon it, the Board was required to decide so many cases that the 
errors due to high speed consideration may have balanced out. Also, 
solace of a grim sort can be found in the fact that deciding labor 
disputes is such a crude business, in terms of the handling of the issues 
with scientific precision, that there is no certainty of decisive loss when 
it must be conducted in a relatively offhand manner. Those who crave 
industrial peace and tranquility must find it a frightening fact that 
almost everything talked about in settling a labor dispute lies in the 
field of controversy. But given that state of affairs, it may be that 
the best thing to do is to fence off a ring for the contestants in labor 
disputes, as a tripartite setup such as that of the War Labor Board 
tends to do, and hope that they will stay within its confines in struggling 
toward a composition of their differences. 

For all three sides of the Board, one of the completely unsolved prob- 
lems remained that of imparting to its tripartite machinery a modicum 
of administrative efficiency. At its best a Board is a cumbersome ad- 
ministrative instrument. When it is divided into three parts, two of 
which conceive their interests on many issues to be diametrically op- 
posed, it often becomes superlatively inefficient. The two sides pull and 
tug while the business of the Board is stalled in the middle. To aggra- 
vate the inefficiency inherent in its tripartite setup was, of course, the 
fact that the business of getting the Board’s scheduled work done was 
continuously being interrupted by new crops of crises demanding im- 
mediate attention. 
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It was suggested, of course, that administrative inefficiency might 
be a constructive quality in an agency engaged, as the War Labor 
Board was, in administering a wartime wage stabilization program 
since, in its own way, such inefficiency served a basic purpose of the 
program to put brakes on the granting of wage increases. However, if 
any gain was made for wage stabilization in this perverse way, which 
is dubious, it was made at the expense of increasing the dangerously 
explosive character of the labor disputes referred to the Board. Conse- 
quently, as a general proposition all three sides of the Board not only 
deplored its administrative inefficiency, but struggled to overcome it 
by hard work. There still remained the ironic fact, however, that the 
harder the Labor and Industry members worked at their partisan 
designs, the less might finally get done. In spite of this remarkably 
self-defeating administrative quality of a tripartite setup, the Board, 
by dint of long hours and multiple shifts, somehow managed to get 
through an enormous quantity of work, with the aid of an extraordi- 
narily diligent and competent staff. 

Along with the problem of making the Board operate efficiently, 
neither workers nor employers fully solved the problem of securing 
completely effective representation on it. One of the complications 
which confronted employers can be illustrated by a case involving 
the salmon packing ‘industry of Bristol Bay which is above the Arctic 
Circle, some 2,000 nautical miles north of Seattle. The local Indians 
who worked in the fisheries and canneries during the packing season 
were organized by the CIO and, consequently, the CIO members of 
the National War Labor Board had a direct interest in their local 
union. When, however, a particularly tortuous dispute involving these 
Indians came to the Board, it fell to the lot of an Industry member from 
an oil company which has the geographic center of its operations deep 
in the heart of Texas to take the lead in representing the employers. 
In order to do an éffective job, which he did, it was necessary for 
him to apply himself ardently to the problems of an industry about as 
remote technically and geographically from his own as it is possible 
to- get. Not all the Industry members had such adaptability. Some 
of the Industry members also had difficulty in getting over the habit, 
or in persuading their clients to get over the habit, of thinking that 
decisions should be weighed primarily by reference to the immediate 
cost and without regard to long-range and wide-range ramifications 
which were often imposing. Indeed, the attitude of some of them was 
reminiscent of the man who, after a native had darted out of the Cuban 
jungle and taken a pass at him with a bolo knife, cheerfully remarked, 
“He missed me!” “Wait ’til you swallow,” his more experienced com- 
panion ominously replied. 
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While the Labor members of the Board presumably represented all 
of the workers subject to its jurisdiction, organized and unorganized 
alike, they came to be selected exclusively and in equal proportions 
from the ranks of the CIO and the AFL. This left without direct repre- 
sentation on the Board about half the workers subject to its jurisdic- 
tion. These included not merely millions of unorganized workers, but 
some 1,750,000 workers organized in “independent unions,” #.e., unions 
not affiliated with the CIO and the AFL, including national groups 
of such formidable proportions as the United Mine Workers of 
America. The independent unions had representatives on various 
Board committees but not on the Board itself. 

The Labor members of the Board would vehemently protest any 
intimation that, afforded the occasion, they were less ardent advocates 
for independent unions and unorganized workers than they were for 
the organizations from which they were chosen, and they would be 
entirely sincere about it, too. Also, they would be able to document 
their protest not merely by citing a large output of militant rhetoric 
on behalf of independent unions and unorganized workers, but by 
masses of statistics showing that the members of the organizations 
represented directly on the Board fared no better at its hands in the 
matter of wage increases than did the members of independent unions 
and those unorganized workers whose cases occasionally got before 
the Board through voluntary applications of employees for oe 
of wage changes. : 

Figures of this kind, however, leave quite a bit to be dered: For 
example, they may show that large numbers of unorganized workers 
who started from a low wage base did far better relatively in wage 
increases during the war than those grouped in the most powerful 
unions. As an indication of how they fared, however, there is something 
wrong with this picture. Also, wage statistics do not reflect what may 
be very valuable benefits to workers in the form of improved working 
conditions, which might be ordered by the War Labor Board for those 
who had the requisite organized strength to get their demands to’ the 
Board. That white collar workers by and large did not have such 
strength was one of the most consequential facts about our wartime 
economic setup. 

Likewise, as an indication of how workers actually javed before the 
Board, the wordage put into the record on behalf of workers not di- 
rectly represented on the Board shares the general weakness of docu- 
mentary records in the field of labor relations. There was obviously 
vastly more to pressing a case to a successful conclusion, particularly 
through the sticky administrative entanglements of the War Labor 
Board, than arguing the case strenuously in the Board. But how the 
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effectiveness of performance in this line is to be accurately measured 
I have no idea. It is my impression that it was a decided advantage to 
workers to have direct representation on the Board, but 1 am aware 
that I would have a hard time proving conclusively that this impression 
is correct. At any rate, that CIO and ‘AFL members did not regard each 
other as equally weil qualified to handle all cases is attested by the 
fact that CIO members consistently declined to represent labor in 
consequential AFL cases, and vice versa. This practice hardly supports 
the proposition that the affiliations of the Labor members made no 
difference in their work as advocates of the labor side. 

The validity of this proposition was also violently fractured from 
time to time when jurisdictional disputes between the AFL and CIO 
got before the Board. Then the Industry members were likely to be 
privileged to.sit by and watch a battle between Labor members which 
made their own customary conflict with the labor side seem positively 
anemic. I suppose that the primary reason for this vehemence is that 
union leaders regard an assault upon their jurisdiction by another union 
as a stab in the back or, at any rate, a stab in the side. While marveling 
at the heat poured into the jurisdictional rows between unions, how- 
-ever, it has also occurred to me that part of the explanation may be 
found in what seems to be the extraordinary degree of insecurity in 
the position of most labor leaders. If they lose their jobs, which may 
_ be jobs giving them great national power and prestige, I am told they 
are likely to have a lot of trouble in finding any landing place until 
they get all the way back to the factory benches or crafts from which 
they started. It is my impression that the paucity of economic cushions 
for deposed labor leaders has something to do with the ferocity with 
which they resist what looks like encroachment upon their domains. 

Occasionally a union leader lands on an occupational cushion pro- 
vided by a job calling for work in the field of labor relations on behalf 
of an employer or groups of employers. Offhand, this might seem to 
be a smart arrangement from the employer’s point of view. I am sure 
it is often true, however, that when a union leader moves over to the em- 
ployer’s side of the industrial relations setup he leaves most of his use- 
fulness to the employer in negotiations in this field behind him. Indeed, 
when I served as the man in the middle of a tripartite setup for settling 
labor disputes (not the War Labor Board) which had as an employer 
member a former union official, it was almost a ritualistic part of the 
proceedings for the labor members to counter anything their departed 
union colleague said by an excoriation of him as a turncoat. Conse- 
quently, if anything is going to be done by way of increasing the - 
economic security of union leaders, it must be done by the unions 
themselves or the government. Since a tripartite arrangement such as 
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the War Labor Board tends to have that effect, it may be possible to 
claim as one of the advantages of such an arrangement some slight 
tendency to reduce the ferocity of jurisdictional disputes which proue 
to plague the post-war period. 

With the organization of foremen and other supervisory E 
in full-fledged unions, to which the National Labor Relations Board 
has recently given its blessing, the jurisdictional conflict between the 
AFL and CIO may attain new heights both in complexity and in- 
tensity. This possibility is suggested by a development at the Baldwin 
Locomotive Works’ at Eddystone, Pennsylvania, where the United - 
Steelworkers, CIO, represent about 16,000 production workers and 
“working leaders,” and the International Association of Machinists, 
AFL, represents the supervisory employees, about 500 in number. 
When the company—to take account of what it plausibly said were 
shifting production requirements—reclassified about 225 supervisory 
employees as “working leaders,” its action had the effect of shifting 
them from the jurisdiction of the AFL Machinists to that of the CIO 
Steelworkers. The attendant explosion both locally and in the War 
Labor Board forecasts a new line of jurisdictional conflict which may 
well be extended in increasingly intricate patterns if the extension of 
union organization to foremen and other supervisory employees is a 
held by the courts. 

Of course, there is much more to the rivalty between the CIO and 
the AFL than the urge to get and hold members. There is conflict in 
basic objectives. While there was relatively little talk about such ob- 
jectives around the War Labor Board, the performance of the AFL 
representatives made it clear that on the whole that organization is - 
sticking to its basic ideal of business unionism and has as its ultimate 
purpose that of getting more pay for its members. If it is necessary 
to organize employers or even a community to do that, well and good, 
but that is an incident, not an objective. 

A major segment of the CIO is obviously interested in organizing or 
reorganizing the economic scheme of things on a more equalitarian 
basis as at least an intermediate objective in itself. It realizes that at 
this juncture this is not going to be done by salaaming to the slogan 
“Keep the government out of business,” but by getting the government 
into business on its side. Operating on this principle, it put together 
dispute cases for decision by the War Labor Board in which it made 
not merely conventional demands, such as those of more pay and less 
work, but demands against which the Industry members. protested on 
the ground that they “usurp the prerogatives of management,” as some 
of them would do, and no doubt were designed to do. 

In piling wordage into the record condemning the shortcomings of 
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the War Labor Board, the CIO members yielded little or nothing to 
their AFL confrères. However, this is another of those manifold cases 
in the field of labor relations where the formal record does not reveal 
the real situation. This quite clearly was that the CIO representatives 
recognized the government as a resource in moving toward its objec- 
tives, and frequently sought to use it as such, while the dominant AFL 
leadership sincerely chafed under the restraints imposed by the Board. 
It uncomfortably accepted them during wartime but it was determined 
to unload them at the earliest post-war moment, and return to collec- 
tive bargaining along traditional lines. The essential difference between 
the CIO and the AFL lambastings of their treatment by the War Labor 
Board was that the AFL almost always meant them. The fact that a, 
large part of the CIO clearly had use for an agency like the War Labor 
Board in its business gives the work of the Board, including that of 
its tripartite paraphernalia, a significance extending beyond the war 
period which it otherwise might not have. 

In spite of the numerous rivalries and antipathies of the organizations 
from which they came, the Labor members presented a united front on 
the vast preponderance of the issues that came before the Board. This 
was also true of the Industry members. In the course of considering 
a case they might differ among themselves; but when it came time to 
vote, they almost invariably lined up solidly on their side, leaving it 
to the Public members to do such individual dissenting as was done. 
Some of the Public members did quite a bit, sometimes recording in 
written opinions their reasons for disagreeing with their colleagues. 
Others did almost none at all, perhaps in deference to the view that 
Public members had trouble enough without risking more by disclosing 
rifts in their ranks. At any rate the pressures exerted both by the task 
at hand and the tripartite organization of the Board seemed to be 
such as to subdue individuality within the ranks of those lined up on 
the three sides. As a result, the danger of having the board persist in 
a mistaken course may have been considerably enhanced. 

In dealing with most of the key issues which recurred continuously in 
cases coming to the Board, both the Labor and Industry sides came 
to take rigidly fixed positions. For example, the Labor members almost 
invariably voted for any wage increase regardless of whether or not it 
clearly conflicted with the prevailing wage stabilization policy of the 
Board and the government, of which they strenuously disapproved 
in its later wartime stages.’ The Industry members even more invariably 
voted against orders designed to grant protection to unions, such as 


+The observations on wage stabilization reported here do not cover the period after V-J 
Day. 
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those calling for maintenance of union membership as a condition of 
keeping a job. They did this in spite of the fixed policy of the Board to 
issue such orders under appropriate conditions. In dealing with some of 
the other issues before the Board, the Industry and Labor members 
were slightly less adamant but their positions remained firmly enough 
fixed so that it was possible to guess correctly at least 95 times out of 
100 how they would vote on any given issue. 

While, in sharp contrast to the Labor members, the Industry mem- 
bers almost always voted to uphold the Board’s wage stabilization 
policy, they were quick to insist that this is not because of any deep 
admiration of this policy. Quite on the contrary, most of them expressed 
the general view that the Board’s wage stabilization policy consisted 
of a complicated system of dodges and detours by which it was possible 
to grant a large variety of increases in pay for workers while seeming 
to “hold the line.” While the Labor members ardently subscribed to 
the proposition that the Board’s wage policy was tortuously compli- 
cated, they regarded these complications as akin to those of a system 
_of barbed-wire entanglements, trenches, and pillboxes treacherously 
placed between the workers of the country and their attainment of 
their objective of increased wages. 

Likewise, while they consistently voted for such provisions to pro- 
tect unions as. the Board dispensed, the Labor members were always 
quick to insist it was by way of making the best of a niggardly deal. 
In exchange for having given up the right to strike in wartime, they. 
insisted that the organized workers of the land should be granted far 
more security for their unions against the assaults of predatory em- 
ployers than the Board typically granted. The Industry members, of 
course, took precisely the opposite position and insisted that this was 
one of the more noxious ways by which the Board was turning the 
country over to the mercies of organized labor. 


As is generally the case, the truth about the Board’s handling of 
these key issues of wages and union security lay somewhere between 
the partisan extremes typically taken by the Industry and Labor mem- 
bers. If one’s purpose were to show that its wartime wage stabilization 
program was a rubbery and slippery affair so far as holding the line 
on wages was concerned, that could be persuasively done by emphasiz- 
ing the extent of the wage increases which its controlling policies made 
theoretically possible. For example, one could show that, by using all 
of ‘the stretch in the wage stabilization program, it would have been 
possible during the life of the Board to double the rate of pay of some 
workers in the lower wage groups for doing the same work—raising it, 
say, from 40 to 80 cents per hour—and still comply fully with all of 
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the rules and regulations. To make such a demonstration, it would 
be necessary to unravel the intricacies of a complex of wage stabilization 
policies, having to do with such exotic matters as brackets, substand- 
ards, job evaluations, rate ranges, fringes, automatic as well as merit 
progressions, reclassifications, and intra-plant inequities. Not many 
people and not all union representatives knew how to do this, which 
of itself is a fact of great economic and social significance, but it could 
be done. In celebrating an anniversary of the establishment of the 
Board,in song, a sophisticated staff quartet merrily offered a hint on 
how to proceed by singing, to the tune of “Yankee Doodle:” 


When your wage rates far exceed 
The Minimum of the bracket 

And substandards is no lead, 
We’ve got a better racket. 


When there is no other slant ` 
Under stabilization, 

Base your case on intra-plant— 
Just say reclassification. 


Incredible as it may seem, that parody, written in the War Labor 
Board idiom, was about the homely subject of how much people are to 
get paid for their labor. To grind out any such wage increase as that 
mentioned, however, it would have been necessary for the War Labor 
Board machinery to turn over at a speed to which it was quite unaccus- 
tomed. That fact alone makes such a calculation misleading as a guide 
to what the Board actually did, and so does the fact that the calculation 
is based on the fuller exploitation of wage increase possibilities than 
_ many had either the knowledge or power to make. Nonetheless, it is true 
theoretically that its policies permitted increases in wage rates of this 
magnitude. In addition they regularly accommodated awards such as 
those for vacations and paid holidays which, while they did not in- 
crease wage rates, increased the compensation of those receiving them. 

Of course, getting an increase in the amount of pay for doing the 
same amount and kind of work is only one way of increasing the earn- 
ings of a worker. Other major ways are getting a promotion to a job 
carrying a higher rate of pay or working longer on the job and thus 
getting premium pay for overtime. Indeed, it is largely because of work- 
ing longer hours and on better paying jobs that during the war period 
the average weekly earnings of workers in industry increased about 
four times as much as the average rate of pay for doing the same job— 
by about 77 per cent from January 1, 1941, to April 1, 1945, as 
opposed to 20 per cent for the same period. While higher paying jobs 
are presumably harder jobs, one bent upon showing how generously 
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the stabilization program accommodated wage increases would, no 
doubt, argue that a lot of the promotions had something in common 
with the arrangement whereby waitresses working for government con- 
tractors in Alaska were classified and paid as journeymen carpenters 
while other workers in the steward’s department were given the finan- 
cially exalted title and pay of crane and bulldozer operators. That set 
of “promotions” showed up in the record because the federal govern- 
ment was paying the bill. Those bent upon belittling the effectiveness 
of the wage stabilization program would argue that many of the same 
general character did not show up because the War Labor Board 
lacked the facilities to uncover them, as it also lacked resources to 
cope successfully with some cases where the provisions of the wage 
stabilization program were completely ignored. | 

However, it is also possible to produce a persuasive demonstration 
that the wage stabilization program was niggardly in granting wage 
increases—a possibility which the Labor members never left long 
ignored. If the argument is about wage rates, it is possible to cite 
cases of organized workers, with relatively high rates of pay, who in 
spite of much trying found themselves consistently barred by War 
Labor Board policy from receiving any increases in wage rates what- 
soever during the war. In 1945 they were receiving the same rates of 
pay they received in the thirties. For industrial workers in general 
the increase in the average rate of pay for doing a given amount of 
work (about 20 per cent from January, 1941, to April, 1945) lagged 
well behind the increase in the cost of living (about 30 per cent for 
the same period) during the war, thus imposing upon the workers the 
necessity of working longer or at harder jobs to protect their standard 
of living. Also, in making a demonstration of the firmness of the war- 
time wage stabilization program, it is possible to cite thousands of 
cases where, even though employers were not only willing but anxious 
to grant wage increases, their petitions to do so were denied. These 
denials of wage increases voluntarily proposed offer perhaps the most 
conclusive evidence that the wage stabilization program was no push- 
over as a matter of policy. As a matter of enforcement, the records of 
the Board indicate that the program was observed by an overwhelming 
proportion of the substantial and responsible companies which con- 
stitute the bulk of American industry with violations limited largely 
to a fringe of fly-by-night operations of relatively slight magnitude. 

While it was conventional for the Industry members to condemn the 
wage stabilization program as a sort of economic shell game in which 
employers played the suckers’ rôle, most all of them were willing to 
concede, at least on condition that it would not be used against them 
in a Board argument, that wages along with prices would have gone 


252 THE AMERICAN ECONOMIC REVIEW [JUNE 


far higher but for the program. However, lest this seem to concede too 
much, most of them would also have been quick to add that such success 
as there was, was won much too dearly by concessions to organized 
workers, other than those directly involving rates of pay, which served 
to give them a stranglehold over American industry. Asked to be 
specific, they might first have mentioned various “fringe” adjustments, 
such as those granting paid vacations and holidays, but high on all 
and first on many bills of particulars would have been “union security,” 
involving arrangements such as those calling for the maintenance of 
union membership and the checkoff of union dues. 

As a wartime expedient, some of the Industry members initially 
looked favorably upon the idea of requiring workers holding member- 
ship in a responsible union to maintain that membership in good stand- 
ing on the pain of losing their jobs, and participated in the formulation 
of such a policy. The principal argument in favor of it was that since 
the unions, or at any rate the responsible officers of the CIO and AFL, 
had pledged themselves not to strike during the war and thus reduced 
their possible usefulness to their members, they should be helped in 
holding these members by an order requiring their members to keep 
their membership in good standing (primarily to pay their dues) on 
penalty of losing their jobs. Such an arrangement, it was emphasized, 
would not require anyone not already a member of a union to join a 
union to get or hold a job, but would simply require those already in 
the union to maintain their membership in good standing. In doing 
so, it would not only prevent anti-union employers from taking ad- 
vantage of the patriotically self-imposed weakness of unions, but it 
would also reduce jurisdictional conflicts between the unions by requir- 
ing union members to stay put unionwise. 

This latter possibility prompted me to do some pioneering in the 
development of the maintenance of membership policy in the lumber 
industry of the Pacific Northwest. There, early in the war, I served 
as the chairman of a special commission which recommended to the 
predecessor of the War Labor Board that the policy of requiring union 
members to maintain their membership be applied in the situation where 
rival unions at times seemed almost more interested in fighting each 
other for members than they did in producing lumber, badly needed 
to fight the Axis. It later became the policy of the War Labor Board 
to grant a maintenance of membership provision to a responsible union, 
regardless of whether or not there was any showing that its member- 
ship was threatened. The primary gauge of the union’s responsibility 
was its wartime strike record. 

Why the Industry side eventually turned so completely against the 
maintenance of membership arrangement is another of those questions 
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which the formal record of the Board probably will not answer satis- 
factorily. Despairing of having their position prevail, the Industry 
members reached a point where they simply voted against maintenance 
of membership and let it go at that. Unless there was some substantial 
charge that the union in question ‘was irresponsible, the Public mem- 
bers promptly joined the Labor members in voting in favor of it. In 
employers’ petitions to the Board to eliminate maintenance of member- 
ship provisions, which continued to pour in upon it in spite of its 
established policy to approve such provisions, a fairly standard set 
of objections were recited. They bore down principally on the proposi- 
tion that the arrangement robbed both the employer and the workers 
of their freedom—that of the employer to hire people without regard 
to their affiliation with any private organization, and that of workers 
to get, hold and advance on a job on the same basis. 

These objections, however, were present when the maintenance of 
membership policy first found some favor with the Industry members. 
Consequently, they offer no satisfactory explanation of the shift of 
the Industry members to adamant opposition to maintenance of mem- 
bership provisions. In accounting for such opposition, which may be 
explained in some measure by changes in the composition of the 
Industry group, some of the Industry members would no doubt em- 
phasize the fact that the policy of giving unions the protection of 
maintenance of membership provisions was initially justified as a 
quid pro quo for their pledge not to strike and was entitled to no more 
binding force than that pledge which was frequently broken. Such an 
explanation, however, would not account for the fact that the Industry 
members voted against maintenance of membership provisions for 
unions with perfect records of no strikes during the war quite as con- 
sistently as they did against such provisions for unions with badly 
blemished strike records. 

In this connection it is interesting to note that after Russia entered 
the world conflict, perfect wartime no-strike records were made by a 
number of unions with so-called “left wing” leadership which previ- 
ously had not seemed to have aspirations to attain perfection in that 
‘line, while some of the worst records were made by unions with what 
would be regarded as conservative, old line American leadership. This 
fact unquestionably bemused the Industry members in following 
through on the maintenance of membership policy, as it may also be- 
muse anyone else who is thinking about the post-war course of labor 
relations. 

By adding up the number of man-days lost through wartime strikes 
(about 634 million during the first half of 1945), it is possible to sug- 
gest that Labor’s no strike pledge did not amount to much. What such 
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a statistic, which represents fifteen one hundredths of one per cent 
of the working time of industrial workers, more truly signifies, how- 
ever, is that this is a very big industrial country. It seems clear that, 
~ as a matter of fact, the pledge served powerfully to retard the impulse 
of organized workers to use their striking power to “get theirs while 
the getting was good.” 

Perhaps the best single explanation of the shift in the position of the 
Industry members to complete opposition to the provision for union 
security is simply that they concluded, under what is obviously heavy 
and often passionate pressure from their employer constituents, that 
they had originally made a mistake in believing that unions needed 
some special protection during wartime because of their pledge not 
to use their economic power by striking. Support for that view can 
be found in the steady growth of union membership during the war 
(from about 81% million members in 1940 to about 16 million members 
in 1945) and its expansion into many industrial units and communities 
where it never existed before. To many employers, particularly in the 
South, the idea that the employer should help the union maintain its 
membership was shocking to say the least. When it was combined with 
provision for a check-off of dues requiring the employer to collect the 
dues of union members and then turn them over to the union, which ` 
the War Labor Board commonly granted, it became scarcely less than 
maddening. And when, as sometimes happened, the employer was 
ordered to pay the local union officials for time devoted in working on 
grievances of union members and to give these officials special seniority 
rights to their jobs, “Well, suh!” as one of the Southern protestants 
put it, “I frankly despair of the future of this great federation of 
states.” 

Completely to the contrary, the Labor members insisted throughout 
that the Board’s maintenance of membership policy provided too feeble 
protection against those employers who would gladly seize any opening 
for an anti-union drive, including that resulting from the weakening of 
the claims of a union on its membership by strict adherence to a war- 
time no-strike policy. Perhaps the most truly feeble aspect of the 
Board’s handling of the union security issue, however, lay in the fact 
that it did not suceed in doing anything to ease the strife of the Labor 
and Industry members over it. On the contrary, their lines of conflict 
tightened until they were absolutely rigid. In the meantime, in the no 
man’s land between them, untouched by constructive ideas or sugges- 
tions, was a key problem in the field of labor relations. 


In addition to the paramount issues of pay and union security, the 
War Labor Board dealt with an almost infinite variety of other issues 
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certified to it for settlement. The first rôle assigned to it was that of 
settling labor disputes which threatened to interfere with the successful 
prosecution of the war. Consequently, its job tended to become as 
broad as the range of matters about which it is possible to have a labor 
dispute, and the talent which went into developing this territory 
seemed at times positively prodigious. As already indicated, the dis- 
putes came to it in all sizes and shapes. One case certified to the Board 
had well over a hundred separate issues and quite a few cases ap- 
proached that staggering number of issues. Many others had only one 
issue involving a single worker. Perhaps the most important issues 
apart from wages and union security which regularly came to the 
Board were those involving the establishment of machinery to settle 
the grievances of employees and those involving rules to govern pro- 
motions and lay-offs. Other issues ranged down in seeming importance 
to those involving such matters as the towel supply arrangements and 
smoking privileges in privies. 

‘Indeed, because of the extremely broad nature of its charter, the 
Board occasionally got mixed up, or mixed itself up, in disputes which 
it could be plausibly argued were not labor disputes at all. This was true, 
for example, in the notorious Petrillo case involving a fight over the 
payment of royalties on the making of phonograph records and tran- 
scriptions. The United States Supreme Court to the contrary notwith- 
standing, that was probably primarily a row in the field of trade and 
business practices. The Labor Board took it on, however, and ordered 
Mr. Petrillo’s American Federation of Musicians to lift its ban on the 
making of records and transcriptions which it had imposed to penalize 
companies engaged in this business which had not met its royalty de- 
mands. Although the union successfully defied the Board’s order, the 
casé was by no means without consequence since it dramatically re- 
minded other labor leaders of the fascinating possibilities in the royalty 
approach to sharing the.proceeds of production—possibilities which 
may be extensively and strenuously tested over the next few years. 

What will be the post-war consequences of the manifold orders the 
War Labor Board issued, particularly those prescribing working con- 
ditions which do not necessarily have the transitory character inherent 
in wage-rate regulations? With the passing of the Board, will the 
effects of these orders evaporate, or will a lot of arrangements stay in 
place although no longer supported by federal authority? As a general 
proposition the answer to that question probably depends upon whether 
or not the Board was bucking, riding along with, or getting ahead of the 
great surge in the organization and mobilization of the power of the 
wage workers which was in progress when the war started and which 
the war did not interrupt. On a question of that kind, the opinions of 
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the Board members would surely have split three ways. The Labor 
members would contend that the Board bucked the tide. The Industry 
members would no doubt say that it tried to speed it up. It would be my 
impression as a Public member that the Board moved along with the 
tide and necessarily did so as an essential part of the process of serving 
its primary purpose—that of keeping war production going full blast by 
keeping the industrial peace at home. 

For example, when the war started the practice of granting vacations 
with pay for production workers in industry was spreading rapidly. 
Through its orders, the War Labor Board extended the practice and 
enlarged the awards until it typically ordered one week’s vacation with 
pay for workers of more than one year’s service, and two weeks’ vaca- 
tion with pay for workers with more than five years’ service. It can be 
and is argued that this was one of the dodges the Board has used to 
grant pay Increases and still not seem to do so. It is unquestionably 
‘true that by ordering paid vacations, shift differentials, and a variety 
of other “fringe” adjustments—so called because they are on the fringe 
of direct adjustments in pay—the Board relieved somewhat the always 
tremendous pressure to increase basic wage rates. It is also true, how- 
ever, that in so doing it was merely extending lines of improvement in 
the terms of governing the employment of American wage workers 
which it found surging forward when it was assigned its wartime rôle. 
It is my impression that it would have been reckless for the Board to 
chop off these lines of development abruptly and thus complicate even 
further its double-barrelled task of preventing wartime labor disputes 
and stabilizing wages. However, if there is ever to be any final verdict 
on this question—which is doubtful—it must await the acquisition of 
a perspective which only the passage of time can provide. 

‘So, too, must wait the final verdict on the validity of my personal 
impression that all things, and many of them strange things, considered, 
the War Labor Board carried out its assignment well. How, in the light 
of manifold cross purposes impinging upon it, the Board managed to do 
so is not a simple question. The basic answer, I believe, is that, in spite 
of all of the pulling, pushing, snorting, and pounding which enlivened 
its course, all elements of the Board were powerfully propelled by a 
deep sense of devotion to a country which even in wartime permitted 
such an untrammeled performance in handling labor disputes, instead 
of committing them to the much more tidy disposition of a dictator- 
ship. At any rate, labor disputes which would cripple war production 
were prevented and wages were kept relatively stable. These were the 
major objectives of the War Labor Board. Of course, what the price 
of success in obtaining them will be, in terms of post-war headaches 
in industrial relations, remains to be fully determined. 


1946] KEEZER: THE NATIONAL WAR LABOR BOARD 257 


Also, only the future can tell where we shall be when the surge in 
the rising tide of labor, which plays such an important part in any 
assessment of the work of the War Labor Board, has spent itself. It 
occurs to me that when as a nation we put together, or allowed to be 
put together, a corporate structure which gives about 200 industrial 
corporations control of almost half of all the nation’s industrial assets 
and did so in a country with relatively democratic political and social 
institutions, we inevitably touched off such a development in the field 
of labor as that which is now going forward. For all I know it may 
end up by ushering in, a little late, the century of the common man. 
All I am reasonably sure of is that it will not be the century of the 
rugged individualist. 


A RECONSIDERATION OF THE THEORY OF RENT 


By Dean A. WORCESTER, Jr.* 


In most discussions of rent, it is customary to demonstrate how the 
remuneration due each segment of land may be determined by either 
residual or marginal productivity analysis, to note how this distributes 
land to its most important uses, and to conclude that, since social costs 
do not determine the supply of land, the receivers of rents can be taxed 
in special ways which would not otherwise be justified. It is usually 
argued, implicitly or explicitly, that the existence of rent does not in- 
crease prices and that social costs, therefore, are in harmony with the 
money prices paid by consumers. 

To be sure, there is a growing group of economists who turn their 
backs on all such analysis and define rent in terms which apply equally 
well to any factor of production and which in any case include only part 
of the total payments to any productive agent. That both groups deal 
with matters of substance is hardly open to question. That the pro- 
ponents of the two groups can understand each other is less certain. 
And it is inevitable that the neophyte will find his footing precarious. 
He must distinguish among at least three general groups of theorists; 
the classical, of whom Marshall and Taussig have probably presented 
the best arguments although neither is hardly a pure Ricardian; the 
neoclassical, which in this case is no more than a shorthand expression 
for those who, with Wicksteed, Jevons, Davenport and others, agree 
with the definitions and most of the conclusions of Marshall but who 
believe that the marginal productivity approach is superior to the 
residual approach; and the Paretian, which is followed in general by 
Joan Robinson, K. E. Boulding, H. D. Henderson and others and which 
involves fundamentally different conceptions. The purpose of this paper 
is, then, (1) to trace in rough outline the steps which have led us to the 
present ambiguities, and (2) to make some positive recommendations 
designed to unify the now divergent points of view so as to increase the 
content of rent theory. 

The argument proceeds through the following stages: (a) an analysis 
of the necessity for and the steps involved in abandoning the classical 
position that rent does not affect the market price of commodities; (b) 
how this abandonment makes necessary two theories of rent, one based 
on opportunity costs and the other based on real costs; (c) the manner 


* The author is associate professor of economics in the College of Business Administration 
of the University of Georgia. 
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by which the conceptual relationship between the two theories can be 
preserved; (d) how the Paretian concept inserts much detail into the 
classical and neoclassical systems but seriously impairs the meaning of 
the word “rent”; (e) the advocacy of the use of the term “rent” to 
indicate the full opportunity cost (or remuneration) of a unit of land, 
as defined below, when this is computed on the level of the firm; (£f) the 
need for a new term if the concepts of the various groups of theorists 
are to be brought together—“factor profits” is suggested; and (g) sub- 
sidiary reasons for preferring marginal productivity theory in the 
determination of rent. l 

In the following sections we shall consider, first, the manner in which 
the various viewpoints within classical and “neoclassical”? theory came 
into being, and, second, the effect of the introduction of the Paretian 
concepts upon this structure. Such a recapitulation is most fruitful if 
based on Marshall’s writings’ since his entirely too clever defense 
seems to lie at the roots of most of our difficulties. In referring to 
Marshall we must raise again some of the old issues which were once 
discussed to the point of utter exhaustion and essential futility. But 
perhaps, at last, they may now reveal the basic points of view in such a 
way that, rather than end in deadlock, they can contribute to a more 
rounded theory. 


Semantics and Rent Theories 


We may begin by defining “land.” We are not interested in the 
physical characteristics of the various agents of production with which 
we are confronted. Rather, their economic aspects draw our attention. 
Thus, for purposes of this discussion, land will be thought of as that 
group of productive agents whose fitness for a particular use is not likely 
to change as a result of a change or even the elimination of the remun- 
eration of its owners. It is evident, then, that this paper is concerned 
with the analysis of a certain kind of supply condition, and not with 
‘the classification of productive agents. No attempt will be made to 
discover an exact line between “land” and “capital.’” 


* All references to Marshall will be to the eighth edition of his Principles of Economics 
(London, Macmillan, 1938). 


2Some may contest the value of such a discussion on the ground that a better theory of 
distribution can be evolved using anonymous productive agents rather than four hetero- 
geneous categories named “land,” “labor,” “capital” and “entrepreneurship.” While the 
thor has no objection to the generalized approach, the different supply conditions ex- 
ited by different types of productive agents seem to justify quite different economic 
toward the owners of the various agents. The case of a “fixed’ supply is valuable 
actical and as a limiting case even if it is not the most convenient concept when 
"ig to the whole field of distribution, and, more particularly, to the problem of 
‘uaustion of product. No one today would attempt to force all of economic reality into 
four types of supply conditions, but the intermediary cases will be more easily analyzed if 
the major limiting cases are understood. 
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While “land” may be defined at the outset, this procedure is quite 
impossible for “rent.” Some of the things to which it might refer are: 
1. An entrepreneural payment to certain agents of production. 
2. Part of the entrepreneural payments made to certain agents of 
production. 
3. The income received by owners of certain productive resources. 
4. Part of the incomes received by owners of certain productive 
resources. 

There are some other ways in which various definitions might be 
expressed, which would multiply the possible number of precise mean- 
ings, but this list points up the main issue at stake. Numbers 1 and 3 
can both be derived from a single operational definition.” So can 
numbers 2 and 4. But numbers 1 and 2, 3 and 4, clearly refer to different 
concepts, and can be only improperly labeled by the same term. Yet 
each group is accepted by large numbers of economists, who do employ 
the same term in common. Those who prefer numbers 1 and 3, 
apparently believe that the essential characteristic of “rent” is that is 
the full long-run remuneration of a certain group of productive agents 
called, collectively, “land,” while the other group believes that the 
essential characteristic of rent is that it is a surplus return. 


Inadequacy of the Classical Synthesis 


At one time the concept of rent as a surplus return was not thought 
to be incompatible with the concept of the full long-run remuneration 
of the factor “land.” Marshall apparently did not think so, although 
by his time there were a number of economists, including Mill, Jevons 
and Wicksteed, who were beginning to show some doubt. Marshall’s 
case rests on the social point of view, and on that ground is correct, 
as will be pointed out later. But from the standpoint of the individual 
firm he was mistaken, and as a result of his ingenious efforts to recon- 
cile the two irreconcilables he perpetuated and gave great impetus to 
the widening divergences between the various definitions of rent. It is 
to be emphasized, however, that the English economists of that day 
were agreed as to the definition of the factor which they were discussing. 
Wicksteed, for example, went to great length to prove the identity of 
the values computed by the marginal and by the residual methods.* 










"The author subscribes to the view developed in modern physics and generalized by 
the logical positivist philosophers who hold that a phenomenon is identical to the si 
of the conditions which define it. Therefore, those conditions or operations necese” 
isolate the occurrence are its best definition. "i 

t See Phillip H. Wicksteed, Common Sense of Political Economy, the 1935 repr 
George Routledge, pp. 563-68. The first edition appeared in 1910. See also S. J. Chapm 
“The Remuneration of Employers,” Econ. Jour., Vol. XVI (1906), pp. 523-28, quoted 
in G. J. Stigler, Theory of Competitive Price (New York, Macmillan, 1942). 
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Marshall admitted the validity of the marginal approach for theoretical 
purposes in his “Mathematical Appendix’” and used it in one place in 
his textual materials.’ 

In more recent years another, the Paretian, concept of rent has 
gained prominence among English-speaking economists, including H. 
D. Henderson, Joan Robinson, Kenneth Boulding, Robert Triffin and 
Albert Meyers. Although they use the term “rent,” the result of the 
operations which they prescribe to isolate it is completely different from 
the results of the operations outlined by the classical or the marginal 


- productivity theorists. Rather than the normal return to a certain group 


of agents of production, rent is defined as being the return to any agent 
of production greater than that required to keep it in its present employ- 
ment. It is a return over and above (or in the case of negative “rent,” 


€ See Marshall, op. cit., especially pp. 848 and 851. 

° Ibid., p. 535. 

It may be helpful to sketch briefly Marshall’s usual position. Typically, he thought of 
land as fixed in total supply, at least in old countries. When he turned to a consideration 
of an individual producer, he apparently decided that it was most realistic to assume that 
the land used by a single business man was also fixed, this time in the sense that it came 
in definite parcels of considerable size. He could then properly compute rent as a residual, 
with certain qualifications, after having determined the returns of such factors as might 
be variable by marginal productivity analysis. Each parcel of land would be allocated to its 
most important use in the long run as a result of the following process. 

In the long run, or normal period, the entrepreneur would compare the productivity 
of each factor of production with the others with the sole exception, of land. If it has been 
profitable to apply these factors intensively to land, a surplus return beyond the cost of 
the variable factors would result from the sale of the product, and this would give the 
firm the ability to pay rent. But other firms, and firms in other industries, might also be 
able to earn a surplus on any given piece of land. Competition would then take place 
for the whole unit of land resulting in its appropriation by the firm which could earn the 
greatest surplus with the particular parcel of land. Since the equilibrium rent is equal to 
the largest surplus, this would serve to allocate the various parcels of land to the same 
uses that a marginal approach would, assuming only that the land units were small enough 
so that all of each unit would be fully used by the successful bidder. This is a corollary 
of the demonstration that the computation of rent for any firm will yield the same result 
whether the residual or marginal productivity approach is used. Thus Marshall succeeds 
in allocating land without having it enter into the marginal elements of a firm’s costs. 

Jevons, Wicksteed, Davenport, and many others have argued against the Marshallian 
concept, holding that rent should not be measured ‘as a surplus since it is unnecessary to 
do so, and it adds nothing to the explanation. Moreover, it makes the theory unnecessarily 
complex by putting rent on a basis different than other expenses and adds to the number 
of relatively unmanageable “surplus” returns. These theorists further believe that land is 
divisible and therefore may be properly regarded as a variable unit so far as each individual 
is concerned. Furthermore, they think that it ought so be regarded because of the smooth 
way in which it would then fit in the larger framework of economic theory. Marshall 
acknowledges the final point and condones it for this purpose, but not for general discus- 
sions, The dispute, then, was almost exclusively about the implications of the method and 
not the definition of the result. In either case, rent was defined as equal to the full normal 
return to land, a return which is equal to the maximum amount which it, with the co- 
6peration of other agents, can add to the national income. The relative merit of these two 
approaches will be appraised in the final section of this paper. It is sufficient now to 
establish the identity of the definitions. 
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less than) the normal return to an agent, and is clearly a “surplus” 
return. 

The manner in which the two major present-day definitions have 
grown apart can, perhaps, be best elucidated by reference to the 
ancient controversy within classical and neoclassical theory: Does or 
does not “rent enter into the costs of production” of commodities? The 
views expressed by Marshall postulated a harmony between market, 
or opportunity, costs and. real costs. In taking this position Marshall 
seemed to maintain that rent did not “enter costs,” and—by excluding 
it from the marginal costs of producers even in the long run—appar- 
ently based his conclusion on the Ricardian argument that the last units 
produced came from inputs of “labor” (and capital) on either the 
intensive or the extensive margins where the returns were just high 
enough to pay the “labor” (and capital) costs, leaving nothing for rent. 
He was, therefore, able to maintain the hypothesized harmony between 
social and private cost. While his basic argument is based directly on 
real costs rather than this argument, it, nevertheless, merits examina- 
tion, since it has fathered the growth of contradictory definitions of rent. 

An examination of Marshall’s arguments will reveal that his own logic 
fails to support the supposed harmony in some cases, and that in the 
other cases he preserves his position only by his often undetected switch 
to considerations based on real costs. 

Because of this it is not entirely clear that Marshall meant to imply 
that rents may not affect the long-run prices of goods, as distinct from 
their costs. For example, he says: “A rise of ground values may be an 
indication of a scarcity of space that will tend to raise traders’ prices” ;’ 
and again: “A rise in rent does serve as a medium through which the 
growing scarcity of land available for hops and other produce obtrudes 
itself upon his notice.” In this case, however, he concludes by saying 
that: “But it is worse than inexpedient to say that the rent of the land 
does enter into their [the hops’] price: that is false.’* 

To say that it does not enter price, as distinguished from (real) cost, 
however, is not consistent with his later statement that “land shares 
the influences of the laws of demand and of substitution . . . because 
the existing stock of it, like the existing stock of capital or of labor of 
any kind, tends to be shifted from one use to another till nothing could 
be gained for production by any other shifting. And . . . the income 
from a factory ...is governed in the same way as is the income from 
land. In each case the income tends to equal the value of the marginal 


"Tbid., p. 452. 
° Ibid., pp. 436-37. 
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net product of the agent... ° This is a clear statement of marginal 
théory in the short run and would make land rent as price-determining 
from the point of view of the individual producer as any other variable, 
for certainly land which is variable in the short run will be variable in 
the long run. 

In whatever manner Marshall may have intended these statements, 
it is clear even on Ricardian premises that land rents do affect price in 
the case of those industries where the least efficient producers of a com- 
modity must pay rent due to the competition of firms producing other 
products such as the “traders” referred to in footnote 7. In that case 
the pressure of others who desired to use the land eliminated all but 
the strongest traders who, to keep their places, had to pay the higher 
rent. This was possible because of the failure of the weaker traders, 
whose withdrawal affected a reduction of supply of certain commodities 
resulting in higher prices. It might be said that, as the price of land 
increased, the industry was forced to let some land go until the ‘‘mar- 
ginal productivity” of the land was as high as its rent. 

Another example in which all fixed elements are of positive value may 
be found in Marshall’s discussion of meteoric stones where he identifies 
the case where the stones “cannot be worn out or destroyed, and no 
more can be found”™ with the rent of the land. He then says that they 
will be distributed by the price system to their most important uses and 
that the price paid for them will indicate the value of their services at 
their margins of application. The implication is clear that there are no 
marginal or no-rent stones and that the stones must be had if the pro- 
duct is to be produced. Thus the price paid is a price that the individual 
firm must pay if it is to continue to have the use of the stones, and is, 
therefore, a payment that must be made from the sale of the product 
produced with the aid of the stones if the “rent” is to be effective in 
allocating the stones to their most important uses. But Marshall does 
not draw this conclusion. Instead he turns to the point that it does not 
matter who receives the rents so far as the productivity of the stones 
now or ever is concerned. In other words, he turns at once from the 
individual to the social point of view and to matters of tax policy, both 
of which are related to real rather than opportunity costs. We shall 
come back to this shift in a moment, but first it may be well to inquire 
‘into the prevalence of the situation where the least efficient long-run 
producer must pay rent. At the moment we must note that, however 
correct his analysis of tax policy may be, it in no way disproves the pos- 
sibility of commodity prices which are affected by the payment of rent. 

° Ibid., p. 535. 

* Ibid., p. 418. 
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Mill apparently decided that rent typically raised the price of manu- 
factured, though not of agricultural, products.“ The present author has 
difficulty in conceiving of any industry which does not find rent affecting 
the price charged by the “marginal,” and hence all, firms. Certainly all 
retailing is carried on in areas where the worst usable locations are 
“superior” sites for hotels, apartments, or residences. Moreover, land 
to be put to any urban use must yield as much as the agricultural use 
that might be made of it, and this is almost certain to be positive near a 
city. Likewise “marginal” dairy land is likely to be superior for fatten- 
ing animals, and land “marginal” for this purpose “superior” for grow- 
ing certain grains or fibers, and this land is probably superior for 
stock-raising, and so on. Some sheep are raised on the public domain, 
and with them we may find a product which is raised in part on no-rent 
land and which, therefore, need cover only labor and capital costs to 
retain its marginal suppliers in the long run. But even in this case we 
discover that the sheep are shorn and wintered in the lowlands where 
the land has alternative uses.” 

In the case illustrated above, where—due to a scarcity of land suit- 
able for certain uses—all competing producers must pay rent, an 
element heretofore passed over in this paper has been made explicit. 
So long as all producers had the practical alternative of using no-rent 
land, rent might properly be thought of as not belonging in the group of 
opportunity costs “entering into” the price of commodities. The full 
rent was then a “surplus” both from the viewpoint of price-determina- 
tion and that of real costs of production, although its payment was 
unnecessary to secure the proper allocation of land. Now it seems clear 
that part of the return to land usually affects price; namely, that part 
equal to the average cost of land to the marginal producer of any 
product. 

Marshall apparently never quite understood the problem in this 
manner and when he tried to answer Jevons on this point Marshall 
shifted his ground so as to make the parcel of land under discussion 
much more profitable in one use than in another so that there was no 
“simple numerical relation between the surplus, or rent, which the land 
would yield under oats and the marginal costs which the prices of hops 
must cover.”** He then seems to assume that some of the units of the 


"J. S. Mill, Principles of Political Economy, Ashley ed. (London, Longmans Green, 
1909), p. 468. 

* Among others, Gustav Cassel has made a good deal of this point in his The Theory 
of Social Economy, translated by S. L. Barron (New York, Harcourt Brace, 1939), pp. 
287-88. 


™ Marshall, op. cit., pp. 436-37. 
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product yielding the highest rent on this particular parcel of land 
is grown on a no-rent margin.” 

Thus Marshall seems to contend that the price of a product will rise 
if the producers cannot pay rents high enough to retain certain lands 
due to the application of their labor and capital to less productive soils. 
In this way, although prices rise, no rent is included in the cost of the 
marginal units raised..Land, therefore, need not even be a supple- 
mentary cost since in the Jong run a firm may move to no-rent land. But 
this argument of Marshall’s misses the mark. It is not enough to say 
that price is increased because the factors are forced to work poorer 
Jand. This may be true, but in the case under discussion it is also pre- 
sumed that producers of many products will find that the least produc- 
tive technically available land is scarce and commands a rental. In that 
case the producer does not have the alternative of moving to no-rent 
land, but only to this land which is worth a certain minimum rental. And 
this much,’ at least, must now be counted among the supplementary 
costs and must be covered in the long run. By a simple extension of this 
argument all payments necessary to keep certain parcels of land in a 
given industry will become supplementary costs and this will raise the 
normal price of most goods to a level higher than that which would 
prevail if land were free." 


“See F. S. Oglivie, “Marshall on Rent,” Econ. Jour., Vol. 40 (1930), p. 1-24. This is 
not the interpretation given by Professor Oglivie to this passage. He seems-to hold the 
opinion that since Marshall went on to say “. .. if for the purposes of a particular argument 
we take together the whole expenses of the production on that [rent-bearing] Jand, and 
divide these among the whole of the commodity produced; then the rent which we ought 
to count in is... that which it... [pays] when used for producing ... [wheat].” P. 
437n. Marshall admitted the crux of the arguments, against his position. But Marshall 
never denied the existence of rent, nor that firms on economically scarce land must pay 
rent. What he did say was that rent does not enter the calculations of the producer because 
the producer thinks of land as being fixed. This statement is in line with this view and 
yields nothing to the marginal productivity analysis. See also M. T. Holland, “Marshall on 
Rent—A Reply,” Econ. Jour., Vol. 40 (1930), p. 36, for a still different defense of 
Marshalls position. See also G. J. Stigler, Production and Distribution Theories (New 
York, Macmillan, 1940), p. 94. The interpretation given here, although based on quality 
of the product, yields a conclusion similar to ours. 


*Some may argue that this presentation ignores the basic consideration. It has been 
widely taught that the main issue is a matter of what is cause and what is effect, and 
that at least under conditions of increasing short-run average cost, prices must rise or fall 
first and rents then adjust themselves. This is logical enough when attention is paid to a 
single industry in which competing firms operate. But if as a result of a rise in the price 
of hops the rents on hop-lands rise, diverting land suitable for growing either hops or 
wheat to hop production, what will be the effect on wheat prices? Clearly, the acreage 
in wheat will be reduced, the supply of wheat will be shorter and prices higher in that 
order. The “final” cause of higher wheat prices, while not apparent, lies in the factors that 
raised the price of hops, but the immediate cause was a rise in the rent of wheat land 
which resulted in a reduction of supply, hence higher wheat prices. If the validity of this 
is admitted, then it becomes apparent that generalizations as to “price-determining” vs. 
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It seems inevitable, then, that rents, or at least part of them, do 
“enter” opportunity costs and do usually result in higher equilibrium 
prices. This does not make rent a social cost, however, and it therefore 
destroys the harmony between social and private costs so earnestly 
sought by Marshall. 

We cannot pretend, as Smith, Ricardo and Marshall would have us, 
that all of “price-determining” cost must be accounted for by labor, past 
and present. It may be “wicked,” as Edgeworth puts it, to come to this 
conclusion, but it is unavoidable.” 


Two Theories of Rent are Required 


It is proper to turn to real cost analysis, as Marshall does, in order to 
escape these conclusions if one is dealing with justice in taxation and 
similar problems. But in doing so one definitely leaves opportunity costs 
behind. The real cost concept is not a harmonious section of a single 
theory of rent which may be used to analyze social matters, but involves 
a separate theory based on real costs. Money costs, based on oppor- 
tunity costs, yield a grossly distorted image of real costs. 

To say this is in no way to detract from the value of the analysis of 
real, or social, costs. The “costs” which especially concerned Marshall 
are not the opportunity costs of the producers which we have been 
discussing, but are, rather, “the exertions of all the different kinds of 
labor that are directly or indirectly involved in making it; together with 
the abstinences or rather the waitings required for saving the capital 
used in making it: all these efforts and sacrifices together will be called 
the real cost of production, or, for shortness, its expenses of produc- 
tion....” A 

Cost, then, is regarded byMarshall as being the sum of the efforts and 
sacrifices necessary for production.”” Money cost is that payment neces- 


“price-determined” factor-payments are not possible. The problem is not one of cause and 
effect, as such arguments assume, but mutual determination. 

It is, of course, apparent that under competitive conditions, the price of the product will 
still be equal to the cost of the last dose of labor-capital. What this argument does say 
is that, if land is still treated as a fixed factor, it must earn a “surplus” of a certain size 
if the firm is to stay in the industry. This is a queer kind of “surplus,” and its magnitude 
may be found just as easily (if land be thought of as a variable) by finding the quantity of 
land the cost of whose marginal dose is also equal to the price of the product under 
competitive conditions. 

** Quoted in Oglivie, op. cit., as appearing in Edgeworth’s Memorials, p. 436. 

“With such a definition of cost it is clear that Marshall’s rigid insistence upon the dis- 
tinction between rents and quasi-rents is quite proper. Quasi-rents involve real costs and 
rents do not. The supply conditions in the long run are crucial and similarity in demand 
factors or short-run divisibility will not alter the basic distinction. On the other hand, it is 
true that the supply of land can usually be reduced by literal or figurative “mining.” The 
total return to land is typically a gross, not a net, return, and unless the proper deductions 
are made, the net rent may be overstated. If this occurs and more than the net returns 
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sary to secure the existence of adequate supplies of all qualities of the 
various factors of production. But land is defined as being the gift of 
nature and, in its basic characteristic, indestructible, although it may be 
severely “mined” in its subsidiary aspects.** 

Since the author believes that the Marshallian analysis of real cost is 
essentially correct, and since he entertains a similar opinion about the 
validity of price theory based upon opportunity cost, it is desirable that 
some precise connection between the two be established. 


The Relationship between the Two Theortes 


A connection between Marshall’s “money cost of production,” t.e., 
the money payments associated with real costs, and the total money cost 
of production may be preserved by a special use of the fixed factor 
analysis.*® If we classify all real costs as variables but treat all non-real 
opportunity costs as fixed, the “expenses of production,” as defined 
above, are equal to the average variable costs and the quantity indicated 
by the distance between this curve and the average cost curve at any 
point will measure the gap between real and money costs as expressed 
in dollars. A major point of this paper is that such a gap is to be 
expected in the case of marginal as well as other firms.” 

This comment in no way invalidates the choice of the function which 
minimizes social cost as described by Ellis and Fellner, but it does sug- 
gest that price on the curve “excluding rent” does in fact only partially 
exclude it except in the special case presented by them. The non-real 
cost agents of production are scarce and productive. They, too, must be 
allocated to their most important uses and the basic consideration is 
that efficient use be made of all of the scarce productive factors taken 





are taxed or withdrawn from the enterprise, a wasteful use of land will result which will 
involve lowering the quality of the land. 


* The basic characteristic is conceded to be its extension. The fact that “land can be 
ruined” simply means that the user was not content with the zet return, but took as income 
some of the “asset value” in addition. Such practices are discussed under the heading of 
royalties and are closely connected to the theory of interest. 


* This point was suggested by a consideration of the analysis made by H. S. Ellis and 
William J. Fellner in the article, “External Economies and Diseconomies,” Am. Econ. 
Rev., Vol. XX XIII, No. 3 (Sept., 1943), pp. 493-511. The author believes that the geom- 
etry used is based upon the implicit assumption that members of the industry have access 
to no-rent Jand because it shows a common origin for curves which show, on one hand, 
average cost including rent, 8, and average cost excluding rent, 6, on the other (pp. 498- 
99). This is proper if land is regarded as variable or if land is regarded as fixed in quantity, 
but at least a small part of the total output is produced on no-rent land. The latter of these 
alternatives seems most. proper here since the curves are relevant to a discussion of diminish- 
ing returns, apparently diminishing returns to land. 

2 This would have been clear from the diagrams of Ellis and Felner, if, as the author 


believes proper, their B curve had at all points been greater, though by a diminishing 
amount, than the ô curve. 
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together. Since in this case only real costs are placed with marginal 
costs, any excess of marginal revenue over marginal cost represents a 
net social gain. Under equilibrium conditions the output indicated by 
this analysis is the same as if all factors were variable, as indicated 
above.” And these, in turn, are identical to that indicated by Ellis and 
Fellner. 

Something more than the real costs are relevant in pricing, and social 
cost must recognize the loss which would result from an under-utiliza- 
tion of land. On the other hand, the payments made to the owners of 
fixed factors can be diverted to other uses without direct effect on pro- 
duction. Thus, the real cost is lower than the most desirable price from 
the social point of view. Social costs, as defined by Ellis and Fellner, 
cannot be identified with real costs except in the limiting case of indus- 
tries which have access to technically useful no-rent land. 


Paretian Reni and Classical Theory 


We have seen how the attempted synthesis of business expenses and 
real costs led to certain difficulties in classical theory. We must now 
turn to another trouble spot in the analysis of rent. 

Is rent the normal payment to land, including both surplus and cost 
elements, or is it just that part of the total payment comprising the 
‘surplus element??? Marshall’s objection to the latter alternative seemed 
to be based on the contention that “there is no simple and numerical 
relation” between the surpluses raised by one product as compared to 
those raised by another. The Paretian conception provided an apparent 
answer.”* 

Pareto defines rent as equal to the difference between the two “sur- 
pluses.” Thus there would be included in the total payment to land, as 
we have defined it, an opportunity cost (which affected prices and bore 
a “simple and numerical relationship” between the costs of two unlike 
products that could use the same land) plus a surplus, ż.e., a “rent” 
(which did not affect prices). This analysis has won over several in- 
fluential English-speaking economists** who have sometimes termed the 
opportunity cost of land “transfer cost,” to replace “rent” and quasi- 
rent as the principal return to fixed agents of production. “Rent,” as 


™ See note 4 above. 


* The third alternative, that it be designated as the opportunity cost element alone, will 
be discussed and advocated presently. It cannot be given a separate place at this point, 
however, since it is not a standard conception. 

3 Vilifredo Pareto, Cours d'Economie Politique, Librairie de VUniversitie (Lausanne, 
1897), Vol. II, paragraphs 745-755 and related passages. Similar views are expressed in his 
later Manual d'Economie Politique in the section on rent. For a good treatment in English 
in a related vein, see Joan Robinson, The Economics of Imperfect Competition (London, 
Macmillan, 1934), chap. 8. 


^ See above, p. 261. 
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defined by this group, is a true surplus but one that may disappear 
in the long run, and which will in no case affect the allocation of re- 
sources. . 

But the Paretian answer goes much further than this in its implica- 
tions. If analysis is undertaken at the level of the individual firms, the 
importance of these implications is not so apparent, especially if the 
standard assumptions in regard to competition are made. The differences 
would seem to center about the assumptions regarding alternative uses 
_and terminology. If all units of the particular agent employed by a firm 
have the same alternative employments and if the difference in produc- 
tivity between the best and the next best uses is infinitesimal, the 
Paretian rents disappear, leaving nothing but “transfer costs” which, 
as Wicksteed pointed out, are equal to Marshallian rents. Since many 
very similar firms were thought to make up an “industry” in Marshal- 
lian economics, the various agents would have very good alternatives 
within the industry, and since the productive agents were thought of as 
being homogeneous, all would have the same opportunity costs. In this 
case, incidentally,.if all firms were exactly alike all of rent would “enter 
into” price. 

But even within the framework of Marshallian economics conceptual 
changes would be required. Paretian rents might be zero from the stand- 
point of all the firms, for horizontal supply curves for the factors offered 
to a firm seem logical. Not so for a whole industry. The supply curve of 
factors for an industry usually has positive slope, making the payments 
to factors with the poorer alternatives greater than that required, ż.e., 
than opportunity costs, thus introducing a finite “rent” element into a 
situation where an analysis of the firms had revealed only infinitely 
small “rents.” Moreover, from the social point of view, rents are higher 
still, since few agents can insist on much more than subsistence, which, 
in the case of land, is zero. 

All this may be fine in so faras it introduces greater flexibility into 
the theoretical economic system, but it leaves rent theory in a nebulous 
state, with the payment of rent related to different functions by different 
authorities and varying drastically in magnitude according to the level 
of analysis used if one of the groups of experts is followed. The fact is 
that very different concepts are defined by the prescription of the 
various authors. We will discover that ideas of the various authors can 
be profitably synthesized. To do so, however, we must adopt a termi- 
nology as flexible and exact as the prescriptions. Let us turn to this task. 


Rent Best Defined as the Opportunity Cost of Land 


In the following sections we will be primarily concerned with rent as 
analyzed at the level of the firm rather than that of the industry. Further 
analysis of real costs may be left to the standard treatments. Space for- 
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bids expansion into the various levels intermediate to the firm and 
society as a whole at which “rent” might be determined, although such 
extension is not difficult. The author feels that the term “rent” should be 
applied to only one level, and suggests following Stigler’s lead in the 
choice of terminology of the intermediary levels.” “Rent” may perhaps 
be most properly applied to the remuneration of a certain type of pro- 
ductive agent as the remuneration appears to the owner of the agent. 
This will usually depend on the opportunities available among firms, not 
industries. 

Preference for the,use of the term “rent” to refer to the opportunity 
cost of land may now be stated. This definition is in strict accord with 
the usage of neither of the groups of economists discussed above. But 
in no case would disruptive changes be involved. The “orthodox” econo- 
mists who have thought of rent as the full payment to owners of land 
frequently make the assumption of homogeneity which eliminated that 
part of the payments which are of a non-opportunity cost character. 
Such economists would merely have to adopt Wicksteed’s position. The 
other group could do their part in standardizing terminology by sub- 
stituting the word “rent” where they now use “transfer cost” and 
adopting some new name for the group of “economic rents” which they 
have analyzed and which deserve a definite position in economic theory. 
Such a name is suggested in the following pages. 

The choice of opportunity cost as a basis for the definition rests on 
several considerations. In the first place, it seems most in accord with 
common usage. To most people rent is still connected primarily with 
the use of durable agents rather than with surplus returns. It has come 
to be associated with surplus returns by professional economists largely 
as a result of several special arguments which can now be seen to be 
resting on special grounds. While there is little enough agreement of this 
matter of terminology within the ranks of economists, the proposed 
definition would probably minimize the total adjustment required to 
bring precision into our terminology, whether or not it were brought 
into accord with common usage. 

Another reason for this choice is that no new name for the opportu- 
nity cost of land has been accepted. Some might say that “transfer cost” 
is such a name, but the author cannot recall seeing any listing of the 
functional shares of income that read “wages, interest, transfer cost, 
rent and profits.” 

A final reason is that the use to which the word “rent” is now being 
put by those who do not use it in connection with the normal returns to 
land seems misleading in important ways. As they use it, it is neither a 


3 See below, footnote 34. 
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real cost nor opportunity cost. Since many economists still think of 
“rent” as a major branch of distribution theory, this sort of definition 
tends to confuse the issues. Moreover, the fact that such rents tend to 
disappear in the long run makes it particularly incomprehensible to 
students and laymen. Yet if the payment to the various agents of pro- 
duction greater than that required to keep them in their present uses is 
not to be called “rent,” what is it to be called? 


_ True Surplus Returns to Productive Agents: Factor Profits 


Paretian rents are not opportunity costs since they are defined as 
being the payment over and above opportunity costs. Neither are they 
real costs since they are payments which any agent may receive whether 
or not its supply, as suited to a particular use, would cease to exist if 
their owners were not paid. There is only one major share of functional 
income which is commonly thought of as having neither an opportunity 
cost nor a real cost character; that is pure profit. Let us then compare 
these surplus returns to profit.*® 

In the Wealth of Nations, profit was not clearly distinguished from 
interest. This practice, while modified by later English economists, was 
not changed sufficiently by them to exclude all non-cost returns until 
after Marshall’s day, and some noted economists still regard entre- 
preneural returns as being composed, in part at least, of opportunity 
and/or real cost elements.”? 

These economists, of whom Hawtrey and Taussig are representative, 
seem to find repugnant the idea that a single man can be at one and the 
same time a salaried manager, and a receiver of purely residual profits. 
It is, of course, true that some business men earn much more year after 
year than others, and it may be tempting to speak of the greater earning 
of some as a “rent of ability,” as Hawtrey suggests. In doing so, how- 
ever, he not only uses the word “rent” in the sense of payment greater 
than the opportunity cost of the entrepreneur, że., in exactly the sense 
which is inappropriate and incompatible with the usage advocated here, 
but he also seems to be saying in another way that entrepreneurs are 
paid according to their productivity. Any implication that they are fixed 


20 Most of the characteristics of “profit” referred to below are suggested in the chapter 
on profits which appeared in the book by Robert Triffin, Monopolistic Competition and 
General Equilibrium Theory (Cambridge, Harvard Univ. Press, 1941), pp. 158 f. 


z Marshall, op. cit., p. 624n. It may be noted that if the manager is paid according to 
his ability and if insurable risks are also included in costs, the “excluded 4/5 of what are 
ordinarily classed as profits in England” becomes 5/5. 

See also H. G. Hawtrey, “Competition from Newcomers,” Economica, Vol. X, No. 39 
(Aug., 1943), pp. 219 f. It goes without saying that in this paper we have adopted 
“ .. what orthodox economists all over the world are teaching their students,” rather than 
the view which he advocates in his article. 


272 THE AMERICAN ECONOMIC REVIEW | JUNE 


factors and receive a residual return will not affect this observation.”® 

We take, therefore, as our definition of profits that share of income 
left over from sales after all costs have been paid including the oppor- 
tunity costs of management, insurable risks, and payments to bond- 
holders and stockholders sufficient to maintain the investment at its 
current level. It seems clear that profits are as likely to be negative as 
positive for any firm in a “normal” year, and that in the long run for 
the economy as a whole profits will be zero, although there will be very 
wide fluctuations about this level and some firms may show profits for 
very long periods of time. 

There seem to be several points of similarity between the surplus 
‘return of pure profits and the surplus return to certain agents of pro- 
duction. In the first place, neither return need be paid by a firm in order 
to retain the services of the agents who receive the “surplus” payments. 
This is true for each individual firm as well as for society, a point which 
distinguishes this type of return from what we have defined as “rent.” 
Rent (the opportunity cost of land) must be paid by the firms in order 
to secure the agent for the firm’s use. Profits and the surplus returns to 
some units of specific agents are also alike in that neither the specific 
agents nor the profit-takers need be fixed in quantity or location in the 
ordinary sense of the word. They simply wal not change their employ- 
ment if their returns are reduced even if they could so long as they are 
not reduced below their opportunity costs. Thus taxes that fall on either 
profits or surpluses of this nature will affect neither output nor price 
directly whether or not the taxes are uniform, 4.e., reach the surpluses 
of all competing agents or firms on the same basis.” 

This last statement must be qualified. If pure profits are taxed, unlike 
the surplus returns mentioned above, it is probable that people will be 
less willing to become “profit-takers” since losses are likely to outweigh 
profits-minus-taxes. But this is a consideration that depends upon the 
nature of the supply of entrepreneurs” and, in any case, does not bear 
upon the problem of output and price where the entrepreneur can be 
called a fixed factor in the ordinary meaning of the term.” 

* See page 260 above, Parenthetically, it may be added that the conception of opportunity 
cost seems unnecessarily restricted as it is used by Hawtrey. He apparently regards all 
opportunity past after the stripling youth has made his choice of profession, since his 
“opportunity” is what he might have expected to make in another profession. But the 
ordinary meaning of the term as used in America implies, on the contrary, a relatively 


short-run situation which would not exclude the entrepreneur, currently employing him- 
self, from the alternative of becoming the manager of another firm in the same industry. 


2 The use to which the tax funds are put may, of course, affect the output and price. 


* Such nice calculations would probably not affect the supply of entrepreneurs if their 
supply depends, as some maintain, upon the “sweepstakes urge” where mindful of a 
better-than-even chance of loss, this chance is taken to make possible a very rich gain. 


3 To avoid confusion in matters of tax policy it may be well to contrast these surpluses 
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Another point of similarity between “surplus rents” and entrepre- 
neural profits is suggested by Trifin who remarks that, “[A promoter’s] 
purpose may be sheer exploitation of the bondholders and the stock- 
holders . . . he may innovate by creating . . . profit-opportunities for 
himself, rather than for the corporation. . . .’’** In this, too, the position 
of the profits-taker is similar to that of owners of other factors of pro- 
duction who receive returns greater than their opportunity costs. Bank- 
ers when lending their funds, workers when bargaining for their 
contracts, suppliers of materials and buyers of the finished product are 
all, in theory, working for their own, not primarily for their firms’ wel- 
fare—a fact that may explain the predatory actions which all groups in 
business occasionally display. 

If one whole group of productive agents is successful in gaining 
special returns, their special returns will affect output and price if the 
marginal cost curves are affected, and their returns, although “surplus” 
from the social point of view, reduce output and increase prices resulting 
in a monopoly profit which is appropriated by the privileged group. 
This eventuality is possible only if the industry or firm is monopolistic. 
In this case a tax on such a surplus will improve matters by transferring 
part of the fruits of the exploitative gain to the government, which is 
presumed to act in the general welfare. Again this type of analysis is 


with the opportunity cost of Jand. A uniform tax that takes the same percentage of 
the rent regardless of the purpose for which the land is used will affect neither the prices 
nor the outputs of the various goods produced with the aid of Jand. This conclusion 
follows only in the case that the tax does not change the relative position or at least 
the ordinal relationship of each agent; że. is in some sense of the word “uniform.” But 
this is true of any factor of production, e.g., a uniform income tax (or a properly con- 
structed progressive one) will leave all receivers of income in the same relative position 
where, at least, they can not shift so as to increase their money incomes after taxation. 

It is to be noted, however, that unlike other factors, collateral effects on the physical 
supply of land or the extent of the use of land are avoided, since land has no real cost, 
with the exception of the case elaborated by K. E. Boulding (“Incidence of a Profits 
Tax,” Am. Econ. Rev., Vol. XXXIV, No, 3 [Sept., 1944], pp. 567-72), where the owners 
do not try to squeeze all of the rent out of their holdings. (In general, I believe that his 
conclusions are stronger when applied to Paretian rents, rather than profits, since one 
can not count on the existence of positive profits, and it is generally conceded that business 
men will work pretty hard to avoid losses.) 

As in the case of other factors, a tax on land which is devoted only to certain uses, if 
impinging on opportunity costs, will result in a changed use of some of the agents. The 
conclusions reached in, regard to the surplus returns, and profits, in contrast, have applica- 
tion whether or not the tax is “uniform.” Any tax smaller than the surplus will fail to 
result in the movement of an agent of production even if only scattered and random 
agents are taxed and all others escape entirely. This follows since the current employment 
remains the only one where returns greater than the opportunity returns are available. 

We can hardly afford to use the word “rent” indiscriminately in matters of tax policy 
when the two commonly accepted payments defined as “rent” yield such different results 
when taxed. 


2 Trifin, op. cit., pp. 185-86. 
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identical to that typically used in discussing monopolistic “profits” 
rather than “surplus” elements in factor costs, but it appears to be 
appropriate. 

This leads us directly to the consideration of a final point of similarity 
between pure profits and these surplus returns. From one point of view 
the surplus accruing to the individual agent is a profit. In a free econ- 
omy each agent is responsible for finding its own employment and may 
be thought of as a little firm selling a productive service.” Any failure 
to follow market conditions may result in a loss (7.e., receipts less than 
opportunity cost in the sense of next highest marginal value product) 
and any advantage taken of a fortuitous situation will result in profit 
(i.e., receipts greater than opportunity costs). If “profits” or “losses” 
become regular and lose their apparent “unusualness,” the factor may 
impute the gain or loss to itself, thus raising or lowering its estimate of 
what it is worth in accordance with what it is paid, just as the entre- 
preneur of a firm will so revalue his fixed stocks. In using this term 
“fixed stocks,” the true fixity of the “stock in trade” of the individual 
person is emphasized. This fixity, involving as it does a non-marginal, 
non-real cost situation, again underlines the parallel between the situ- 
ation of the individual and the entrepreneur. Indeed, the latter is in the 
more favorable position today in that he can escape some of the risks 
involved in his actions through the application of various devices of 
business organization. 

It is true that the difference between the scale of operations of the 
entrepreneur of a firm and the “entrepreneur” disposing of his personal 
services is so great as to amount to a difference of kind. This difference 
is perhaps great enough to justify a different term for these surpluses 
which may accrue to any factor. Perhaps the term ‘‘non-cost outlay” 
advanced by Stigler** will be found to be the most suitable. Another 
possibility is “factor profits’ as distinguished from “entrepreneural 
profits.” Either of these terms would give the proper impression—that 
they are payments greater than opportunity costs to any factor of pro- 
duction—and their use would also avoid confusing surplus returns with 
the return to land. 

Of the two terms, “factor profits” may prove to be the more suitable 
since Stigler’s “non-cost outlay” is closely tied up to the industry con- 
cept. Throughout the last two sections of this paper, opportunity costs 
have been defined in term of alternative “jobs” which a given agent is 


i 


“S Wicksteed, op. cit., pp. 360-70, must have had something of the same thing in mind 
when he said that undertakers might be dispensed with and in their stead have the owners 
of the various productive resources spontaneously combine them, each waiting for his 
remuneration until the product due his agent had been sold. 


“Theory of Competitive Price, pp. 105 f. 
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able to secure. Thus a movie star whose next best industry is selling 
does not show a “factor profit” embracing the difference between his 
present salary and his possible earnings as, say, a brush peddler, but 
only the difference between what he earns and what a rival studio is 
prepared to offer. Thus “non-cost outlay,” as Stigler defines it, belongs 
most properly to the middle ground which we decided to eschew (see 
page 269). 

“Factor profits”. refer to the everyday level where the great majority 
of decisions are made which involve the allocation of resources. As such, 
it is the most important level on which returns necessary to retain re- 
sources in their present use can be discussed. The industry concept is 
not very useful here since job-opportunities cut across industry lines 
very freely. 


Land is Preferably Treated as a Variable Factor 


In the earlier discussions of this paper it seemed desirable to empha- 
. size the identity of the results isolated using the concept of “fixed 
factors” and those isolated using marginal productivity analysis. Now 
that this need is past it is proper to point out the reasons why the author 
prefers to use the marginal productivity approach. 

Marshall defended the concept of “fixed factors” on the ground of 
realism. Thus he wrote, “. . . in discussions written specially for mathe- 
matical readers it is no doubt right to be very bold in the search for wide 
generalizations ... but it is not in a treatise such as the present, in 
which mathematics is used only to express in terse and more precise 
language those methods of analysis and reasoning which ordinary people 
adopt, more or less consciously, in the affairs of everyday life.’’*° 

Marginal productivity theorists usually are interested in “wide gen- 
eralizations.” Wicksteed, for example, who attacked Marshall most 
vigorously in this respect, was the first to give a demonstration of 
exhaustion of product by marginal productivity analysis under com- 
petitive conditions. But it seems proper to question the rôle assigned to 
land—-and here physical characteristics, not the fixity of supply, is basic 
—by Marshall as he looked through the eyes of a business man. Let us 
assume that the total amount of “land” in the world is fixed. Is it the 
most prominent fixed factor to the individual firm? 

In the United States most of our farms are what is called ‘‘family- 
sized.” While, before the war, seasonal labor was employed during the 
harvests, the size of the family is an important consideration influencing 
the amount of land that it will attempt to work. Even where the families 
own their farms there is continual bargaining for the use of part of one 


* Marshall, op. cit., p. 851. 
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another’s land. Thus the land is often more variable to the farmer than 
is his labor supply. On the other hand, it is likewise true that the United 
States merchant marine at least from the First World War until the 
Merchant Marine act of 1936, found its supply of ships, its capital, 
relatively fixed, whereas the land space required could be rented and 
was largely a variable factor. It may be objected that the second example 
is relevant primarily to the short run where Marshall agreed that capital 
might well be a fixed factor, but the point is not that capital is or is not 
fixed, but that, from the point of view of the business man, land may be 
regarded as being more easily varied than the supply of other factors 
in some important cases. If this is true, then the alleged necessity for 
putting rent on a different basis from wages or interest is not proved, 
and marginal productivity theory should be adopted, at least in certain 
cases, on grounds of realism as well as of theoretical beauty. 

It may be that land is rigidly fixed in some employments, so that 
business men can not think in terms of adding or subtracting a small 
portion of their land even in the normal period. But this is certainly 
not true of farmers, and there are many business men of all kinds who 
rent their floor space and can easily acquire larger quarters if they so 
desire. From the viewpoint of a firm more of all factors can be obtained. 
The safest course on grounds of realism is probably to admit the validity 
of both types of analysis in so far as the economics of a firm is con- 
cerned, but to stress the marginal productivity approach. 

Quite aside from the debatable element of realism, it should be 
noted that the presence of several surplus returns in the short run vastly 
complicates the problem of income distribution in the short run.” 
Where only one surplus return is to be determined, it can be correctly 
found as a residual even if it could be determined by marginal pro- 
ductivity; but if there are several fixed factors, resort must be made to 
simultaneous equations on the theoretical level, a device that seems 
more out of touch with business practice than marginal productivity 
theory. 

Marshall was aware of this difficulty, but seems to have preferred to 
leave this problem unresolved in the short run, and only partially re- 
solved in the long run.” These difficulties are especially pressing when 
monopolistic competition is considered, a condition in which each firm 
must be able to evaluate each agent without reference to any industry. 
Since no two firms have the same product it would be impossible to 
apply simultaneous equations, making the division of income among two 

For more detail on this problem as well as the distinction between rents and quasi- 
rents, see R. S. Meriam, “Quasi-rent,” Explorations in Economics (New York, McGraw- 
Hill, 1936), Chap. X. 

= Marshall, op. cit., p. 626. 


1946] WORCESTER: RECONSIDERATION OF RENT THEORY 277 


or more fixed agents quite arbitrary. In this case it would seem likely 
that costs would always be found equal to price simply because the 
“surplus” would be entirely imputed to land, at least in the long run, 
although a marginal analysis of rent might reduce it so as to indicate a 
high monopoly or other profit. In other words, a factor profit might 
displace the entrepreneural profit simply because of a lack of precision 
of analysis. The use of marginal analysis seems to be the best way out 
of this impasse. 

Finally, the marginal productivity theory avoids the welter of special 
issues which have impeded clear thinking for so long. All elements of 
cost, at least those which must be positive, are placed on the same basis. 
So far as the allocation of resources is concerned, what is true of one 
is true of another. And the true significance of real cost can be stated 
with vigor, albeit separately, without a fallacious and unconvincing 
argument which attempts to identify real costs and prices. 


Two major difficulties involved in rent theory have been considered 
above. The first is the unfortunate result of a mistaken attempt to 
synthesize incompatible doctrines of cost, the second is a disagreement 
as to the essential characteristic of rent. Both of these difficulties should 
and can be overcome. One method for doing so has been proposed. 


BUSINESS CYCLES AND THE MODERN THEORY 
OF EMPLOYMENT 


By LLOYD A. METZLER* 


I. The Propensity to Consume in Business Cycle Theory 


The modern theory of employment and income, which explains the 
level of total output in terms of investment and consumption, is 
generally regarded as a static theory. It is widely believed that the 
propensity to consume and the level of investment provide a broad 
explanation of the level of total economic activity achieved by an 
economy in equilibrium, but do not account for fluctuations in such 
activity.» In the study of cumulative processes of expansion and 
contraction—prosperity and depression—most economists feel that the 
popular discussion of savings and investment must be supplemented 
by other methods of investigation. When prices and production are 
rising or falling, for example, the effects of changing expectations 
upon the output decisions of business men must be taken into account. 
This means, among other things, that the rates of change of prices 
and sales are important factors in the volume of total production. 

The “multiplier” explanation of output and employment has fre- 
quently been criticized on the ground that it neglects these dynamic 
aspects of economic activity.” To some extent, the criticism is probably 
justified, for much of the present analysis of income and employment 
consists simply of static supply and demand relations. Nevertheless, in 
concentrating on the static character of the multiplier, it is easy to 
lose sight of the fact that the basis of this multiplier—the marginal 
propensity to consume—not only provides a static explanation of the 
equilibrium level of employment but also supplies the framework for im- 
portant extensions of the theory of business fluctuations. In other 
words, the development of the static theory of employment has been 


* The author is an economist with the Board of Governors of the Federal Reserve 
System, Washington, D.C. 


1 See, e.g, Gottfried Haberler, Prosperity and Depression (Geneva, 1941), p, 168. 


* Much of the criticism was due to the fact that no distinction was made, in the theory 
expounded by Lord Keynes, between intended and unintended components of savings 
and investment. As a result of this lack of precision, the theory that the level of income 
is determined by the condition that savings shall be equal to investment seemed either 
false or tautological when applied to dynamic problems. See Haberler, 0. cit., chap. 8; 
Fritz Machlup, “Period Analysis and Multiplier Theory,” Quart. Jour. Econ., Vol. LIV 
(Nov., 1939), p. 1; Friedrich A. Lutz, “The Outcome of the Saving-Investment Discus- 
sion,” Quart. Jour. Econ., Vol. LIT (Aug., 1938), pp. 611-14. 
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accompanied by corresponding changes in the theory of business cycles. 

The changes in business cycle theory are of two sorts. First, the 
modern theory of employment establishes a definition of a norm about 
which the economic system fluctuates: at any given time, the equi- 
librium level of income is the level at which intended savings are equal 
to intended non-induced investment. Business cycles consist simply 
of fluctuations about this norm or equilibrium. It is true, of course, 
that this definition of equilibrium presents a number of serious sta- 
tistical problems. Difficulties arise, for example, in distinguishing be- 
tween induced and non-induced investment. Despite the statistical 
problems, however, the establishment of a conceptual normal level 
of activity constitutes an important advance in the theory of economic 
fluctuations. In the absence of this norm, it has been necessary in the 
past either to rely upon purely empirical concepts of equilibrium or to 
assume that the system tends automatically toward full employment 
and that any deviation from full employment i is, therefore, an evidence 
of disequilibrium. 

Both of these alternatives are clearly inadequate. The first is inade- 
quate because the usual empirical distinction between secular trend 
and cyclical fluctuations about the trend cannot be justified without 
an explanation of the trend itself; a mere fitting of a curve by “least 
squares” or other methods does not suffice to establish the nature of 
the trend movements.* The second alternative—a norm of full employ- 
ment—is inadequate because it is now clear that income may be in 
equilibrium at a level of output considerably below full employment. 
The modern theory of income and employment, by providing a concept 
of an equilibrium level of employment, thus fills.a serious gap in the 
study of business cycles. 

The second important contribution of the theory of employment to 
business cycle analysis is in the explanation of turning points of the 
cycle. Prior to the development of the concepts of propensity to con- 
sume and propensity to save, an explanation of these turning points 
was perhaps the most difficult task of business cycle. analysis. Tradi- 
tional theory usually assumed that the economic system is inherently 
unstable in the sense that a slight upward or downward movement of 
income and employment tends to initiate a cumulative and self- 
reinforcing process of expansion or contraction. In other words, it was 
commonly believed that an initial increase of income, employment, and 
prices would stimulate a further increase, and that income would 
continue to rise at an accelerated rate until the limits of possible expan- 
sion were reached, or until some outside force put a stop to the cumu- 


SEdwin Frickey, “The Problem of Secular Trend,” Rev. of Econ. Siat., Vol. XVI 
(Oct., 1934), pp. 199-206. 
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lative process.* The converse of this argument is, of course, that a 
slight downward movement is also self-aggravating, and that a depres- 
sion, once started, tends to continue until some factor or factors which 
operate only at low levels of employment reverse the movement. 
Traditional business cycle theory thus conceived of the economic 
world as a world subject to cumulative upward and downward move- 
ments as a result of relatively small disturbances. From this concep- 
tion, it followed that an explanation of the cycle was to be found in 
the factors which reverse the direction of the cumulative movement. 
Once a process of expansion or contraction was started, it was widely 
believed that an explanation of further movements in the same direc- 
tion was relatively simple. In an expansion process, for example, the 
rise of income was believed to be reinforced by optimistic expectations 
as well as by the effect of higher demand upon the output of invest- 
ment goods (the acceleration principle). And since Say’s Law (supply 
creates its own demand) was generally accepted, it was difficult to see 
how producers’ expectations, in the aggregate, could be disappointed. 
While particular industries might suffer from overproduction, this 
would be offset by increased demand in other industries. The cumula- 
tive movement of income and prices was thus regarded as an obvious 
process; the real difficulty lay in an explanation of the turning points.” 
To explain how a process of expansion is stopped and a depression 
initiated, economists usually introduced certain limiting factors which 
become operative only at high levels of economic activity. It was fre- 
quently asserted, for example, that a period of prosperity and rising 
income is brought to a close by the inability of the banking system to 
make additional loans. Faced with a declining reserve ratio as a result 
of previous loans and as a result of cash drains to support a higher 
volume of transactions, the banks become reluctant to make further 
loans. Interest rates rise and a period of credit contraction ensues. 
By reducing the level of total demand for goods, this credit contraction 
brings all of the forces of cumulative contraction into play, and the 
level of output declines. Thus, according to this view, the immediate 


‘The classic example of such an unstable economy is given by Wicksell, in his descrip- 
tion of the cumulative change in prices which results from a discrepancy between the real 
rate of interest and the bank rate. See Knut Wicksell, Interest and Prices (translated 
from the German by R. F. Kahn, London, 1936), chap. 9. While the cumulative process 
envisaged by Wicksell is a movement of prices and not of output or employment, unstable 
systems involving output may also be found in the writings of nineteenth-century 
economists. See, for example, the discussion by Pigou of a quotation from Walter Bagehot’s 
Lombard Street in which Bagehot argues that a decline in output in one industry spreads 
through other industries in a self-reinforcing sequence'of reduced demands. (A. C. Pigou, 
Employment and Equilibrium [London, 1941], p. 236.) 


8 Compare Jan Tinbergen, “Econometric Business Cycle Research,” Rev. Econ. Stud., 
Vol. 7, No. 2 (Feb., 1940), pp. 81-85, 
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cause of the crisis was the inflexibility of the banking system. Alter- 
natively, the cause of the downturn was frequently found in a shortage 
of certain factors of production which made a continuation of the 
expansion process impossible. If the rise of output in certain segments 
of the economy were brought to a halt through the appearance of 
bottlenecks, it was widely believed that this would lead to a decline 
in total output through the operation of the acceleration principle. 

At the other turning point, when depression ends and a revival 
begins, economists were much less certain about the immediate cause 
of revival. In some cases, the upturn was attributed to a resumption 
of investment activity induced by an accumulated shortage of equip- 
ment. In other cases, more liberal lending policies by the banking 
system were believed to be the immediate cause of recovery. And in 
still other cases, the revival was attributed simply to a return of business 
confidence and to more optimistic expectations in general. But what- 
ever the immediate cause of revival, the important fact is that in 
traditional business cycle theory it was thought to be necessary to 
introduce limiting factors which brought the period of cumulative 
contraction to a close. 

Like all brief generalizations, this explanation of traditional business 
cycle theory is no doubt an oversimplification. The problem is so com- 
plex, and the explanations which have been given for the cycle are so 
numerous, that no short summary could possibly be complete.* For 
this reason, the foregoing discussion is not to be interpreted as a sum- 
mary of traditional theory. It is intended, rather, to point out one 
feature which most theories had in common: The failure to develop 
explicitly the relation between consumption and income frequently 
gave an exaggerated appearance of instability to the economic system. 
This led to a preoccupation with the causes of the turning points of 
the cycle, and to the introduction of limiting economic forces which 
were assumed to be operative only in periods of high prosperity or 
extreme depression.” Thus the acceptance of Say’s Law, either explicitly 


*One of the best summaries of the state of business cycle theory prior to the develop- 
ment of the theory of employment may be found in Alvin H. Hansen, Business Cycle 
Theory (Boston, 1927), chap. 8. Professor Hansen pointed out that, despite the diversity 
of opinion, concerning business cycles, there was a fair amount of agreement with respect to 
three points: (1) the factors instigating an expansion or contraction; (2) the nature of 
the cumulative process; (3) the self-limitation of expansion or contraction. The most 
controversial and least convincing arguments in this summary were those advanced in 
explanation of the turning points, which were essentially the same as those mentioned in 
the text above. 

TAn important exception to this statement must be made for the theory of Professor 
Schumpeter (Joseph A. Schumpeter, Business Cycles, Vol 1 [New York, 1939]). Pro- 
fessor Schumpeter repeatedly emphasizes the significance of the norm about which the 
economy fluctuates, and holds that, when this norm is clearly defined, the turning points 


282 THE AMERICAN ECONOMIC REVIEW [ JUNE 


or by implication, frequently disguised the structural nature of cycles, 
and created the impression that the turning points were largely due to 
special factors. :; 

From this point of view, explicit recognition of the relation between 
income and consumption was an important development. When the 
concept of a propensity to consume was introduced, the economic sys- 
tem was recognized as an essentially stable system: which is subject to 
more or less regular oscillations about a moving equilibrium. The turn- 
ing points of these cyclical oscillations were then frequently found to 
be no more difficult to explain than the cumulative processes of expan- 
sion and contraction. In other words, the entire cyclical process was 
recognized as a process of adjustment to irregular disturbances of the 
system. The turning points of the cycles, like the periods of expansion 
and contraction, were seen to be inherent in the structure of the 
system, and were no longer regarded as dependent upon limiting factors 
such as an inflexible banking system or the appearance of bottlenecks.’ 

This does not imply, of course, that cyclical movements of income 
and employment are the result of a single cause, or that a single 
cyclical movement can be isolated as “the” business cycle. On the 
contrary, most recent studies of business cycles have emphasized the 
complexity of the actual economic system, and have shown that oscil- 
lations of income about equilibrium may consist of a number of 
cycles of different lengths superimposed upon each other. Individual . 
cycles have been attributed, for example, to the demand for producers’ 
equipment, to the demand for housing, and to the demand for inven- 
tories. All of these cycles were of course known in a general way 
before the theory of income and employment had been developed. 
Nevertheless, a clear understanding of the nature of the cyclical 
processes was not obtained until the theory of employment provided a 
concept of equilibrium. Prior to that time, it was usually found that 
the derived demand for such things as producers’ equipment and 
inventories provided theories of unstable or cumulative processes, but 
not of cyclical movements. Turning points in these processes could be 
explained only by introducing new factors. Development of the theory 
require no special explanation. His conception of a normal level of activity differs from 


the one accepted in this paper, however, in that it assumes full employment, apart from 
certain monopolistic restrictions. 


® See, e.g., the discussion of the acceleration principle in the Journal of Political Economy, 
Volume XX XIX (1931): Ragnar Frisch, “The Interrelation between Capital Production 
and Consumer-Taking,” (Oct., 1931), pp. 646-54; J. M. Clark, “Capital Production and 
Consumer-Taking—A Reply,” (Dec., 1931), pp. 814-17. The advance in business cycle 
theory brought about by the theory of employment is clearly seen by comparing these 
earlier writings with later work on the same subject, such as P. A. Samuelson, “A Synthesis 
of the Principle of Acceleration and the Multiplier,” Jour, Pol. Econ. (Dec., 1939), pp. 
786-97. See also, R. F. Harrod, The Trade Cycle (Oxford, 1939). 
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of employment changed all this by showing, first, that the economic 
system is probably a stable system, and, second, that cyclical move- 
ments of income, employment, and prices are inherent in the nature of 
the system, and do not depend upon special circumstances. 

The importance of the modern theory of employment in business 
cycle analysis is well illustrated by recent changes in the theory of 
inventory cycles. I turn now to a consideration of these developments. 


II. The Theory of Inventory Cycles 


In the period which preceded the development of the theory of 
employment, the most extensive discussion of inventory cycles was 
that of Mr. R. G. Hawtrey. It is well known that Hawtrey regards 
the attempts of business men to increase or decrease their inventories 
as the principal cause of economic expansion and contraction. In this 
respect, his analysis of business cycles differs from that of most other 
economists, who usually consider inventory fluctuations as one among 
many such causes. Nevertheless, from one point of view, the Hawtrey 
analysis is typical of the business cycle studies which preceded the 
modern theory of employment: his theory is essentially a theory of 
cumulative processes of expansion and contraction, and the turning 
points in these cumulative processes depend upon certain limiting 
factors which become operative only in periods of high prosperity or 
deep depression. 

The essential feature of the Hawtrey theory is a slightly qualified 
acceptance of Say’s Law. In one explanation of his theory, he says: 


The money of which demand consists is provided directly or indirectly from 
people’s incomes, The total of the incomes which people in any community 
have to spend I call the consumers’ income; the total which they do spend I 
call the consumers’ outlay. Consumers’ income and consumers’ outlay tend 
to be equal. The means of payment (comprising money and bank credit), 
which people have on hand, I call the unspent margin, Consumers’ income and 
consumers’ outlay can only differ in amount when the unspent margin 
changes. 

The term consumer as here used must not be interpreted too narrowly. 
People spend their incomes not only on consumable products, but on invest- 
ment. “Consumer” must be regarded as including “investor” and the con- 
sumers’ outlay as including investment. For money invested is spent. It is 
spent on capital goods.® l 


With this conception of total demand, it is easy to see how a small 
disturbance may start a cumulative process of expansion or contraction. 
Suppose, for example, that business men decide to increase their inven- 
tories. In order to do so, they must produce more than they expect to 


R. G. Hawtrey, Trade and Credit (New York, 1928), pp. 83-84. 
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sell. But in expanding output, the business men also expand income by 
the same amount. Hawtrey argues that this increase of income is 
either spent on consumption or saved, and that most, if not all, of the 
added savings constitute a demand for capital goods. Considering 
both the demand for investment goods and the demand for consumers’ 
goods, total demand therefore increases pari passu with the increase 
of income. As a result, producers find that their attempt to increase 
inventories has been frustrated by a corresponding increase in demand. 
Their subsequent production plans include not only a level of output 
sufficient to satisfy the higher demand, but also an additional output 
for inventories. Again, however, demand is increased by the higher 
level of output, and inventories remain low despite attempts of business 
men to increase them. Thus a cumulative process of expansion is set 
in motion, and continues as long as business men attempt to increase 
their inventories. 

A similar argument is applicable to the process of contraction. When 
business men attempt to reduce inventories by producing less than they 
expect to sell, they find that their total sales are correspondingly 
reduced, and inventories remain unchanged. “The dealers want to 
diminish their stocks of goods, but, when they restrict the orders they 
give to producers, the consumers’ outlay falls off, and their sales are 
so reduced that their stocks are little diminished.”*° 

Acceptance of Say’s Law thus leads to a conception of the economy 
as an unstable system in which a slight contraction leads to further 
contraction, and a slight expansion sets off a cumulative upward move- 
ment. Mr. Hawtrey’s theory is less extreme than this, for he allows 
total demand to differ from total output to the extent that there is a 
change in the unspent margin. When production and income are 
increasing, this means that the increase in demand is slightly less than 
the increase in the value of output, since a small part of the new 
income will be added to idle balances. In discussing the effects of 
expansion, Hawtrey says: 


A little of the [added] money would remain behind in balances, for a man 
whose earnings are increased would hold on the average somewhat larger 
amounts of cash in hand than before; but probably much the greater part of 
the additional income is immediately in one way or another spent... . 

... The net effect in increasing stocks will [therefore] be limited to so 
much of this income as is kept in hand by the recipients in balances.™ 


An increase in unspent balances constitutes a leakage from the 
stream of income, and if carried to its logical end, analysis of this 


” Ibid., p. 93. 
* Ibid., pp. 91-92. 
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leakage might, with modifications, lead to a theory of inventory cycles 
which does not differ substantially from the modern theory. Despite 
this fact, it is obvious from his writings that Mr. Hawtrey envisaged 
an unstable system. At one point, in fact, he speaks of the credit system 
as “inherently unstable.” And throughout his writings he discusses 
“vicious circles” of expansion and contraction. In Hawtrey’s opinion, 
these periods of expansion and contraction are brought to a close by 
changes in the credit policy of the banking system. During a period 
of rising income and prices, the banks find their cash reserves dimin- 
ished both by an increase in deposits and by a drain of cash into 
circulation. Hawtrey argues that sooner or later the reduction of their 
reserves forces the banks to restrict credit. This means, among other 
things, that interest rates tend to rise, and with higher interest rates 
the carrying costs of inventories are considerably increased. Traders 
attempt to economize by reducing their inventories, and, as a result, 
the cumulative process of contraction described above is set in motion. 
During the period of contraction, debts are gradually liquidated, bank 
deposits are reduced, and cash flows back into the banks as a conse- 
quence of the decline in income and prices. Eventually the increased 
liquidity of the banking system leads to lower interest rates and to 
more liberal lending policies in general. Finding their carrying costs 
reduced, traders decide to hold more inventories, and a period of 
economic expansion ensues. 

The foregoing description of Hawtrey’s theory of ventory cycles 
is intended primarily to emphasize the assumption of instability which 
is inherent in this theory. Hawtrey envisages an economic world in 
which a slight expansion or contraction leads to further expansion or 
contraction in a cumulative process which is reversed only by the 
action of the banking system. In discussing the end of a period of 
prosperity, he says: 

. If the restriction of credit did not occur, the active phase of the trade 


cycle could be indefinitely prolonged, at the cost, no doubt, of an indefinite 
rise of prices and an abandonment of the gold standard.?? 


This point of view, as noted earlier, is a logical consequence of Say’s 
Law of Markets. If the proposition is accepted that supply creates its 
own demand, which means that savings constitute a demand for capital 
goods, then it is obvious that production cannot outrun demand, for 
any increase in output will be accompanied by a corresponding increase 
in demand. It follows that any attempt by business men to increase 
their inventories must lead to a cumulative process of expansion, while 
every attempt to reduce inventories must result in cumulative con- 


2 Ibid., p. 98. 
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traction. Thus Hawtrey’s theory of inventory cycles is intimately con- 
nected with the classical proposition that general overproduction is 
impossible. 

It is hardly necessary to point out that Say’s Law of Markets is no 
longer a widely accepted economic doctrine. One ‘of the principal 
achievements of the modern theory of income and employment was to 
emphasize that savings do not constitute a demand for capital goods; 
in large part, they constitute simply a demand for legal evidences of 
wealth, such as stocks, bonds, and savings accounts. A substantial por- 
tion of the demand for investment goods comes from business men, ` 
and is not directly related to the level of income. It is therefore entirely 
possible, indeed at most times probable, that an increase in total output 
will increase the total supply of goods more than it increases total 
demand; some of the increased income will be used in the purchase 
of previously-existing assets, and will not represent a demand for 
currently-produced goods. Hence, general overproduction is a possi- 
bility which must be taken into account. 

If Say’s Law of Markets is rejected, what happens to the theory 
of inventory cycles presented above? A partial answer to this question 
may be found in an earlier paper, in which I developed a simple theory 
of inventory cycles based upon the modern theory of employment.** 
The assumptions in that paper with respect to the behavior of business 
men were very similar to those of Mr. Hawtrey. It was assumed, for 
example, that business men make production plans in anticipation of 
future sales, and that anticipated sales depend partly upon the present 
level of sales and partly upon the rate of change of such sales. It was 
assumed further that the amount of inventories which business men 
desire to hold is related to the level of their sales. The theory of 
inventory cycles which I developed differs from Hawtrey’s theory 
primarily in its rejection of Say’s Law. In place of the proposition 
that supply creates its own demand, I substituted the proposition that 
only a part of total demand is directly related to the level of income. 
In other words, it was assumed that income receivers use part, but 
not all, of their increments of income in the purchase of commodities, 
and that income which is used to purchase legal evidences of wealth does 
not represent a demand for current output. 

To simplify the discussion, the interval of time under consideration 
in my analysis was divided into “production planning periods,” and it 
was assumed that the rate of output in each planning period is deter- 
mined at the beginning of the period and remains unchanged until the 
beginning of the next period. The economy was divided into consumers’ 


3 Y loyd A. Metzler, “The Nature and Stability of Inventory Cycles,” Rev. Econ. Stat., 
Vol. XXIII (Aug., 1941), pp. 113-29. 
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goods industries and investment goods industries, and it was postulated 
that within any given planning period the demand for consumers’ 
goods depends upon the level of total output during that period. Finally, 
the assumption was made that the demand for all investment goods is 
autonomous, in the sense that it is taken as a given factor in the 
situation, independent of the level of income. This last assumption is 
obviously not necessary, since the induced demand for investment 
goods may be included with the demand for consumers’ goods in a 
general “propensity to spend.” Nevertheless, it will simplify the subse- 
quent analysis without altering the final results if we retain the assump- 
tion that all investment (except inventory investment) is non-induced 
or autonomous. 

With these assumptions, it is possible to follow through the sequence 
of events in a typical inventory cycle. Suppose that the economy is 
initially in equilibrium, in the sense that the total output of goods and 
services is equal to the total demand for such goods and services. Con- 
sider what happens when this equilibrium is disturbed by an increase 
in the demand for and supply of non-induced investment. Although 
equilibrium is reéstablished in the investment industries (since demand 
and supply increase in the same proportion), producers of consumers’ 
goods find their stocks depleted by the increase of income and demand. 
This is characteristic of the early prosperity phase of an inventory 
cycle; producers are unable to adjust their output immediately to the 
increase in demand, and stocks therefore decline. In subsequent periods, 
production plans are revised upward, for two reasons: (1) to meet the 
anticipated higher level of demand; (2) to replenish depleted inven- 
tories. As output is increased, total demand also rises, and business 
men find that their stocks remain abnormally low despite their efforts 
to increase them. 

Up to this point, the description of inventory cycles closely re- 
sembles Mr. Hawtrey’s theory; the rise of income and employment 
induced by the attempts of business men to expand their inventories 
has much in common with the cumulative expansion envisaged by 
Hawtrey. Nevertheless, there is an important difference between the 
two theories: Hawtrey assumes that in the absence of outside influences 
the cumulative expansion could continue indefinitely, whereas in the 
present theory the expansion itself sets up conditions which make a 
later decline inevitable. It is true that as income rises, total demand 
also rises, but the increase in the latter is smaller than the increase of 
total output. Inventories therefore begin to accumulate slowly, although 
actual additions to stocks are smaller than producers intend them to be. 
Even when income has risen to a level appropriate to the new level 
of non-induced investment, however, inventories remain abnormally 
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low. This means that total income must rise still further, since business 
men attempt not only to produce enough to satisfy the higher demand 
at the new equilibrium but also to produce an additional amount for 
replenishing their depleted inventories. In other words, in the process of 
expansion from the old equilibrium to the new, output and Seployment 
inevitably “overshoot the mark.” 

Once the level of income has risen above its new equilibrium, a 
subsequent decline is inevitable. The inflated level of income is sus- 
tained and increased only by investment in inventories, and such in- 
vestment cannot be continued indefinitely. As income rises, inventories 
also rise, and this process continues until a normal relation between 
inventories and expected sales is established. Thereafter, business men 
plan no further increases in stocks; they attempt, instead, to produce 
only what they expect to sell. Since production plans in earlier periods 
included production for stocks as well as for sale, the decision to 
produce only for sale means an absolute decline in total output. As a 
result, income in the hands of consumers declines, sales are reduced, 
and a period of general contraction develops. The contraction is 
accelerated by the fact that sales fall below expectations, since this 
causes inventories to become abnormally large and business men there- 
fore reduce output still further in an attempt to restore their stocks 
to a normal level. 

In the early stages of depression, inventories continue to rise despite 
attempts to reduce them. In other words, the contraction of output 
is more than offset by an induced contraction of sales. For a time, the 
attempt to reduce inventories is therefore self-defeating, serving merely . 
to accelerate the downward movement of output and income. When 
output and employment have declined to the normal or equilibrium 
level at which savings are equal to autonomous investment, commodity 
stocks are still abnormally high. It follows that a further decline is 
inevitable, since business men will continue to reduce output in an 
attempt to dispose of their excess stocks. Thus income falls below 
equilibrium in the downward phase of an inventory cycle, just as it 
rose above equilibrium in the prosperity phase. 

The downward movement cannot continue indefinitely, however, for 
eventually the business men will succeed in reducing their stocks. To 
explain why this is true, it is convenient to refer again to the static 
theory of employment. The fact that income receivers spend only part 
of their incomes means that, as output declines, the induced reduction 
of sales is smaller, in absolute amount, than the decline of output. 
Inventories are slowly reduced, and in subsequent periods the gap 
between production plans and expected sales is correspondingly nar- 
rowed. In other words, when the business men find their stocks de- 
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clining, they are relieved of the necessity of planning large stock 
reductions in the future, and can make their production plans more 
nearly in accord with what they expect to sell. Income continues to 
fall, since some further reduction of stocks is still considered desirable, 
but the vate of decline is arrested. 

The downward movement continues, at a reduced rate, until inven- 
tories have fallen to their normal level, in relation to sales. At this 
point, business men plan no further reductions in stocks. Since pro- 
duction is now equal to expected sales, whereas in earlier periods it 
was less than sales, it follows that income must begin to rise. Thus 
the mere fact that inventories have fallen to a normal level is sufficient 
to account for a turning point in the cycle from depression to recovery. 

The cycle is now complete. I have explained how the prosperity 
phase of an inventory cycle inevitably leads to a crisis and to depression, 
and how the depression must be followed by a period of prosperity. 
The self-perpetuating character of such cycles is thus established. When 
the equilibrium of income is disturbed, output and employment tend 
to fluctuate about a new equilibrium in a series of damped cycles. In 
describing these cycles, nothing has been said about the influence of 
the banking system or of other limiting factors. The turning points of 
the cycle do not depend upon such things as changes in credit policy 
or bottlenecks in the supply of resources. In the prosperity phase of 
the cycle, for example, it is not necessary to assume a policy of credit 
restriction in order to show how prosperity leads to a crisis and to 
depression. The crisis is inherent in the nature of the expansion process, 
since this process invariably raises output above the stationary or 
equilibrium level. An analogous argument holds for the depression 
phase of the cycle. As income falls below equilibrium, inventories are 
gradually reduced, and this is sufficient to account for a revival, quite 
apart from changes in bank policy or changes in the supply of resources. 

Thus, the cycles described above are distinguished from Mr. Haw- 
trey’s inventory cycles primarily by the nature of their turning points. 
Inventory cycles, in the present theory, are inherent in the structure of 
production and sales, whereas Hawtrey envisages the turning points 
as a result of credit policies and cost changes which become operative 
only in the extremes of prosperity and depression. The present theory 
can easily account for mild but persistent fluctuations of income about 
a moving equilibrium, even with no changes in credit policy, wage 
policy, or conditions of employment. By contrast, the Hawtrey theory 
speaks of “vicious circles” of expansion and contraction, which can 
be reversed only by the influence of limiting factors. In Hawtrey’s 
theory, the length of a period of expansion is governed largely by the 
flexibility of the banking system and by the extent of unemployment 
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when the expansion begins; the expansion is not brought to a close 
until the banks are forced to restrict credit. In the present theory, on 
the other hand, it is necessary to explain the length of the average 
cycle in terms of factors which are a part of the process of production 
and sales. While changes in banking policy may play some part in 
the turning points of the cycle, much greater emphasis is placed, in 
the present theory, upon the relation of output to sales, and upon the 
relation of sales to production plans. 


Ill. Conclusion 


The changes in the theory of inventory cycles described above are 
typical examples of recent changes in business cycle theory in general. 
They illustrate the far-reaching influence which the theory of employ- 
ment has exerted upon dynamic economics. As a result of these develop- 
ments, the Wicksellian concept of an unstable cumulative process 
which was formerly the basis of many business cycle theories has in 
large part been replaced by the concept of oscillation about a normal 
or equilibrium level of income and employment. The normal level itself 
has been more clearly defined than was possible at an earlier date, and 
the relation of the actual level of income to this norm has assumed 
increasing importance. 

While the cycles described by theories such as the theory of inven- 
tory cycles are conceptually perpetual, in practice they are probably 
highly damped. In the absence of disturbances to the underlying condi- 
tions of equilibrium, such cycles would tend to disappear. Moreover, 
the amplitude of any given cycle is directly related to the size of the 
initial disturbance. Small disturbances produce only small cycles, which 
means that large cyclical movements can be explained only by explain- 
ing the large initial disturbances. From this point of view, the cycle 
theories described in the present paper are incomplete. They explain 
how the economic system adapts itself to changes in the conditions of 
equilibrium, and give strong reasons for believing that the process of 
adaptation will be cyclical, but they do not explain the disturbing 
factors which initiate the cycles. In the words of Professor Schumpeter, 
they are “waves of adaptation.”** 

A wave of adaptation may be started by a change in any of the 
economic relations which determine the equilibrium level of income 
and employment. Changes in consumer tastes, for example, or in 
methods of production, may upset an existing equilibrium and lead to 
cyclical movements about a new equilibrium. It seems likely, however, 
that a very large proportion of actual business cycles has been initiated 


** Schumpeter, op. cit., pp. 179-80. 
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by disturbances in the willingness of business men to invest. The ulti- 
mate cause of cyclical fluctuations must, therefore, be sought in the 
investment motives of the business world, or, in other words, in the 
causes of a fluctuating propensity to invest. But this complex problem 
is beyond the scope of the present discussion. In describing cycles of 
adaptation, and in comparing present theories of such cycles with 
earlier theories, changes in the propensity to invest have simply been 
accepted as disturbing factors to which the economic system eventually 
adapts itself. A complete explanation of all movements of income; 
prices, and employment would of course have to include an explanation 
of these disturbing factors, as well as a discussion of the adaptation 
process described above. 


DEBT MANAGEMENT AS AN INSTRUMENT OF 
ECONOMIC POLICY? 


By Henry C. WALLICH* 


The popular view of the post-war debt seems to be that it is a heavy 
burden (that is, a restrictive force) and that at the same time it is in- 
flationary (an expansive force). This view is perhaps not as inconsistent 
as might appear at first sight. The debt, for instance, may be economi- 
cally restrictive but politically inflationary, its economic effect engender- 
ing a political movement to get rid of it by means of inflation. Alterna- 
tively, the debt may be deflationary most of the time but may provide 
the fuel for inflationary spurts once in a while. A calmer view, however, 
suggests that there are deflationary and inflationary forces inherent 
in the debt which are operative at all times but which ordinarily 
neutralize each other to some extent. This being so, it becomes im- 
portant to develop means of harnessing these forces and thereby con- 
vert what now looks like a bogey into a useful instrument of economic 
policy. 


I. The New Role of Debt Management 


In this study I intend to investigate some of the means of employing 
debt management as an instrument of economic policy. In doing so I 
shall treat debt management as distinct from, though perhaps not equal 
in rank to, fiscal policy and monetary policy. This emancipation of debt 
management from the sovereignty of fiscal policy, to which it is com- 
monly regarded as belonging, is suggested by aspects of analysis as well 
as of convenience. The enormous rise in the size of the debt, and its 
wide distribution, has made it possible to exert a new type of influence 
upon national income, through changes in the form in which individuals 
and institutional investors hold part of their assets. The full implica- 
tions of this new effect are still very largely unexplored, and it seems 
likely that, for the time being, its importance will not be primary. 
One must recognize, however, that it exists, and that it rests upon a 
principle different from monetary and fiscal policy, if we regard the 
effect of monetary policy upon national income as deriving mainly from 
variations in the volume and availability of money, and that of fiscal 


* The author is associated with the Foreign Research Division of the Federal Reserve 
Bank of New York. The views he expresses are personal opinions. 

*This paper was delivered as a lecture before a meeting of the National School of 
Economics of the University of Mexico, in Mexico City, May, 1945. 
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policy mainly from direct injections into, and drains from, the income 
stream, via government expenditures and taxation. 

The desirability, on analytical grounds, of distinguishing between 
fiscal policy and debt management is further emphasized by the result- 
ing convenience and clarity in tracing the effects of debt management 
upon the economy. Almost every debt operation inevitably has reper- 
cussions upon monetary conditions and upon the budget. In this sense, 
debt management becomes an aid—-sometimes an obstacle-—to mone- 
tary and fiscal policy. Much of this paper will be concerned with eluci- 
dating these relationships. In this, it is helpful, though by no means 
essential, to adhere to the distinction suggested and to treat debt 
management as a separate instrument of economic policy. 

Separate emphasis upon debt management finally is suggested also 
by the general economic, political, and social significance which the 
debt has acquired. That a public debt the service charges on which 
amount to between 5 and 6 billion dollars constitutes a political problem 
of the first order goes without saying. The distribution of the debt, 
and the tax burden which it imposes, may produce important realign- 
ments among pressure groups and may lead to a re-weighting of the 
relative interest which different groups have in various basic economic 
and social policies. The handling of the debt will decisively influence 
the future of the banking system, and the interest rate policies, in par- 
ticular, into which the debt may drive us will be of paramount im- 
portance for the future of the rentier class and of many educational 
and other non-profit institutions. In recent discussions,” varying em- 


* Numerous important contributions to the study of the post-war debt problem have 
appeared in recent months. Cf. Charles C. Abbott, “Management of the Federal Debt,” 
Harvard Bus. Rev., Vol. XXIV, No. 1 (Autumn, 1945), pp. 97-108; “Commercial Banks 
and thé Federal Debt,” Am. Banker, Vol. CX, No. 227 (Sept. 29, 1945), pp. 8-15; Evsey D. 
Domar, “Burden of the Debt,” Am. Econ. Rev., Vol. XXXIV, No. 4 (Dec., 1944), pp. 
798-827; Aubrey C. Lanston, “Crucial Problem of the Federal Debt,” Harvard Bus. Rev., 
Vol. XXIV, No. 2 (Winter, 1946), pp. 133-50; Simeon P. Leland, “Management of the 
Public Debt After the War,” Am. Econ. Rev., Vol. XXXIV, No. 2 (June, 1944), suppl., 
pp. 89-132; Abba P. Lerner, “Government Spending, Public Debt and Postwar Taxation,” 
Internat. Postwar Problems, Vol. II, No. 1 (Jan., 1945), pp. 13-34; Hedwig Reinhardt, 
“On the Incidence of Public Debt,” Social Research, Vol. 12, No. 2 (May, 1945), pp. 
205-26; Lawrence H. Seltzer, “The Problem of Our Excess Banking Reserves,” Jour. Am. 
Stat. Assoc., Vol. 35, No. 209 (Mar., 1940), pp. 24-36; Carl Shoup, “Postwar Federal Interest 
Charge,” Am. Econ. Rev., Vol. XXXIV, No. 2 (June, 1944), suppl., pp. 44-85; Henry C. 
Simons, “On Debt Policy,” Jour. Pol. Econ., Vol. LIT, No. 4 (Dec., 1944), pp. 356-61; 
William Withers, The Public Debt (New York, Day, 1945); “The Public Debt and the 
Banks,” Institute of International Finance of New York University, Bull. No. 137, May 8, 
1945. 

Also see various contributions in Public Finance and Full Employment (Post War Eco- 
nomic Studies No. 3, Board of Governors of the Federal Reserve System, Washington, 
1946). 
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phasis has been placed upon different aspects of debt management, 
and the aims of debt management have sometimes béen defined with 
respect to rather specific and hence limited purposes. The importance 
of the debt and the great potentialities which it entails seem to justify 
viewing its management in the broadest possible terms and regarding 
it as a major element of national economic policy. 

Nothing of this, of course, implies that decisions on the debt should 
be arrived at independently of monetary and fiscal policy. In particular, 
I am very far from suggesting that the effective management of the 
post-war debt requires the setting up of still another government 
agency. On the contrary, the close interrelation between fiscal policy, 
monetary policy, and debt management calls for a high degree of 
integration in policy making. At the present time, we quite obviously 
do not have this integration. Debt management rests with the Treasury, 
monetary policy is divided among Federal Reserve, Treasury, and a 
variety of government lending institutions, and fiscal policy, while 
primarily made by Congress, is influenced in some measure by prac- 
tically every other branch and sub-division of the government except 
the Supreme Court. If there is any institutional rearrangement which 
the present analysis seems to suggest, it would be the establishment 
of an office or cabinet post which could coördinate and direct all these 
activities. . 

Some Characteristics of Debt Management. Before entering upon 
this discussion, it will be well to refer briefly to certain general features 
of debt management, Unlike monetary and fiscal policy, debt manage- 
ment does not lend itself particularly to being worked out in general 
theoretical terms. Because it is intimately tied up with the existing size 
and character of the debt, the discussion must normally start from an 
actual situation and will always have a tendency to go into particulariz- 
ing detail. For this reason it probably will appeal less to the economic 
theorist than monetary and fiscal policy, but this should not detract 
from its practical effectiveness. On the contrary, fiscal and particularly 
monetary policy may well have suffered because of their adaptability 
to abstract theorizing. 

The effects of debt management are largely of the qualitative sort, 
not easily amenable to quantitative determination. Variations in the 
character and distribution of the debt, in other words, will make se- 
curity holders more or less inclined to change their rate of expenditure, 
but it can rarely be predicted how much. The impact of fiscal policy, on 
the other hand, is primarily quantitative: certain amounts are injected 
into the income stream, other amounts are taxed away, and these again 
can be broken down into consumption and saving. Monetary policy 
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probably occupies a middle ground in this respect." 

Debt management is less flexible an instrument, in many respects, 
than either monetary or fiscal policy and as such suited more to the 
long-run than to the cyclical approach.* It takes time to effect sub- 
stantial changes in the character and distribution of the debt, and an 
effective debt policy therefore requires a fairly clear formulation of the 
policymaker’s long-run expectations. It is unavailing to point out that 
such expectations are in danger of turning out false; any given debt 
policy will have its long-run effects, and to avoid formulating the ex- 
pectations upon which the policy rests merely means that the effects 
will be produced, as it were, by default." Nor is it necessary to formu- 
late long-run expectations in great detail; what needs to be clarified is 
mainly whether the dangers to be guarded against lie primarily on the 
side of inflation or contraction. Uncertainty in this respect would sug- 
gest to some extent the continuance of a flexible policy; it must be 
remembered, however, that if “flexibility” is interpreted to mean em- 
phasis on short-term financing, a flexible debt policy may in itself have 
predominantly inflationary implications. In formulating long-run ex- 
pectations, it is clear that responsible management cannot afford to go 
overboard for an extreme theory; in fact, one may say that our own 
economic thinking, at least until very recently, was rather too strongly 
nressed with the danger of stagnation. What will be needed is mainly 
ner Orientation of our preparedness in the direction of what is 
d as the chief danger. 
spects of debt management to be discussed in this paper are 
F owing: 

. Debt management “for the debt’s sake”; 
. Debt management as a limiting factor of monetary and fiscal 
policy; 

3. Debt management as an ald to monetary and fiscal policy; 

4. Debt management as a direct influence upon national income. 

The discussion of particularly the third and fourth sections will largely 
be governed by the opportunities for a reshaping of the debt struc- 
ture offered by the composition and distribution of the post-war debt. 









‘In so far as debt management is also an important determinant of the cost and 
volume of roney, its effects are akin to those of monetary policy. 
4This.is not to deny that important anticyclical effects can also be achieved. Cf. Leland, 
_ Am, Econ. Rev., Vol. XXXIV, No. 2, suppl, pp. 89-132. 
In some respects it may be possible, as Professor Abbott suggests, to minimize the 
effects of the debt and to make the economy behave as it would if there were no debt. 
But in a broader sense, I am inclined to think that we should concentrate more on using 


the debt as an instrument of positive policy than on trying to immunize ourselves against it, 
Cf. Abbott, Am. Banker, Vol. CX, No. 227, pp. 8-15. 
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II. Debt Management “For the Sake of the Debt” 


“Taxation for revenue’s sake” has become a slogan to characterize 
a kind of backward fiscal attitude not in keeping with the enlightened 
trend of the times. No doubt the same flavor will come to be attached 
to debt management “for the debt’s sake” and rightly so, in so far as 
this notion, phrased in one form or another, has been regarded as the 
chief standard of debt policy. Nevertheless, the parallel between taxa- 
tion and debt management is not complete, and it would be dangerous 
to go too far in subordinating the familiar considerations of economy, 
soundness, and convenience to the broader aspects of debt manage- 
ment.’ 

The taxing power is a durable instrument, capable of standing much 
abuse, but the public credit is a sensitive plant. Before the First World 
War the public credit of some of the central European countries was 
just as good as ours has ever been; nevertheless, it was completely 
destroyed within a few years. It will take us some years to determine 
how far our own credit has been strained by the war, t.e., whether the 
confidence primarily of non-bank investors has in any way been im- 
paired, and we shall therefore have to proceed cautiously. Hence, the 
first consideration of the debt administrator must be the preservation 
of the instrument he is using—the public credit. Any “tampering” with 
public credit, such as compulsory modifications of debt contrac 
any other measure which might impair the high regard which iy 
now have for the soundness of government obligations must be a 
This injunction probably will block some of the more ambitiou 
genious schemes for reorganizing the debt. Nevertheless, it Y 
be strictly observed, for the possible adverse consequences even of 
very large debt are unimportant compared to the calamity which a 
weakening of the public credit would imply. 

From this point of view it is perhaps just as well that considerations 
of economy, soundness, and convenience are always likely to weigh 
more heavily with the men responsible for the administration of the 
debt, chiefly the Secretary of the Treasury, than with economists bent 
upon seeing “the broader picture,” the writer of this paper among 
them. Under the heading of soundness should be mentioned, in addition 










„In rem 

These considerations are more or less the same as any private borrower would have in 
mind in arranging his financing: to minimize cost, to avoid the risk of being embarrassed 
or worse (though here the traditional fiscal viewpoint is rather broader), and to maintain 
a good credit standing. 

TI would not regard the Seltzer Plan—freezing of part of the commercial banks’ hold- 
ings by means of bond reserve requirements—as necessarily falling under this injunction, 
although the repercussions of such a measure upon the morale of other large holders would 
need to be watched. 
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to the religious observance of contract terms, the question of how much 
of the floating debt ought to be funded. This matter has not figured 
too prominently in recent discussions, because it has often been inter- 
preted to depend upon whether or not there is any danger that the gov- 
ernment might have difficulty in renewing its short-term maturities, 
which is very unlikely. Actually, classical concern over a floating debt 
was aroused by precisely the same danger which we now have in mind 
when we refer to excessive bank purchases of government obligations, 
whether short or long term. In a world where banks were not accus- 
tomed to buy medium- or long-term government securities but did buy 
or discount freely all kinds of short-term obligations, the issue of 
floating versus funded debt was drawn along much the same lines as 
the present issue of bank versus non-bank financing, Today, therefore, 
the question of whether or not part of the short-term debt should be 
funded very properly is subordinated to that of what to do with the 
portion of the debt held by the banks. 

The issue of economy in debt administration, which likewise will 
tend to weigh rather heavily in the administrator’s judgment, should 
not be allowed to obscure the broader demands of economic policy. 
There seems to be some danger that popular sentiment may become 
overimpressed with the cost aspect of the debt. Congress, then, might 
force the Treasury into “interest saving’. policies—the economic cost 
of which in other directions could be much higher. This fear of public 
and Congressional reaction to high debt charges runs through many 
present-day writings. 

A related danger is that the Secretary of the Treasury himself may 
become overimpressed with the importance of economizing on interest— 
‘through pride of achievement, or because it facilitates the rest of his 
job. He will have to balance carefully the unquestioned importance of 
keeping interest charges down against the broader demands of economic 
policy. 

As to convenience of debt management, there will always be a good 
deal of freedom for practical arrangements of maturities, call-dates, 
and similar features within the requirements of any given policy, which 
at the same time would meet the needs of the market and maintain 
the demand for government securities. There is perhaps some danger 
that such factors will tend to displace major policy objectives in the 
administrator’s mind; frequent checking up on their compatability 
with these objectives will, therefore, be in order. 


Ill. Debt Management as a Restraint Upon Fiscal and Monetary Policy 


The mere existence of a large debt is likely to color and influence our 
approach to many problems, even though it need not altogether force 
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our hand. This is particularly true of our views of the optimum level 
of income. A large and particularly a growing debt are not easily borne 
without a large and growing national income.’ Fiscal and monetary 
policy, therefore, will be under constant pressure to produce such an 
income. 

Full employment, of course, will in any case be the goal toward 
which these two policies would normally aim. In the long run, how- 
ever, full employment does not imply a clear-cut income goal. If full 
employment is produced, in part, by reduction of hours, lengthening 
of the educational period, and going slow on the introduction of labor- 
saving devices, it will carry with it a much lower income than might 
otherwise prevail. A large and growing debt, calling for maximum in- 
come, discourages the use of such devices and puts correspondingly 
heavier pressure upon fiscal and monetary policy.. 

Should we ever be faced with the choice which Dr. Williams fears 
‘to be ahead,’ between an income rising rapidly because of technological 
progress but accompanied by technological and cyclical unemployment, 
and a steady level of full employment obtained at the expense of less 
rapid progress in technology and income, our choice may be seriously 
affected by the exigencies of the debt. 

By the same token, the risks involved in passing through a cyclical 
depression are increased. In the United States, depressions have tradi- 
tionally yielded a large crop of inflationary panaceas. During the de- 
pression of the early thirties, some fairly innocuous ones were converted 
into law. In future, stronger ones might be resorted to. They are likely 
to be more effective in stimulating the economy, by virtue of the infla- 
tionary potential created by the debt,” and more dangerous if pro- 
nounced inflation should ensue, because of the greater shifts in wealth 
and income distribution which a pronounced rise in the price level 
would cause in a high-debt economy. 

In addition to the bias which the debt introduces into income policy, 
it also reduces our freedom of price policy. Any fall in the price level 
will increase the burden of the debt. A return to the pre-war price level, 
which some sectors of the public might consider desirable and perhaps 
even regard as the natural thing, becomes undesirable from this angle, 
even if it were possible in other respects. On the other hand, the possi- 


? To be sought, of course, is a growing real income, even though a growth merely in 
money income would also reduce the burden of the debt. 

®John H. Williams, “Free Enterprise and Full Employment,” in Financing American 
Prosperity (New York, Twentieth Century Fund, 1945), p. 353. 

1# The inflationary potential of the debt as referred to in this paper comprises not only 
the liquidity of non-bank investors resulting from government security holdings, but 
also the additional money supply created by bank holdings. 
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bility of reducing the debt burden by raising the price level lends an 
unholy appeal, for certain groups, to measures aiming in that direction. 

Nevertheless, while the debt confronts us with the need to aim at a 
maximum income, it makes it increasingly dangerous to push the 
economy to the limit of its productive capacity. The inflationary poten- 
tial of the debt is a latent element of instability which may come to life 
when other factors begin to work in the same direction. To be on the 
safe side, those responsible for fiscal and monetary policy will have 
to maintain a certain slack in the system, a reserve of productive 
capacity to act as a shock absorber. Again fiscal and monetary policy 
find themselves inhibited, to some extent, by the debt. 

Restraints of a different sort are imposed specifically upon fiscal 
policy, for instance, by the absorption of part of the country’s taxable 
capacity through the debt service. Interest payments, of course, do 
create additional taxable income, but the added tax yield can only be a 
minor fraction of that income. Given the fact, therefore, that the total 
revenue is limited by the willingness of Congress to levy taxes, the 
volume of exhaustive expenditures is restricted by the need to take care 
of the transfer payments required by the debt service. Exhaustive ex- 
penditures, even in a balanced budget, constitute an equivalent contri- 
bution to national income.” Transfer payments, however, do not. The 
possibility of raising national income by means of a high balanced 
budget is therefore curtailed by the debt, apart from the limitations 
imposed upon particular types of desirable expenditures. If we think 
in terms of tax reduction to stimulate investment, we likewise find our- 
selves in part thwarted by the long-run need—according to standards 
other than fiscal surrealism—to match debt service with taxation. 

Finally, the debt service hampers the endeavor of fiscal policy to 
make the budget more progressive, or less regressive, ż.e., to take as 
much as possible from the high income groups and to channel expendi- 
tures (and the benefits which these expenditures yield) as much as 
possible toward the lower groups. A very considerable proportion of 
interest payments tends to be saved, because the bulk of the debt is 
owned by wealthy individuals and by banks. Although the leakage from 
the income stream which results should not be overestimated, it un- 
doubtedly exists. Since our present tax structure already weighs heavily 
upon the higher income groups, very little can be done in the way of tax 
readjustment to reduce this new leakage. 

The impediments, however, which the exigencies of the debt are 
likely to put in the way of fiscal policy are probably minor compared 

u Cf. Alvin H. Hansen and David Perloff, State and Local Taxation and the National 


Income (New York, Norton, 1944), pp. 245-46; and my article “Income Generating Effects 
of a Balanced Budget,” Quart. Jour. Econ., Vol. LIX, No. 1 (Nov., 1944), pp. 78-91. 
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with the obstacles which it may create for monetary policy. The latter, 
already pushed into the background by fiscal policy, may well become 
one of the foremost victims of the debt, unless new techniques and new 
fields of application can be developed. 

The great liquidity created by the debt has removed many enter- 
prises from the need to borrow from banks and has thus made them less 
amenable to monetary controls. The banks, in turn, have their heavy 
government portfolios as a first line of defense against credit restriction 
by the monetary authorities. They could, for instance, let some of their 
short-term holdings run off and thus create a margin out of which to 
make commercial loans. If the Federal Reserve then should not re- 
finance the government’s short maturities, short-term rates would go up, 
but even this need bring no substantial restriction of bank credit. At 
higher rates the public would probably take over a larger part of the 
floating debt, again giving the banks free funds for the commercial 
lending. Since credit control has operated more effectively through 
reduction in the availability of money than through an increase in its 
cost, the banks probably would find a ready demand, at slightly higher 
rates, for a substantial proportion of the loans that were being de- 
manded at lower rates. Higher short-term rates, moreover, might bring 
Federal Reserve policy into conflict with Treasury policy, a point to 
which we shall return presently. 

Related considerations apply if an attempt should be made to control 
credit by operating on long-term maturities. Again, within reasonable 
limits, it is the availability of funds rather than their cost which counts. 
The volume of idle investment funds, created by the debt, is likely to 
be so great, and the hunger for securities with yields slightly better 
than present ones so intense, that a restriction in the availability of 
funds will be hard to bring about. Moreover, the position of the banking 
system must be considered. Although the harm which arise in long-term 
rates could do to the banks has sometimes been greatly exaggerated, 
in view of the conservative structure of their portfolios, this aspect is 
not altogether without importance. In addition, the monetary thinking 
of the last ten years, with its emphasis upon low rates as a means to 
check secular stagnation, has made us hesitant to raise long-term rates 
for purposes purely of cyclical control. 

In the case of long- as well as of short-term rates, the rise in the cost 
of debt service has made it an increasingly weighty factor in the deter- 
mination of monetary policy. We are dealing here with a conflict 
between monetary policy and debt management for the sake of the 
debt in its economy aspect. With something like 70-80 billion dollars 
of our 250-275 billion post-war debt carrying maturies of less 
than one year, a rise in short-term rates by ¥% per cent could easily 
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add 1-2 billions to the annual cost of the debt. Even though credit re- 
striction would have to be resorted to only in a period of rising national 
income, with a corresponding improvement in tax yields, the extra 
burden would be quite noticeable. 

If short-term rates are raised temporarily, the increase in service 
costs is rapid but transitory. If long-term and medium rates go up, the 
jump in annual interest payments from this particular source is not’ so 
steep, but neither is it transitory. The Treasury will be particularly 
unwilling to permit such an increase if it has to finance a substan- 
tial deficit—perhaps not likely during a peacetime boom—or if it is 
attempting to fund some of its short-term indebtedness. But even when 
there is no deficit, and no change in the maturity structure of the debt 
is contemplated, the mere maintenance of that structure will call for 
the continuous issuance of a heavy volume of long-term instruments. 
With something like 40 per cent of a 250-275 billion debt in securities 
maturing after eight years or more, as much as 6 to 10 billions of gov- 
ernment bonds would have to be sold annually. In other words, the mere 
maintenance of the debt is likely to put a substantial premium upon low 
long-term rates and to weigh heavily against a policy of raising long- 
term rates.” 

It is true that these considerations of debt management for the sake 
of the debt ought not to outweigh the broader needs of monetary 
control. If a general rise of interest rates is regarded as the best means 
of stopping inflation, it should certainly be worth an extra 2 billion or 
thereabouts in transfer payments. A general rise in rates, however, is 
not likely to be looked upon with favor in the present state of our 
thinking. It could meet with general approval only if we had meanwhile 
moved into a different environment, one of normally full employment 
and balanced budgets. In that environment an increase in taxes to pay 
higher interest could be regarded with some measure of equanimity.. 

It may be said, therefore, that it is not only the economy motive 
of debt management which is likely to inhibit a cyclical monetary 
policy, but also the general stagnation complex which, rightly or 
wrongly, has been influencing our attitude. Should subsequent experience 
remove that incubus, the economy motive will also lose much of its 
force, and monetary policy will then regain much of its earlier freedom. 


IV. Debt Management as an Aid to Fiscal and Monetary Policy 


So far we have been dealing with the rather depressing prospect that 
fiscal and monetary policy are likely to find themselves hamstrung by 


“In this connection, it may be worth while to point to an aspect of debt maintenance, 
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the existence of the debt and the inherent needs of its management. 
Now we come to deal with the positive side of the situation: the support 
which debt management can give to monetary and fiscal action. 

(a) Fiscal Policy. The most obvious use of debt management as an 
aid to fiscal policy is the sale of new securities to finance a deficit which 
the Treasury cannot or will not cover out of its General Fund. It may 
be noted, however, that if the Treasury carries a large cash balance, 
which the contingencies inherent in its enormous demand liabil- 
ities may make advisable,” the nexus between a deficit and new 
financing may be loosened considerably, making debt management 
somewhat more independent. In the reverse case—appearance of a 
budget surplus—the nexus is even less close, since accumulation of 
surpluses in the General Fund is always possible instead of debt repay- 
ment. Decisions regarding the latter will tend to have mainly monetary 
character. 

A second important use of debt management in support of fiscal 
policy is the variation the total amount of interest payable through 
appropriate gradual changes in the character or maturity of the securi- 
ties outstanding. With 20 to 25 per cent of the total post-war budget 
going for interest payments, quite significant effects can be achieved 
in the way of reducing the tax burden called for by a balanced budget. 
It may well be, however, that the cheap money policy of the last 12 
years has exhausted many of the potentialities of this line of approach, 
within the present institutional set-up of the debt. On the other side, 
there is the possibility of increasing budgetary outpayments through 
higher interest charges on the debt. This approach does not seem par- 
ticularly interesting at this time, but it might conceivably be used as 
a consumer subsidy, a means of increasing the deficit without going in 
for additional public works or other exhaustive expenditures. Obviously, 
however, this would make sense only with respect to parts of the debt 
held by broad consumer groups. Moreover, the net effect might turn 
out to be deflationary, if much new saving should be stimulated by 
higher interest rates. 

A third important service which debt management can render to 


and particularly of debt repayment, which is sometimes disregarded. Decisions regarding 
debt repayment revolve around the question of not which securities the Treasury should 
repay, but which it should sell. The debt is always paying itself, with little discretion (other 
than the call feature) for the Treasury. Some issues mature and must be met, the rest 
becomes of shorter maturity and thus becomes either unsuitable for its respective holders, 
or at least takes on a different rôle in their portfolios. By not maintaining, through refund- 
ing operations, the amounts outstanding in any given category of maturities, the Treasury 
can pay off any group of holders. 


* Cf. Abbott, Harvard Bus. Rev., Vol. XXIV, No. 1, p. 101. 
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fiscal policy consists in modifications of the debt so as to vary the 

amount of interest which goes into saving. This means to attempt 
on the expenditure side of the budget what progressive taxation is doing 
on the revenue side. The limitation of an individual’s annual purchases 
of Series E bonds to $5,000, for instance, has this effect. Another appli- 
cation of the same principle seems to be implied in limitations 
upon securities eligible for bank purchase. A good deal more 
could be achieved along the same lines, without depriving the banks 
of reasonable profits. A low-coupon bond reserve, or refinancing of the 
banks’ maturing short-term holdings by the Federal Reserve, with an 
attendant increase in reserve requirements, are among the possibilities 
which have been discussed. The interest receipts of insurance companies 
might be reviewed in the same light, although the companies’ obvious 
need for a certain rate of return on 1 their funds makes their situation 
rather different. 

(b) Monetary Policy. In almost all major countries, the public debt 
has become the chief medium through which monetary policy operates. 
Open market operations in government securities have in large part 
taken the place of loans on and rediscounts of commercial instruments, 
even where these security operations have a genuine monetary character 
and do not constitute disguised government financing. This is the logical 
outcome of the fact that governments, through their borrowings from 
the banking system, have themselves brought about the additions to 
the money supply which otherwise would have had to be created 
through business borrowing. In the long run, as pointed out above, 
monetary policy may be put out of business altogether by this develop- 
ment, unless it develops new tools, but meanwhile the instruments of 
public indebtedness provide it with its chief modus operandi. 

At the same time, the mere existence of the public debt calls for 
constant action by the monetary authorities. The maturity structure 
of the debt shifts every day, as each maturity becomes a little shorter. 
Given the demand for different types of maturities, holders will be in- 
duced to rearrange their portfolios. This would cause a shift in the rate 
structure, unless counteracted by the authorities (or unless the rate 
structure were perfectly horizontal). If substantial borrowing opera- 
tions are in progress, the potential unsettlement of the market is, of 
course, much greater. 

The technique of avoiding and counteracting such unsettling effects 
through coöperation between the monetary and the debt authorities— 
in the case of the U. S. Treasury and Federal Reserve—has been devel- 
oped to a fine art. The preparation of the market, the firm offer to 
purchase 34 of one.per cent bills, the choice of securities to be 
offered, the handling of the proceeds through war loan deposit accounts, 
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are all parts of an elaborate technique designed to effect the transfer of 
at times more than 20 billion dollars in a single drive from the banks 
and the public to the Treasury. In Britain, somewhat different devices, 
including tap issues and war loan deposit accounts, are employed toward 
the same ends. 

In wartime the codperation which treasuries lend to central banks 
inevitably has as its major aim to facilitate further borrowing. Even- 
tually, however, as deficits are eliminated, the normal aims of monetary 
policy can again be taken increasingly into account. Debt management, 
in other words, can then be used more intensively to help in regulating 
the money market in general and possibly to exercise certain qualitative 
controls. 

The chief function of monetary policy, very broadly speaking, is to 
increase the cost and reduce the availability of money in times of boom 
and to do the reverse in times of depression. Debt management, in 
almost.all of its phases, has some bearing upon the state of the money 
market. In a general sense, operations connected with the debt influence 
the money market via three channels: (1) changes in bank holdings of 
government obligations, which immediately or ultimately lead to 
changes in the volume of deposits; (2) changes in holdings of non- 
bank investors, which, while they leave unchanged the volume of 
money, are nevertheless associated with shifts between investment and 
transaction money (M: +M,);** and (3) shifts of funds between the 
banks and the Federal Reserve.” 

In some respects, the effects of debt operations are identical with 
those of open market operations. This is true in so far as a shift in 
funds between the banks and the Federal Reserve and, hence, a change 
in bank reserves is involved. When the proceeds of new issues are leit 
in war loan deposit accounts, or when, through a change in the maturity 
structure of the debt or by other devices, a certain proportion is shifted 
from the public to the banks or vice versa, bank reserves remain un- 
changed and only the volume of deposits is affected. 

It is not only through its operations, however, that the Treasury can 
influence the market, but also through its authority as a policy-making 
agency. By letting the market know, or by merely allowing it to believe, 
that its intentions are of a certain sort, it can do much to bring these 


1 Tn the case of sales of new securities, the volume of money remains unchanged once 
the government has spent the proceeds; in the case of repayment, the money volume existing 
prior to the respective tax payments is restored. 

** Tf these shifts involve a permanent increase or decrease in the Treasury’s balance with 
the Federal Reserve, their effect likewise is permanent. Otherwise, there is only a transi- 
tory effect, terminating with the restoration of bank reserves and, if no change in bank 
holdings was involved, of the original money volume. 
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conditions about. This is more than the power of a monopsonist. The 
latter exploits a given supply curve by taking into account the marginal 
cost of his purchases—or borrowings—instead of their price. This the 
Treasury could hardly do, since the volume of funds to be borrowed 
is almost always dictated by considerations other than cost. Through 
its moral authority, however, the Treasury can influence the supply 
curve—the liquidity preference schedule—and induce it to shift within 
probably rather substantial limits. While in the United States no com- 
mitments have been made of quite so specific a character as those given 
in Britain and Canada, it is evident that the market has interpreted 
official policy to be one of continued low rates, and this undoubtedly 
has greatly influenced its willingness to continue buying low-coupon 
securities. 


V. Debt Management as a Direct Influence upon National Income 


Debt management can affect the expenditures of investors, and hence 
national income, by inducing or obliging them to change the form of 
their assets. Whenever the conditions on which debt can be held are 
changed, or whenever other conditions influencing investment behavior 
change, the investor must make an adjustment at several margins. An 
institutional investor must realign the marginal attractiveness of hold- 
ing debt, or some other income yielding asset, or cash. The same is true 
of the wealthy individual investor. Investors with small holdings and 
small incomes must, in addition, consider the consumption margin and 
possibly that of income (leisure). l 

The task of debt management, from this angle, is to induce adjust- 
ments which are in accord with current economic policy, and to prevent 
adjustments which are not. Its effectiveness will depend, in part, on the 
sensitivity of the various types of investors to slight displacements in 
their margins, and on the elasticity of their reactions. At the same time 
some important effects depend on a certain inertia in the behavior of 
the investor. Much of the inflation-curbing effect of war bonds, for 
instance, probably derives from the inertia of their holders, which will 
cause many of them to keep their bonds even at times when the satis- 
faction to'be obtained from consumption is somewhat higher.** For the 
effectiveness of debt management it is necessary, moreover, that not all 
the adjustment should take place at the cash margin—through changes 
in the amount of cash held by investors. Nor can debt management be 
effective where one of the margins is subject to violent fluctuations. 


38 Tnstead of inertia, one might in this case speak also of a kind of moral principle which 
makes many people hesitate to draw on past savings. 


į 


306 THE AMERICAN ECONOMIC REVIEW [ JUNE 


Such might be the case of a corporation which invests idle funds in 
governments but throws them out regardless of their yield as soon as 
the funds are needed in the business. 

Since the effects of debt operations upon different types of investors 
are not identical, it will be convenient to discuss them with respect to 
each major group. We shall distinguish for that purpose (1) banks, 
(2) institutional investors and wealthy individuals, (3) nonfinancial 
corporations, and (4) small holders. Again, it is necessary to recall that 
in speaking of the direct influence of debt management, we are dealing 
with particular aspects of operations which at the same time have 
monetary and fiscal policy implications. 

(1) Banks. The shifting of securities into the banking system in 
times of depression and the squeezing out process in case of a boom 
have already been discussed under the heading of monetary policy. For 
traditional debt management, this means concentration on short-term 
financing in depression, the opposite during a boom. In the future the 
same effects may perhaps also be achieved through the use of more novel 
debt instruments. 

But this is not all that can be done in this sphere. One way of stimu- 
lating the willingness of banks to take on new risk loans might be to 
give them complete assurance as to the price stability of their govern- 
ment portfolio. This could be done by creating for them a special in- 
strument redeemable on demand, with a fixed interest rate, or along 
the lines of Series E or G savings bonds. 

Another means of stimulating bank lending might be to limit their 
income from the public debt, through the use of special low coupon 
instruments. However, since beyond a certain point banks are under 
no great pressure to earn more money, the impulse to take on bigger 
risks in the commercial field because of lesser income from the debt 
might not be strong. Moreover, if the cut in their debt income prevents 
them from accumulating surpluses commensurate with their risk assets, 
their policy may be influenced less in the direction of aggressiveness 
than of caution. 

(2) Institutional Investors and Wealthy Individuals. The great ex- 
tension of the public debt and the decline in interest rates which pre- 
ceded it has caused this group to become increasingly saturated, from 
a portfolio management angle, with low-yielding government obliga- 
tions and at the same time virtually famished for better yielding 
material. The movement in the direction of higher risks has been only 
gradual, however. In some instances, such as life insurance companies, 
a loosening of statutory investment restrictions might help, and might 
be codrdinated, for greater effectiveness, with certain measures of debt 
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management. By restricting the offerings of obligations attractive to 
the companies, by limiting their purchases, or by requiring their port- 
folios to contain a certain proportion of other assets, they could slowly 
and gently be pushed in the direction of more stimulating uses of their 
funds.” 

If a restraining rather than a stimulating influence is the aim of the 
debt authorities, it would be necessary to induce investors to add fur- 
ther governments to their portfolios and to anchor more securely those 
already there. An interesting possibility might be the creation of new 
securities, based on the principle of rising yield underlying the savings 
bonds, to be made available to large investors. The rising marginal yield 
would be a strong factor with a carefully calculating investor in making 
these holdings firm. To be attractive, the instrument would probably 
have to be made redeemable at sight or on short notice, which might 
seem to increase the inflationary potential of the debt. However, it may 
be doubted whether this danger would be much increased by a moderate 
use of demand obligations beyond that which circumstances and policies 
would make it without their use. The net effect very probably would be 
to make holdings firmer and thus to reduce expansionary pressure. 

(3) Nonfinancial Corporations. Although nonfinancial corporations 
have shown themselves very amenable to the government’s financing 
needs in wartime, they are likely, in future, to become very much less 
susceptible to the Treasury’s offerings. Security investments are not 
their business, and when the patriotic appeal evaporates, high tax 
liabilities shrink, and new uses for funds open up, they are likely to 
treat their holdings rather summarily. The average corporate manage- 
ment is likely to hold on to its government obligations as long as the 
money is not needed, and to sell out as soon as it is. Little attention will 
probably be paid to such niceties as the difference between 7% per cent 
and 1% per cent, figures which in any case bear no relation to the 
returns which most corporations must expect on their capital. Hence, 

* Traditional life insurance opinion probably would oppose the suggestion of risk-taking, 
on the very reasonable grounds that the chief function of insurance companies as investors 
is to protect the policyholder’s savings. The loss of his savings, however, is only one of the 
risks which an individual runs under our economic system, and in too zealously guarding 
him against it his protectors may cause him to fall prey to another one—to lose his job. 
A single individual can withhold his funds from venturing and thus shift his proportionate 
share in aggregate business risk, without fear of reducing the total amount of risk invest- 
ment below what is needed for full employment (including his own). It is very doubtful 
whether insurance companies, as holders of a large portion of national savings, can do so 
without damage to their clients’ employment prospects. In fairness, it should be added 
that the aversion of most life insurance companies to any suggestion of common stock 
investment may in part also be due to the fact that, under present accounting practices, 


such investments would subject the companies’ pubheneg balance sheets to the effects of 
stock market fluctuations. 
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it will be difficult to exert any significant influence on corporate policy 
by the ordinary devices of debt management. 

In the face of a serious inflationary threat, however, particularly if 
occasioned by excessive investment activity of corporations, it might 
be possible to employ the public debt as a countermeasure. Legislation 
might be passed requiring corporations to hold certain amounts of debt, 
which would not be eligible as collateral for bank loans, thus immobiliz- 
ing part of their purchasing power.** Admittedly this would be an ex- 
treme measure and would present great difficulties of avoiding hardships 
and unfairness. In any case, it should not be based on existing holdings, 
to avoid giving the impression that the contractual right of free disposal 
was being tampered with, and so as not to penalize enterprises which 
have lent particularly active support to wartime financing. Alterna- 
tively, the holding of such bond reserves might be required only of 
companies: engaging in plant expansion. 

(4) Small holders. Like the corporation, the small debt holder— 
chiefly owners of E bonds in denominations of $100 and less—will 
probably prove hard to manage from the debt angle. Usually he has 
had no previous experience in security ownership, and his actions, for 
this and other reasons, are unpredictable. His marginal adjustments are 
likely to be of the rough and ready sort, not easily influenced by small 
pro’s and con’s. His holdings, however, are of particular interest be- 
cause, among all holders of public debt, he is the only one whose 
marginal adjustments will include adjustments at the consumption 
margin. His operations, therefore, are likely to have considerable in- 
fluence on the volume of consumptive outlay. 

In attempting to guide the small holder’s behavior by means of debt 
management, particular care must be taken to avoid anything that 
looks like an infringement of the terms of contract. Within these terms, 
however, there are quite a number of operations which may prove effec- 
tive. This belief rests on the circumstance that small holders tend to 
be influenced particularly by their inertia, and to follow the line of 
least resistance. If debt management succeeds in getting them to buy 
bonds, these are apt to be held unless a powerful inducement appears to 
redeem them. If it succeeds in putting money into their pockets, part at 
least is apt to be spent for consumption. 

If a stimulating effect is desired, the present payroll deduction plan 
obviously should be abandoned and business enterprises discouraged | 


3 A suggestion was made by Mark Mitnitzky in 1941 to establish monetary reserve re- 
quirements for corporations. A bond reserve might be more acceptable, because it yields 
a moderate return. Cf. Mark Mitnitzky, “Some Monetary Aspects of Government Borrow- 
ing,” Am. Econ. Rev., Vol. KXXIII, No. 1 (Mar., 1943), pp. 21-37. 
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from continuing it individually. While part of the savings now going 
into E bonds through payroll deduction will merely be shifted to direct 
purchases of bonds or into additional savings bank deposits, consump- 
tion probably will also increase. This step might be particularly effective 
in breaking the high saving habit which some previous low-savers are 
believed to have acquired during the war.” 

A small stimulus might also be achieved by making E bonds eligible 
as collateral under bank loans. More effective than this would probably 
be an offer to redeem E bonds at more than their current redemption 
value, perhaps at a value corresponding to an average 2.9 per cent yield, 
which the bonds would ordinarily reach only at maturity. This offer, 
which would be purely optional for the holder, might induce a substan- 
tial volume of redemptions, part of which again would probably go 
into consumption, this being the line of least resistance. Finally, if the 
availability of E bonds appeared to result in an excessive amount of 
saving in this form, some slight reduction in total saving might perhaps 
be brought about by reducing the yield, or by discontinuing the instru- 
ment altogether. 

If a restraining effect is desired, an attempt should be made to 
continue the payroll deduction system wherever possible. The situation 
six months after V-J Day obviously confirmed the Treasury’s decision 
to do so, even though this decision may have originated primarily from 
somewhat different considerations. 

A device which might help to keep E bond money invested would be 
an offer to pay off the full value of maturing bonds, at the holder’s 
option, with a new bond having equal or similar characteristics. Another 
possibility would be to offer conversion into annuities.” Finally, the 
piecemeal redemption of the “portfolios” of individual holders might 
be curbed by an offer to consolidate them into a smaller number of 
larger instruments, with proper allowance for the age of each of the 
original bonds. 


In conclusion, it may be appropriate to repeat some of the points 
already stressed earlier. Debt management is not primarily an anti- 
cyclical but a long-run instrument. Shifts in the character and distri- 
bution of debt cannot and should not be made rapidly for technical 
reasons as well as because public confidence might be impaired. The 
broad lines of policy must remain fixed for a number of years. More- 


Tf the government takes steps, implicitly, to discourage individual thrift, it ought to 
draw the consequences in increasing social security protection. 

» Cf, Ivan Wright, “Managing the Public Debt,” Commercial & Financial one 
July 5, 1945, p. 85. 


310 THE AMERICAN ECONOMIC REVIEW 


over, too much should not immediately be demanded of debt manage- 
ment in the way of positive influence. The preceding discussion has 
shown that, while a good deal can be accomplished, particularly in com- 
bination with fiscal and monetary policy, the possibilities of positively 
influencing national income through debt management at present still 
are fairly limited. It seems almost certain, however, that future thought 
and experience will uncover many new possibilities. Intellectually and 
practically, we have barely begun to exploit the new instrument. 


A CRITIQUE OF FUNCTIONAL FINANCE THROUGH 
QUASI-FREE BANK CREDIT 


-~ By J. CARL PoInDEXTER* 


Recent preoccupation with the issues of fiscal policy and the na- 
tional debt has engendered widespread interest in the collateral prob- 
lem of possible fiscal techniques for minimizing the debt and tax 
burdens associated with prevailing financial practices. 

As is well known, the process of bank-credit creation has long pro- 
vided the basis for an irrepressible philosophy of monetary reform 
which would eliminate interest payments on government debt arising 
out of government borrowing from commercial banks. The arguments 
of its adherents run as follows: The coinage and regulation of money | 
is an exclusive and sovereign prerogative of government; government 
borrowing from commercial banks is not “genuine borrowing”; the 
government should not be obliged to pay, in perpetuity, hundreds of 
millions a year to the banks for the deposit currency which the banks 
simply manufacture and turn over to the government in exchange for 
its bonds; if a fiscal policy which involves the creation of new money 
is to be pursued, the government, rather than private issuing agencies 
(banks), should enjoy the seigniorage on the new money issues. In 
other words, most exponents of these views relating to present fiscal 
policy regard government interest payments to the banks as wholly or 
partly unearned and, at least, a partially unnecessary burden on the 
government and the taxpayer. They insist, therefore, that if the banks 
are to be permitted to create the funds which they advance to the gov- 
ernment, a new, fiscally less burdensome method of compensating 
them for manufacturing credit for the government should be instituted. 

One possible and representative method calls for the issuance to the 
banks of special, non-marketable, non-interest-bearing securities. ‘This 
method contemplates that, in return for the monetization of each se- 
curity of a given denomination, the banks be paid a “reasonable” 
service charge at the time of issuance, but nothing in the way of interest 
thereafter. The criterion of repayment of even the principal of such 
securities would be inflation control, not contractual obligation. 

As safeguards against possible inflation, the more subtle proponents 
of this sort of fiscal innovation propose that the monetary authority be 
invested with plenary powers over reserve requirements, open market 
operations and, in addition, the power to impose special taxes to re- 
trieve inflationary excesses in the money supply. 


* The author is professor of economics at Roanoke College. 


312 THE AMERICAN ECONOMIC REVIEW | JUNE 


The purpose of this paper is to analyze some of the issues and 
expose some of the misconceptions underlying such proposals for facili- 
tating the practical application of the new philosophy of fiscal policy 
or “functional finance” through the abatement of interest on govern- 
ment debt and deficits. 


I. The Cost of Bank Credit Creation 


In both England and the United States, the enormous growth in the 
public debt held by the commercial banks has given new impetus to 
the arguments and proposals for radical modification of present fiscal 
and financial practice. For example, following the lead of The Econo- 
mist of London, Professor C. R. Whittlesey has presented the following 
thesis: 


The logic of the change in function (of commercial banks) .. . raises a 
question as to the basis on which banks are to be compensated for the 
services which they perform. When their chief function was the allocation 
of capital to productive uses, it was reasonable to look to interest for the 
income with which to maintain the banking system. If their chief function 
is to care for the community’s liquid resources and to facilitate clearing 
operations, should they not look for compensation to those who are benefited 
by these services? 

... as custodians of the public debt (which they have acquired through 
exercising the sovereign function of issuing money) it is by no means obvious 
that they are performing a service that warrants the compensation they are 
receiving for it. ... What we now have is an arrangement whereby a large 
part of the services performed for depositors is transferred to the Treasury. 
It is not clear that this has any permanent economic justification.’ 


The indicated reform and its alleged advantages, as seen by The 
Economist, are summarized in the following quotation: 


Over a period of years, the aim should be to shift the greater part of the 
burden of meeting the operating costs of banks—suitably abridged by all 
reasonable economies—on to depositors, at least, to the extent of charging, 
for the services performed, what they are worth to the recipient. If, after this 
has been done, there is any part of the total costs (including reasonable 
profits) which is not covered by (a) interests charges on advances, and (b) 
interest earned on securities purchased in the open market, then—but only 
then—a charge should be made for the remainder of the public debt held by 
the banks, In other words, the cost to the Exchequer of this portion of the 
national debt would be the net cost of operating the banking system, after 
all of those for whom it performs services have paid for them. This net cost 
might well turn out to be nil, or even negative.” 


1C. R. Whittlesey, “Problems of Our Domestic Money and Banking System,” Am. 
Econ. Rev., Vol. XXXIV, No. 1 (Mar., 1944), suppl., p. 252. 


The Economist, September 4, 1943, p. 312. 
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The first objection to the reasoning of the above-quoted writers is 
that borrowers from banks have always provided the revenue which 
defrayed the cost of furnishing depositors with free or partly free 
custodial and checking facilities, and interest on deposits. This arrange- 
ment is an ancient and spontaneous outgrowth of competitive forces. 
Hence, there is no prima facie reason for believing that depositors are 
any less deserving of free banking services at the hands of a banking 
industry whose chief customer is the government than they were when 
banks derived nearly all of their revenue from private borrowers. 

The proposals under consideration appear to have their basis in a 
questionable conception of the nature of bank lending—namely, that 
the setting up of bank deposit credit to the government is a mere 
“service” operation for which a payment should be made which covers 
only the direct transaction and risk costs incurred by the banks in 
exchanging their credit for that of the government.’ The inference 
that interest payments to the banks involves an unnecessary element 
of “subsidy” arises primarily from neglect of the fact that such pay- 
ments are, for the most part, based not on the direct operational or 
risk cost to the banks of setting up and allocating deposit credit to the 
government, but rather on the cumulative real cost of vesting in the 
government command over present as against future goods. In other 
words, the costs of bank credit creation are essentially the same as those 
borne by the individual saver-lender. 

The very circumstances under which banks create deposit currency 
and make it available to the government provide the clue to the reason 
why interest received by the banks is a payment for services whose 
costs are resolvable into the same real costs for which the individual 
saver-lender is paid. When the government (or any other customer) 
borrows newly created money from the banking system, it is the public, 
in actuality, which, through the agency of the banking system, does the 
real lending. The government (or other borrowers) can obtain bank- 
created money only when banks can create it; they can create it only- 
to the extent that recipients of checks (drawn against lending banks) ` 
refrain from presenting them for cash, ż.e., lend back to the banks that 
which the banks lend to the government (or other borrowers). Recipi- 


* Professor Whittlesey’s doubts as to whether there is economic justification for con- 
tinuing the present policy of paying interest on government debt acquired by the banks 
seem to be predicated on this theory. He says: “As holders of government obligations, 
- the credit operations of banks are only indirectly related to the productive process. And 
in acquiring obligations of the government in exchange for their own, banks can hardly 
be said to provide credit of a higher quality than that which they receive.” Hence he 
concludes that “the economic functions that were generally regarded as of primary im- 
portance in entitling them to a share in the income of society have for the most part 
disappeared.” Whittlesey, Am. Econ, Rev., Vol. XXXIV, No. 1, suppl., p. 251. 
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ents of checks will refrain from presenting them for cash, ż.e., lend the 
amounts involved back to the banks, only when there is an advantage 
in doing so; there is such an advantage when price free, or partly free, 
custodial and checking facilities are provided by banks to depositors, 
and when the banks offer interest on time and savings deposits. (Cus- 
todial and checking facilities constitute a species of interest paid by the 
government, or other borrowers, through the medium of the banking 
system, to depositors whose savings, in turn, are made available, 
through the medium of the banking system, to the government, or 
other borrowers.) Therefore, the price of bank credit, regardless of 
who pays it, must cover the cost to the banking system of lending and 
continuously servicing (via interest payments or the real equivalent) 
the pool of time and demand deposits the growth of which is a simul- 
taneous and integral part of the process of credit creation. Such differ- 
ences as may exist between the interest income of the banks and the 
value amounts of the services and interest paid to depositors are 
justified by the fact that banks relieve depositors of the trouble, expense 
and risks involved in lending and investing their funds.* 

It is highly doubtful that the portion of bank operating expenses now, 
in effect, borne by the government could be shifted to depositors (via 
service charges) without destroying the banking habits of the public. To 
argue that depositors would absorb this burden is tantamount to argu- 
ing that there has existed a very rich potential source of revenue which 
banks have heretofore simply neglected to exploit. There is scant 
reason for accepting such a view. On the contrary, resistance to the 
present modest service charges on depositors’ accounts suggests that 


* Whether net interest is defined as a phenomenon of liquidity preference or time prefer- 
ence, there is an underlying real (subjective) cost entailed when individuals alienate their 
claims to goods. The aggregate amount of this cost varies directly with the length of time 
for which the claims are alienated, and the lender demands a reward proportional to the 
real cost incurred during the period of the transaction. This fact is not altered when the 
banks serve as intermediaries which provide the depositors (the real lenders) with the 
form of money in which (because of its superior convenience) they wish to embody their 
claims against the community. 

Of course, so long as paper money remains a medium whose injections continue to satisfy 
liquidity preference, interest is not a socially inescapable cost of government deficit spend- 
ing. But from the point of view of private economy, foregoing liquidity entails a real and 
inescapable cost for which an interest premium must be paid if “money” is to be obtained 
from individuals and private institutions on any voluntary contractual basis. Hence, 
interest-free bank credit would require a considerable measure of coercion if not outright 
nationalization of banking. 

The question of socialization of banking and credit lies beyond the direct interest of 
this paper, but, as may be inferred from the arguments herein presented, it is doubtful 
that resort to socialization of banking, in order to avoid paying the liquidity premiums 
demanded by hoarders of existing money reserves, would, in itself, yield any real fiscal 
advantage to the government. 
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revenue possibilities in this direction are quite limited. If we assume 
that half of the total earnings of banks, from loans and investments, is 
derived from interest premiums on government securities—probably 
not materially at variance with the existing state of affairs—it is 
difficult to believe that banks could boost service charges to sufficiently 
high levels as to produce aggregate earnings in amounts that would 
substantially offset the loss of interest on government securities. The 
required service charge increase, eight- or tenfold, would surely be out 
of the question. Hence, if service charges—accompanied perhaps by 
the total elimination of interest on time and savings deposits—-were 
relied upon to compensate banks for the loss of interest payments now 
received from the government, it is all but inconceivable that depositors 
would continue to codperate with the banks in the manner and to the 
extent required to preserve the present system of bank credit creation.® 
Failing this codperation, it would, of course, be impossible to shift 
“the greater part of the burden of meeting the operating costs of banks 
. . on to the depositors.” Hence, an attempt to shift the burden in 
question from the government to the banks would probably result in an 
enforced reversion to the economically inferior and socially more costly 
monetary practices of the past, or possibly the development of unen- 
cumbered substitute facilities. In either case, the probable monetary 
disorganization and its attendant social costs would very likely out- 
weigh the fiscal advantage which is sought. If this be a correct view, 
there seems to be little theoretical justification for doubting that banks 
“as custodians of the public debt . . . are performing a service that 
warrants the compensation they are receiving for it.” (Italics added.) 
It is difficult to follow the logic of the expressed and implied views 
that banks exact undue rewards from the government when the prices 
and yields of their government securities are determined, directly or 
indirectly, by market conditions." If it be true that “the economic 
functions of banks that were generally regarded as of primary im- 
portance in entitling them to a share in the income of society have for 


"Tt will be recalled that service charges have accounted, in recent years, for a maximum 
of 4 to 5 per cent of total bank earnings. See Federal Reserve Bulletin, May, 1940, p. 398; 
June, 1943, p. 500; May, 1944, p. 448; and Annual Report of the Federal Deposit In- 
surance Corporation for the Year Ended December 31, 1943, p. 98. Even more striking 
is the fact that, for the year 1943, bank income from service charges amounted to only 
12 cents per $100 of demand deposits. See the above-cited FDIC Report, p. 99. 

€ Incidentally, it is an interesting question how much of the approximately 26 billion 
dollars of currency now in circulation is being hold out of banks because of the existing . 
restrictions on bank competition for deposits (demand and time) and because of the 
unwillingness of many people to pay the service charges exacted by most banks nowadays. 


™Let it be recalled that the government can fix either the price of its securities or the 
rate of interest which they bear; but, under any given conditions, it cannot do both. 
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the most part disappeared,” it is pertinent to ask why competition has 
failed, or cannot be relied upon, to bring about the appropriate banking 
economies and changes in the amounts and sources of the needed 
revenue to maintain the banking system. Only on the assumption that 
imperfect competition prevents the appropriate cost-price relationships 
can it be argued that radical modification of existing sources and 
amounts of bank income is needed to enable the government to escape 
an unduly burdensome interest bill. 

It must be conceded that local circumstances do, in accordance with 
the theory of monopolistic competition, give rise to artificially high and 
inflexible interest rates. In fact, it is notorious that interest rates in the 
interior and rural areas of the country are, in large measure, conven- 
tional and non-competitive. But the same thing cannot be said of the 
Jarge urban money markets. Especially, in regard to the market in 
government bonds, it cannot be denied that, on the demand (investors’) 
side, the competition—which is nation-wide and bank industry-wide— 
is about as unrestricted as that to be found in any important industry 
in the country. Country banks which wish to invest in securities enjoy- 
ing a nation-wide market are compelled to meet the terms set by com- 
petitive factors in the money centers in which nation-wide money 
supply and demand forces are focused. Moreover, in the nation-wide 
securities market, commercial banks are exposed to competition with 
every kind and class of non-bank investor. If there is imperfect compe- 
tition in the market for government securities, it exists on the side of 
and redounds to the advantage of the government which, as the only 
source of supply of government bonds, is of course in a monopoly 
position.® Hence theoretical considerations warrant the conclusion that 
any undue social cost of such imperfectly competitive pricing as occurs 
in the banking industry rests on its private customers rather than on 
the government which enjoys the economic advantage of virtually 
unlimited competition in the sale of its securities.’ 

® By virtue of this fact, national monetary policy is capable of producing more or less 
arbitrary alterations of nominal interest rates and, hence, security prices; but such altera- 
tions are brought about not by price fixing in the usual sense but by administrative 
changes in certain economically significant legal and economic data which bankers do not 
control and to which they react competitively. In other words, open market operations, 
regulation of reserve requirements and rediscount policy serve not to make the competi- 


tion among banks less perfect. but rather to alter the operational conditions under which 
they compete for investment business. 


*For reasons Jargely ulterior to fiscal considerations, the government, during the past 
decade, has offered its securities to the banks on terms which, under the circumstances, 
have been slightly more favorable to the banks than the market probably required. At 
least, this is a legitimate inference for one to draw from the fact that banks (even 
allowing for padding) have regularly readily oversubscribed Treasury offerings, in conse- 
quence of which the Treasury has informally rationed the distribution of its offerings 
among the banks. However, if such a policy results in any appreciable subsidization— 
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Moreover, there is no discernible reason for doubting that competi- 
tion among banks can be relied upon to force a price on government 
credit which covers no more than a minimum proportion of the joint 
costs of operating the banking system. Because the costs of providing 
the government with credit are admittedly less than those incurred in 
providing credit to private customers, one would expect a differential in 
the prices of the two kinds of credit. That happens to be the case, as is 
revealed by the striking difference between interest rates on commercial 
loans and the yields on government securities. The differential is 
sufficient to suggest the probability that the “shift” in the primary func- 
tion of the banking industry has resulted in competitive reductions in 
interest rates on governments to such an extent as to yield the banking 
industry little more than the direct costs involved in servicing the re- 
sulting new deposits, leaving most joint costs to be covered by income 
from private loans and investments. Certainly, there is scant evidence 
that competition has failed, during the past decade, to prevent bank 
exploitation of the United States Treasury.*° In so far as cost is an 
acceptable criterion for determining the compensation which banks 
deserve for creating and lending credit to the government, can any 
better dispensation be devised than that provided by the market? 

This suggests the interesting problem of how, if interest payments 
were abolished on bank-financed deficits, one would go about determin- 


which is doubtful—the government could easily revise the situation henceforth by selling 
its refunding and net new offerings to the highest bidders. To the extent that this has not 
been done, the explanation is doubtless to be found in the probability that such a policy 
would be attended by certain fiscal and non-fiscal disadvantages which outweigh the 
possible fiscal advantages. 


* As is well known, the yields on bank-held government securities have ranged from 0 
per cent to a maximum of a little over 2 per cent per annum during the past decade. 
Bank profits likewise have, until recently, been unprecedentedly low. For the years from 
1934 to 1941, inclusive, the net profits per $100 of total capital accounts of FDIC affiliated 
banks were, respectively,—-$5.49, $3.35, $8.35, $5.97, $4.68, $5.99, $6.08, and $6.72. (See 
Annual Report of the Federal Deposit Insurance Corporation for the Year Ended Decem- 
ber, 31, 1941, p. 57.) Since the outbreak of the war, the great increase in the volume of 
earning assets, due to the rapid expansion of business activity and—-more importantly— 
heavy government financing via the banking system, has naturally brought about enhance- 
ment of bank earning. For the years 1942 and 1943, respectively, net current operating 
earnings of FDIC affiliated banks were (before taxes and charge-offs) $9.45 and $10.80. 
Net profits after charge-offs and taxes were, for the same years, $6.26 and $8.58, respec- 
tively. (See Annual Report of the Federal Deposit Insurance Corporation for the Year 
Ended December 31, 1943, p. 37.) 

While, on the face of things, the rate of return realized during the last year or two may 
appear to be more than adequate, in actuality it probably is not in view of the fact that 
it is computed on the basis of bank capital accounts whose total amounts, relative to 
either assets or liabilities, is subnormal and, from the point of view of responsible private 
banking, of questionable adequacy. In any case, there is no available evidence that present 
bank profit rates, before or after taxes, etc., are in excess of those being realized by 
industry generally. 
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ing the precise form and rate of compensation which it would be proper 
to pay the banks for providing deposit currency and other banking 
services to the government. There is no apparent reason to believe that 
a service-charge method of compensation would result in appreciable 
savings in government debt costs if competition were permitted to 
determine the amounts to be paid to the banks. On the other hand, if 
competition were not allowed to fix the price of bank services to the 
government, there would surely arise an economically delicate and 
politically sinister task of arbitrarily determining to what extent an 
enforced reorganization of the banking system is to be brought about 
in consequence of the withdrawal of government financial support. Per- 
haps it can justly be said that a part of the existing banking system is 
“redundant’’—in some ideal economic sense—and, hence, that it might 
well be reorganized on a less decentralized and more economic basis. 
However, in the nature of the problem, generally acceptable criteria, 
not to mention practical means, for imposing the appropriate reorgani- 
zation are lacking. Indeed, it is quite likely that the proposed method of 
allowing the banks a “reasonable” service charge (in lieu of interest) 
for their services to the government would create a situation in which 
the government found it politically impossible to enforce any desirable 
economies on the business through the withdrawal of its support. 
Furthermore, since credit creation is a process which occurs through the 
(uneven) actions and reactions of all of the banks comprising the sys- 
tem, would not different banks be affected capriciously and largely 
without reference to their operating costs or economic value to the 
community? So long as the existing money market remains unimpaired, 
it would seem that it can better be left to competition to effect the de- 
sirable economies and appropriate cost allocations in the banking 
business. 


Il. The Preémptive and Destructive Effect of Free Finance 
on the Banking System 


A policy of offsetting hoarding by injecting quantities of interest- 
free money would not only deprive banks of needed income during 
depression but also prevent them from enjoying their normal share of 
prosperity during a subsequent business upturn—in so far as drastic 
restrictions on private bank lending were relied upon to prevent in- 
flation. The problem can perhaps be made more explicit by the following 
formulation. 

If, for the purposes of analysis, one makes the legitimate assumption 
that, during an initial prosperity period, the volume of bank credit 
reached its maximum non-inflationary or equilibrium limit at (say) 50 
billion dollars, and that, because of competition, net earnings of banks 
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were then comparable with those in other lines of business, interest-free 
government borrowing of any portion of this (presumably deflated and 
unused) credit potential, during a subsequent period of depression, 
would pro tanto recreate the money supply which, ceteris paribus, it 
would be possible or permissible for banks to lend during a subsequent 
prosperity period. The issuance of interest-free money during depres- 
sion would require that the government retrieve this portion of the 
money supply pari passu with the expansion of private bank credit as 
full employment is approached——unless either the volume of private 
bank credit (and, hence, bank earnings) is to be restricted to the de- 
pression level or inflation is to be invited. Since virtually everybody 
objects to inflation, the choice would be between a fiscal policy calcu- 
lated to extinguish the interest-free money injected previously or a 
policy which (perhaps by imposing drastic reserve requirements) is 
calculated to block the creation of the supplemental supply of interest- 
bearing private bank credit needed to sustain the banking system.” 
Obviously, in the former case, the expected tax saving would largely be 
set at naught and, in the second case, the possible tax saving could 
scarcely be considered a net social gain. 

Apart from the damaging consequences of unusually drastic reserve 
requirements, it is more and more being recognized that the lending 
power of banks is impaired by a deficit spending policy which has the 
simultaneous effect of increasing deposits and, thereby, decreasing bank 
capital ratios. This has been one of the unfavorable results of the kind 
of deficit finance policy pursued during recent years. Because of low 
earnings, banks have, until recently, found it difficult to attract addi- 
tional capital or to make adequate provision out of earnings for the 
maintenance of their capital ratios.** Obviously, this problem would be 


“In principle, the necessity of choosing between these two alternatives is recognized 
by proponents of the 100 per cent money reform, although many of them think that as 
much compensatory income as banks deserve could be obtained from service charges. 

As it is frequently formulated, the 100 per cent reserve plan would require the banks 
to surrender the portion of the federal debt which they hold in exchange for an equivalent 
amount of printing-press money and, to preclude possible inflationary credit expansion, 
on the basis of the new currency, reserve requirements would be raised (ultimately) to 100 
per cent, Thus the plan would have the effect of terminating the government’s obligation to 
pay further intérest on and the principal of a large portion of its existing debt. 

As is to’ be inferred from the preceding analysis, the 100 per cent money plan would 
probably prove to be subtly confiscatory of the interests of bankers and, perhaps in part, 
the vested interests of depositors as well. In any case, it should be noted that the fiscal 
gain would be a non-recurring one, że., the fiscal windfall resulting from the terms of the 
transition to the 100 per cent system could be realized only once. Other things remaining 
the same, further retirement of government debt via interest-free fiat issues would invite 
inflation. 

2 Because of the fact that the decline in capital ratios in recent years has been ac- 
companied 'by a great increase in bank holdings of government securities on which banks 
may borrow at the Federal Reserve, the view has gained currency in some quarters that 
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egregiously aggravated by a policy of interest-free deficit financing. To 
this extent also, the ability and willingness of banks to meet the legiti- 
mate capital requirements of private business during a business up- 
swing might be seriously weakened. For the foregoing reasons, it seems 
quite certain that a policy of offsetting hoarding by interest-free multi- 
plication of the monéy supply would have severely adverse or destruc- 
tive effects on the earning power, social efficiency, profits and basic 
security of the banking system, not merely during the depression but 
also during the subsequent period of induced prosperity. 


HI. The Politics of Quasi-Free Functional Finance 


An essential principle of “functional finance” is that “Taxation 
should .. . be imposed only when it is desirable that the taxpayers 





there is no longer a need for the maintenance of the same capital ratios which were once 
deemed necessary. This seems to the writer to be an untenable view. First of all, up until the 
year 1943, total bank capital accounts declined relative to total assets exclusive of United 
States obligations. (See annual reports of the FDIC.) In respect to bank assets other 
than governments, a sound banking system still requires that some minimum capital 
ratio be maintained. The writer would go further and say that, even in respect to govern- 
ment obligations which, of course, involve a minimum of risk of default, there is still 
reason for the maintenance of capital ratios at something like the 10 per cent minimum 
level heretofore insisted upon by the banking authorities. With bank investment accounts 
heavily loaded with government obligations which yield considerably less on average than 
1.5 per cent per annum, only a small break in bond prices is required to wipe out the 
capital of many banks. Of course, as long as the government adheres to the policy of per- 
mitting banks to carry government obligations at cast or par, a fall in bond prices would 
not constitute a threat to bank solvency except in the unusual case of banks which might 
be forced to sell bonds in a depressed market or forced to borrow extensively from the 
Reserve banks in the face of persistently unfavorable operating conditions. 

It should be emphasized, however, that the valuation advantage now enjoyed by banks 
is founded upon nothing more substantial than the present (unprecedented) policy and 
hence is subject to change upon the discretion of those charged with responsibility 
for banking policy. Moreover, it is difficult to see how continuation of this policy 
can be reconciled with the more important desideratum of maintaining a responsible 
private banking system capable of bearing the risks of private capital financing. Finally, 
it should be remembered that the vaunted liquidity of government obligations rests not so 
much on intrinsic qualities as on the prevailing monetary policies. The conditions which 
are likely to cause a fall in bond prices are also likely to necessitate a reversal of the 
government’s easy money policy if inflation is to be avoided. In any event, should bond 
prices fall, the alternatives would appear to be the exposure of an inherently less secure 
banking system to exceptional hazards or the continued adherence to a monetary policy 
incompatible with the exigencies of inflation control. Hence, the fact that the Reserve 
banks stand ready at present to make advances at par on depreciated government securities 
cannot be accepted as justification for indifference to further deterioration in bank capital 
ratios. 


See Abba P. Lerner, “Functional Finances and the Federal Debt,” Social Research 
(February, 1943). Also see “The Economics of Control,’ (New York, Macmillan, 1944), 
chap. 24, by the same author. 

Interestingly enough, it may be said that those who advocate the 100 per cent money 
system, together with interest-free issues for the purpose of and to the extent necessary 
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shall have less money to spend, for example, when they would otherwise 
spend enough to bring about inflation.”™ Since it is assumed that in- 
flation would come only after “full employment,” the obligation to pay 
interest need be no more than a mere nominal burden until full em- 
ployment is reached. As long as unemployment persists, funds to finance 
compensatory spending and pay interest on the accumulating debt 
might be raised by borrowing.“ But, if it is assumed that government 
spending will sooner or later induce dishoarding, together with an 
accompanying threat of inflation, the logic of functional finance requires 
that the government raise not merely the amount of revenue which 
balances current expenditures, but also enough additional revenue to 
recapture (and thus permit withdrawal of) the redundant portion of 
the money supply.” 

The foregoing considerations suggest that grave political dangers 
would attend a policy of quasi-free functional finance. Recent studies 
have served to establish the fact that American political and fiscal 
institutions are ill-adapted to the task of manipulating expenditures and 
taxes in the manner and on the scale contemplated by the theory of 
functional finance.*® The administrative difficulties inherent in a com- 
pensatory budget system would likely be multiplied manyfold as a 
result of public resistance to taxes were it understood that the govern- 
ment does not have to pay interest on, or (perchance) even the principal 


for maintaining some price level, are also, in principle, advocating functional finance. For 
striking confirmation of this, compare Professor Henry Simons’s recent article, “On 
Debt Policy” (Jour. Pol. Econ., Vol. LIT, No. 4 [Dec., 1944], pp. 356-61), and Professor 
A, P. Lerner’s works cited above. The essential difference (apart from the 100 per cent 
money feature) relates to the criterion by which the amount of new money to be introduced 
(or withdrawn) is to be determined. 


“If permanent stagnation is assumed, it is theoretically -possible that the government 
could indefinitely finance its deficits, in whole or part, by borrowing on whatever terms 
proved necessary—and without entailing any real burdens. This policy would likely be 
less disruptive of justly vested interests, the state of business confidence and the induce- 
ment to invest than would a policy of interest-free spending of new money. Therefore, 
under the assumed conditions of secular stagnation, little need for or advantage could be 
expected from a policy of free functional finance. 


** Contrary to generally held opinion, repayment of the national debt is not necessarily 
deflationary. Unless the government raises more money through taxation than it disburses 
during a given period, and unless it hoards or extinguishes the excess, the retirement of 
public debt through taxation merely transfers existing purchasing power, leaving its total 
amount unaltered—assuming, as would normally be the case in a full employment economy, 
that the demonetization, vie repayment, of the bank-held portions of the debt is ac- 
companied by the simultaneous monetization of corresponding amounts of private debt. 
Hence, any circumstances which require that the government retrieve excess purchasing 
through taxation require levies exceeding those needed merely to transfer currently needed 
resources to the government. 


18 See, e.g, Chas. C. Abbott, “Administration of Fiscal Policy,” Harvard Bus. Rev. 
(Autumn, 1944). 
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of, its debts. In the face of an inflation threat, or the need to pave the 
way for the banks to realize a due measure of income from the monetiza- 
tion of private credit, public officials might stoutly insist that higher 
taxes are necessary to extinguish the monetized non-interest-bearing 
national debt; but, in the light of experience, one can scarcely be opti- 
mistic about the willingness of the public to accede to any substantial 
increases in taxes merely for the purpose of enabling the government to 
retire part of the money supply from circulation. 

Even if the principle of taxation for deflation were to command 
general support, it would by no means solve the inevitable problem of 
whose money is to be taken (in taxes) for retirement from circulation. 
Whenever tax bills are under consideration, it is the tendency of every 
group to seek tax immunity for itself and the imposition of the required 
taxes on other groups. Can it be doubted that powerful impetus would 
be given to this tendency, with disastrous consequences, if it were 
understood that the taxes to be imposed were needed not to service the 
debt but purely for the purpose of combatting what the public would 
surely consider an abstract, hypothetical danger—namely, a possible 
inflation or the possible inability of the banks to survive under the exist- 
ing restrictive conditions? The entire probability is that opposition to 
taxes would steadily mount simultaneously with demands for pro- 
gressively larger subsidies, bonuses, pensions, doles, public works 
and other expenditures. Existing restraints on fiscal irresponsibility 
would dissolve and very likely bring on economic chaos. 

It is no sufficient answer that these dire consequences might be 
escaped by giving the monetary authority plenary power to fix, at 
certain intervals, the maximum amount of permissible government 
expenditures and impose whatever taxes might be deemed necessary to 
prevent inflation and preserve a proper measure of private business 
opportunities for the banks. If the monetary authority were endowed 
with independent, “non-political” status, it is doubtful that it could 
long retain it. The public would not supinely acquiesce in the (often 
necessarily) disagreeable decisions and policies of the monetary au- 
thority. Through its national legislative representatives, the public 
would surely demand that the authority be shorn of its “bureaucratic” 
power to decide such vital issues as who is going to pay how much in 
taxes and how much is to be spent during any given fiscal period. The 
fact is that social restraints on selfish aggrandizement are necessary if 
the sense of individual responsibility is not to be destroyed or fatally 
corroded. In the field of fiscal policy, the necessity of ‘raising’? money 
by means of taxation or borrowing, on pain of paying interest, imposes 
a salutary and necessary restraint which would be lost under the 
proposed system of financing. : 


1946] POINDEXTER: FUNCTIONAL FINANCE 323 


IV. Conclusion 


The analysis of this paper leads to the conclusion that there is little 
merit in the arguments for the abrogation of, and the substitution of 
service payments for, the present system of interest payments on bank- 
financed government deficits and debts. Specifically, it has been shown 
that: (1) the circumstances of bank-credit creation constitute an effec- 
tive refutation of the argument that banks unwarrantedly encroach on 
the government’s prerogative of creating and regulating the currency; 
(2) the present system of government borrowing from the banks does 
not entail excessive or undue cost burdens for the government or the 
taxpayer; (3) the substitution of a service-charge basis of compensating 
banks for their “services” of creating and handling bank credit in 
behalf of the government would not yield any net social advantage; 
and (4) the financing method in question would be subversive of 
economic discipline and fiscal responsibility. Under the most favorable 
circumstances, the political dangers are far too serious to be compen- 
sated by any prospective saving in tax burdens. In fine, the most practi- 
cal and equitable method of financing “functional” (or other) deficits 
and debts is the orthodox one of borrowing at the rate of interest which 
the market may require. 


THE RAILWAY LABOR ACT AND 
RAILWAY LABOR DISPUTES IN WARTIME 


By HERBERT R. NORTHRUP* 


I. Introduction 


That President Truman should use railway labor legislation as a 
model in asking a law to curb strikes should not be surprising. For more 
than fifty years labor relations in the railway industry have been subject 
to federal regulation.* The 1934 amendments to the Railway Labor act 
of 1926? represent the climax of the evolution of public policy toward 
collective bargaining on the railroads. The results of this federal regu- 
lation have met with the highest commendation. After only one year 
of experience as the chief administrative agency of the amended act, 
the National Mediation Board reported that the act expressed “a model 
labor policy based on equal rights and equitable legislation.”” Testify- 
ing before a Congressional committee, former Secretary of Labor, | 
Frances Perkins, declared that “the Railway Labor act embodies the 
fullest and most complete development of mediation, conciliation, 
voluntary agreement and arbitration that is to be found in any law 
governing labor relations” and that the “administration of the Railway 
Labor act ...is an outstanding example of effective administration of 
a labor law.”* Many students of labor relations have confirmed these 
official views.° 

An examination of the reasoning behind this viewpoint, however, 
reveals no careful analysis of the provisions of the act or of the decisions 
and awards of the National Mediation Board and the National Railroad 
Adjustment Board, the agencies which administer it. The sole criterion 
used by proponents of the act is the strike record in the industry. They 


* The author, a visiting member of the economics departments of Columbia and New 
York Universities, gratefully acknowledges several penetrating suggestions by Dr. B. M. 
Stewart and Professor Lois MacDonald. 

1 For early railway legislation, see C. O. Fisher, “Use of Federal Power in Settlement of 
Railway Labor Disputes,” Bull. No. 303, U. S. Bureau of Labor Statistics, 1922; and 
H. D. Wolf, The Railroad Labor Board (Chicago, Univ. of Chicago Press, 1927). 

748 U. S. Stat. 926 (1934). 

* First Annual Report of the National Mediation Board, 1935, p. 1. 

‘Hearings before the Committee on Commerce, U. S. Senate, 75th Cong., 3rd sess., 
on S. 3078. Pt. 10 (Washington, Supt. Docs.), pp. 968-99. 

‘Eg, H. D. Wolf, “Railroads,” in How Collective Bargaining Works (New York, 
Twentieth Century Fund, 1942); H. S. Kaltenborn, Governmental Adjustment of Labor | 
Disputes (Chicago, Foundation Press, 1943), chap. IH. 
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have merely observed that industrial peace prevails on the rails and 
have attributed this condition to the Railway Labor act and its adminis- 
tration. 

On the other hand, there have been several studies? and court 
decisions’ adversely critical of the procedure and awards of the National 
Railroad Adjustment Board, which has jurisdiction over disputes aris- 
ing out of the interpretation of collective agreements that have not 
been resolved by union-carrier grievance machinery. In other studies,” 
the present writer has raised questions concerning the manner in which 
the National Mediation Board has defined the bargaining unit; and 
concerning the Mediation Board’s apparent disregard for the rights of 
Negroes who have been deprived of long-held jobs by agreements, 
effected with the aid of the Mediation Board, between carriers and 
unions which admit only white workers. 


The Scope of this Article 


Critics of the Railway Labor act, however, have thus far confined 
themselves to particular phases of the administrative machinery of the 
act and, like the proponents of the act, have made no investigation of 
results of the operation of its disputes machinery. This article surveys 
the more important railway dispute cases which have occurred since 
1941 and draws certain conclusions from the manner in which they were 
handled. Since the period 1941-45 was an emergency period and in- 
cludes only a portion of the history of the Railway Labor act, the con- 
clusions may not apply to operations under the act in normal times. On 
the other hand, the extent to which the Railway Labor act met the test, 
of the emergency period is of real significance if its procedures are to 


° Administrative Procedure In Government Agencies, S. Doc. 10, Pt. 4, 77th Cong., Ist 
sess., 1941; L. K. Garrison, “The National Railroad Adjustment Board: An Unique Ad- 
ministrative Agency,” Yale Law Jour., Vol. XLVI (1937), pp. 567-98; W. H. Spencer, 
The National Railroad Adjustment Board (Chicago, Univ. of Chicago Stud. in Bus. 
Admin., Vol. VIII, no. 3, 1938); note, “Judicial Review of Awards by the National 
Railroad Adjustment Board,” Vale Lew Jour. Vol. LI (1942), pp. 666-73; and S. H. 
Slichter, Union Policies and Industrial Management (Washington, Brookings Inst., 1941), 
pp. 195-96. 


1 E.g., Nord v. Griffen, 86 F. (2d) 481; cert. den., 300 U.S. 673 (1937), in which the 
appellate court said: “The trial below and this appeal do not involve the merits of the 
controversy. They involve solely the question of whether the appellee is to be bound 
by an order of an administrative board in a proceeding to which he was not a party, 
entered at a hearing of which he had no notice. The mere statement of the proposition 
is conclusive of its soundness. The rights of the plaintiff are protected by the Fifth 
Amendment.” For a list of supporting cases, see National Collective Bargaining Policy 
(New York, The Industrial Relations Counselors, 1945), p. 86, note 41. 

ë Herbert R. Northrup, “The Appropriate Bargaining Unit Question Under the Rail- 
way-Labor Act,” Quar. Jour. Econ. Vol. LX, No. 2 (Feb., 1946), pp. 250-69; and Or- 
ganized Labor and the Negro (New York, Harper, 1944), pp. 58-62. 
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be used as a model for labor legislation of wider application; for it is 
precisely in times of emergencies and stress in labor relations that 
effective labor adjustment machinery is most essential. 


II. Radway Labor Disputes, 1941-45 
The 1941 Wage Movement 


In the early summer of 1941, the standard railway unions served 
demands on the nation’s railroads for substantial wage increases. The 
five operating unions requested a 30 cent per hour increase; the four- 
teen nonoperating unions, a 30 per cent increase, paid vacations, and 
an increase of the minimum rates for unskilled workers from 36 cents 
to 70 cents, and for skilled workers from 85 cents to $1.15. After 
negotiations broke down, the National Mediation Board proffered its 
“services, and when mediation failed, the Board suggested arbitration. 
The carriers agreed, but the unions rejected this procedure. After a vote 
taken by the unions showed more than 90 per cent in. favor of strike 
action, the Mediation Board notified the President that an emergency 
existed and he immediately appointed a five-man emergency board, 
headed by Dean (now Senator) Wayne L. Morse, to hear the dispute 
and report to him. In accordance with the act’s procedure, a possible 
strike was therefore delayed until thirty days after the emergency 
board reported. 

The Morse report, issued on November 5, 1941, recommended in- 
creases of 7.5 per cent for operating employees, of 9 cents for the non- 
operating groups, and of 71% cents for Railway Express Agency em- 
ployees. In addition, the nonoperating group was awarded one week’s 
vacation with pay and certain other adjustments were recommended for 
the short-line roads. All adjustments were to be on a temporary basis, 
to be effective September 1, 1941, and to terminate December 31, 1942, 
unless extended by agreement of the parties. ` 

The carriers accepted the recommendations, but the unions found 
them completely unsatisfactory. Their leaders hurried to Washington 
to see the late President Roosevelt and other officials in the Adminis- 
tration and Congress in order to urge a more favorable settlement. The 
five operating unions set December 5-7 for a nation-wide strike; the 
nonoperating group set no strike date, but announced that it would 
refuse the recommendation none the less. 

Attempting to avoid a stoppage, the President conferred with the 
parties on November 18 and 19. In a move which was totally without 
precedent under the Railway Labor act, the President reconvened the 
emergency board and in effect suggested to it that a different set of 
recommendations should be submitted. This time, the emergency board 


1946] NORTHRUP: THE RAILWAY LABOR ACT AND LABOR DISPUTES 327 


acted as.a mediation panel, instead of a fact-finding body, and, with the 
alleged aid of pressure from the President, secured an agreement satis- 
factory to the unions. It provided for increased vacations, a 10.5 per 
cent increase to operating employees, and a 10 cent per hour increase 
to the nonoperating groups, including Railway Express personnel. 
Moreover, these adjustments were made permanent. The carriers were 
mollified with promises of increases in passenger and freight rates, 
which the Interstate Commerce Commission soon put into effect.” 
Thus President Roosevelt was able to avert a nation-wide rail strike 
scheduled for Pearl Harbor Day. By so doing, however, he assisted the 
rail unions to reject a recommendation arrived at by means of the 
disputes machinery which had been established largely at their behest. 


The Toledo, Peoria and Western Strike 


The first major strike which faced the National War Labor Board 
involved railway employees. Train and engine service workers on 
the Toledo, Peoria and Western Railroad were called into strike on 
December 28, 1941, by the Brotherhood of Railroad Trainmen and the 
Brotherhood of Locomotive Firemen and Enginemen. The strike was 
the culmination of a long-standing dispute involving principally the 
question of whether working rules in effect on other roads should be 
introduced on the Toledo, Peoria and Western. The Mediation Board 
was unable to resolve the dispute either by mediation or by voluntary 
arbitration, although the brotherhoods, which had originally refused 
the latter procedure, consented to it after Pearl Harbor. The carrier 
demanded the appointment of an emergency board, but refused to arbi- 
trate, and not even the President could induce it to agree otherwise. 
Faced with such defiance, the President on March 21, 1942, ordered 
the Toledo, Peoria and Western taken over by the government and 
operated by the Office of Defense Transportation. The brotherhoods 
called off the strike, the strikers were reinstated in their jobs, and an 
arbitrator was appointed by the War Labor Board. When the president 
of the carrier refused to appear, the arbitration hearing was conducted 
in his absence. On September 23, 1942, the War Labor Board issued 
a directive order putting the arbitrator’s award into effect with certain 
modifications, and providing further that the Toledo, Peoria and 
Western should be continued under government operation until such 
time as the carrier executed agreements with the brotherhoods contain- 
ing the terms of its directive order.*° 

It should be noted that in the Toledo, Peoria and Western case the 


° The history of this case is found at 9 LRR 54,:252, 273, 296, 363, and 366. 
*See 10 LRR 41, 73, 113, 145, 631; 11 LRR 216, 337. 
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provisions of the Railway Labor act were not followed to conclusion. 
After the Mediation Board failed to obtain an agreement to arbitrate, 
no emergency board was appointed. The Office of Defense Transporta- 
tion proposed arbitration, but to no avail. The United States Concilia- 
tion Service then intervened. When it failed to achieve results, the 
Secretary of Labor certified the case to the War Labor Board, which 
directed arbitration under Section 8 of the Railway Labor act, although 
that act provides only for voluntary arbitration,’ and although Execu- 
tive Order 9017 which created the War Labor Board provided (Par. 7) 
“Nothing herein shall be construed as superseding or in conflict with 
the provisions of the Railway Labor Act... .”” 


The National Railway Labor Panel 


On May 21, 1942, President Roosevelt issued Executive Order 9712, 
creating supplementary machinery to handle railway labor disputes 
during the emergency. The order established a nine-man panel from 
which emergency boards of three persons could be set up whenever a 
union—not a carrier—declared, or the chairman of the panel found, 
that war production was threatened by an emergency railway labor 
situation. 

Executive Order 9712 neither amended nor supplanted the Railway 
Labor act. It reaffirmed the purposes and procedures of the act, but 
supplemented it “in order to adjust the policies and procedures under 
said Act to the requirements of the war emergency.” It proposed to ac- 
complish this in two ways. First, it provided for the appointment of 
emergency boards without such appointment being conditioned on the 
holding of affirmative strike votes, the setting of strike votes, or the 
certification to the President by the Mediation Board that substantial 
interference with commerce was threatened; and, second, it gave ex- 
clusive jurisdiction of railway labor disputes to railway labor agencies 
and thus sought to avoid jurisdictional disputes between them and the 
War Labor Board, such as occurred in the Toledo, Peoria and Western 
case. 

“= That arbitration under the Railway Labor act may not be perfectly voluntary even 
in peacetime is indicated by the United States Supreme Court in the case Brotherhood 
of Railroad Trainmen v. Toledo, Peoria and Western Railroad Company, 321 U.S. 50 
(1943), in which an injunction granted to the railroad to prohibit certain actions of 
the striking unions which had led to violence, was dissolved because the railroad did not 


exhaust the peaceful settlement procedures—z.e., arbitration—-which the Norris-LaGuardia 
act, according to the court, requires for the granting of an injunction. 

* On October 1, 1945, following the end of hostilities, the T.P, & W. was returned to 
private ownership. No agreement was reached between the carrier and the unions be- 
forehand, however, with the result that a strike was called which has since continued 
in effect, and which has resulted in death and bloodshed. 


€ The text of the order is found at 10 LRR 443. . 
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In establishing the National Railway Labor Panel, the President 
followed the traditional American practice of treating railway labor 
differently from other industrial groups. In this instance, not only was 
a special agency created, but settlement was provided for purely on a 
voluntary basis (except in so far as public opinion might be compelling). 
Emergency boards under Executive Order 9712, as those under Section 
10 of the Railway Labor act, merely made reports and recommenda- 
tions. They received no authorization, such as was conferred on the War 
Labor Board, to settle disputes by “directive orders.” Hence they 
could be repudiated without technically defying a government war 
agency.“ 


Executive Order 9299 


On September 18, 1942, the fifteen nonoperating railway unions 
served notice on the carriers that they desired substantial wage in- 
creases. Negotiation and mediation broke down, but before an emer- 
gency board could be appointed from the National Railway Labor 
Panel, a controversy arose as to whether the award of a panel would be 
subject to review by the National War Labor Board in accordance 
with the Stablization act which became law on October 2, 1942. The 
carriers favored and the unions opposed any such review by the War 
Labor Board. The latter won their point with the President. On 
February 4, 1943, he issued Executive Order 9299, which provided 
that awards of boards appointed from the National Railway Labor 
Panel would become effective within thirty days after their issuance 
“unless and except to the extent that the Economic Stabilization Di- 
rector shall otherwise direct.” Executive Order 9299 further pro- 
vided that all voluntary wage adjustments concerning carriers subject 
to the Railway Labor act were removed from the jurisdiction of the 
War Labor Board and placed under the direction of the chairman of 
the National Railway Labor Panel, who was instructed to process them 
in accordance with the Stabilization act. 


The 1942-43 Nonoperating Case 


Soon after the issuance of Executive Order 9299 an emergency board, 
headed by Professor I. L. Sharfman, was appointed to hear the non- 
operating unions’ wage case. Hearings were still in effect on April 8, 
1943, when the President issued Executive Order 9328*°—the hold-the- 


* Technically, of course, W.L.B. orders were only “advisory.” To all but certain extrem- 
ists, however, the W.L.B. order was a command to be obeyed. 


* The text is found at 6 War Lab. Rept. V. 
= The text is found at 7 War Lab. Rept. VII. 
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line order. The Sharfman board adjourned its hearings in an attempt to 
examine the effect of Executive Order 9328 on the deliberations and also 
in an attempt to settle the dispute by mediation. Finally, on May 26, 
1943, the board issued an award granting the unions an 8 cent general 
increase and indicating that, since its proceedings commenced prior to 
its issuance, Executive Order 9328 was not taken into account. 

The carriers filed a protest with Judge Vinson, newly appointed Di- 
rector of Economic Stablization, maintaining that the award was con- 
trary to stabilization principles. Judge Vinson set it aside on June 23, 
1943, stating that the award violated the Little Steel formula, but that 
some increases were warranted on that basis, and others to the lower 
paid workers on the basis of “substandard? wages.” Judge Vinson 
attempted to reconvene the board, but Professor Sharfman refused, 
saying he had no authority to rehear the issues. Dr. William M. Leiser- 
son, chairman of the National Railway Labor Panel, also declined to 
reconvene the Sharfman board. 

Meanwhile, the unions protested bitterly against Judge Vinson’s act 
and took steps to circumvent it. They declared that President Roosevelt 
had actually urged them to accept the award of the Sharfman board 
before Vinson set it aside. They also induced the carriers to agree to pay 
the 8 cent general increase “subject to any existing requirement of law” 
and then arranged for the introduction in Congress of joint resolutions 
providing that they should receive the 8 cent general increase, the 
stabilization laws to the contrary notwithstanding. This resolution 
passed the Senate on December 9, 1943, by a vote of seventy-four to 
four, with Senate Majority Leader Barkley and (then) Senator Tru- 
man leading the fight in behalf of the unions. Before the House of 
Representatives acted, however, the President, by Executive Order 
9328, appointed a new emergency board headed by Judge Shaw to 
reéxamine the whole wage question. In so doing, the President acted not 
in accordance with, the Railway Labor act, but pursuant to his war 
powers. . 

The Shaw board reéxamined the evidence and recommended in- 
creases varying from 10 cents per hour for the lowest paid to 4 cents 
per hour for the highest paid, in accordance with the principles laid 
down by Judge Vinson. The unions, however, rejected this award. Then 
in January, 1944, after the President had taken over the railroads to 
avert a nation-wide strike of the operating unions and had awarded those 
unions extra compensation “in lieu of overtime pay,”** he made a 
similar award to the nonoperating unions. The carriers and these unions 


© Opinion of Stabilization Director, 9 War Lab. Rept. XII. 
18 See below, pp. 332-34. 
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thereupon reached agreement on increases varying from 9 to 11 cents 
per hour. Although this meant that all the nonoperating workers re- 
ceived greater increases than were originally awarded by the Sharfman 
board and which he had rejected, Judge Vinson approved this settle- 
ment arranged by the President.’ 


The Diesel Case 


As early as 1937 the Brotherhood of Locomotive Fireman and En- 
ginemen and the Brotherhood of Locomotive Engineers had set forth 
separate demands for a change in the methods of payment of engineers 
and firemen working on diesel engines and for the employment of addi- 
tional crew members on diesels. The controversy was postponed for 
various reasons and was finally heard by a board of the National Rail- 
way Labor Panel, which issued its report on May 24, 1943. The report 
denied most of the requests of the unions for new methods of payment 
which would have resulted in substantially increased wages; denied the 
attempts of either the firemen or the engineers to force the employment 
of additional helpers on diesel engines, a demand which would have 
created thousands of featherbedding jobs if it had been granted; and 
provided that in those instances where a second man or helper was to 
be employed on diesel engines in accordance with previous agreements, 
such persons should come from the ranks of the firemen rather than 
the engineers, thus ending a jurisdictional dispute of long standing. The 
board did grant a few of the unions’ demands which, in effect, created 
new job classifications and higher wages for engineers and firemen who 
are employed on the heaviest type of diesel locomotives, and made other 
minor adjustments. | 

The railroads were satisfied with the report of the emergency board 
which had based its decision on thirty-nine volumes of evidence as well 
as numerous exhibits, briefs, etc. Mr. D. B. Robertson, president of 
the Brotherhood of Locomotive Firemen and Enginemen, however, was 
quite displeased and he proceeded to Washington to confer with Presi- 
dent Roosevelt. On May 29, 1943—just five days after the emergency 
board had made its report—Mr. Roosevelt wrote J. J. Pelley, president 
of the Association of American Railroads, in part as follows: 


I am advised that the Emergency Board report is quite unsatisfactory to the 
Brotherhood of Locomotive Firemen and Enginemen and that some of the 


* Hearings before the Senate Committee on Interstate Commerce, 78th Cong., ist sess., 
on S. J. Res. 91; and Hearings before House Committee on Interstate and Foreign Com- 
merce, 78th Cong., 1st sess., on S. J. Res. 91 and H. J. Res. 187 (Washington, Supt. Docs., 
1943). Both contain a complete account of the dispute, including reports of the Sharfman 
and Shaw boards, except for the final terms of the settlement, which are found at-13 
LRR 615. 
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most important questions have not been resolved. As you may well under- 
stand, I have not had time to study the report in detail. I am anxious, 
however, that in these troublesome times everything possible and fair—but 
within the National Policy—be done to dispose of management-labor disputes 
without in any way interfering with the full and adequate prosecution of our 
war program. 

This situation suggests the advisability of arranging a joint conference of 
management and employee representatives for the purpose of endeavoring to 
resolve the points in question. Will you be good enough to initiate steps to 
bring about such a conference or, if this does not come within your functions, 
will you please see that it is referred to the proper representatives of the 
Carriers. I understand that Mr. Robertson, President of the Brotherhood of 
Locomotive Fireman and Enginemen, is prepared to enter into such a joint 
conference. 


On June 5, 1943, Mr. Pelley replied in part: 


It is noted that the Emergency Board report is not satisfactory to the 
Brotherhood of Locomotive Firemen and Enginemen and that, according to 
the advice reaching you, some of the most important questions have not been 
resolved and a further joint conference is suggested. Candor compels me to 
say, however, that a careful study of the report indicates that all questions 
involved in the dispute were definitely resolved by the Board, and there 
would, therefore, be nothing to consider in a joint conference except ques- 
tions which were clearly and definitely disposed of. 

We will appreciate, of course, and share with you your anxiety that in 
these troublesome times everything possible and fair—but within the Na- 
tional Policy—be done to dispose of management-labor disputes without in 
any way interfering with the full and adequate prosecution of our war pro- 
gram. Therefore, in view of your understanding that Mr. Robertson, Presi- 
dent of the Brotherhood of Locomotive Firemen and Enginemen, is prepared 
to enter into a joint conference, and, in accordance with your request that 
one be held, this is to advise that I will be glad to immediately arrange to 
have such a conference initiated and at as early a date as possible. 


As a result of the conference suggested by the President, the carriers 
agreed to substantially more increases than the emergncy board had 
rcommended, and these became effective upon approval by the chairman 
of the National Railway Labor Panel on August 29, 1943.” 


1943 Operating Case 


Early in 1943 the five operating brotherhoods made demands for a 
30 per cent general increase and other concessions. When mediation 
failed, it was agreed to postpone the appointment of an emergency 


The entire record of this case has been published in two large volumes by the 
Eastern Carriers’ Committee, New York. 
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board until the completion of the diesel and nonoperating cases. Conse- 
quently, the board appointed to hear the case, which was headed by 
Judge Stacy, was not ready to make its report until September 25, 1943, 
at which time it recommended a 4 cent general increase for operating 
crews. 

Not only did the operating brotherhoods reject this award, but, 
terming it an “insult,” they began plans for a nation-wide strike. At 
this point President Roosevelt intervened and, failing to mediate, 
offered to arbitrate the dispute personally. Two of the five unions—the 
Brotherhood of Locomotive Engineers and the Brotherhood of Railroad 
Trainmen—accepted this offer and called off their strike plans, but the 
other three—the Brotherhood of Locomotive Firemen and Enginemen, 
the Order of Railway Conductors, and the Switchmen’s Union—all 
rejected his offer. Whereupon, on December 27, 1943, the President, by 
executive order, took over the railroads in order to avert the threatened 
stoppage.” 

The President promptly awarded one week’s vacation with pay and 
an additional 5 cent per hour increase to the members of the trainmen’s 
and engineers’ unions. He stated that the latter was compensation for 
the fact that railroad crews often had to spend time away from home; 
and also compensation for the fact that railroad employees were not 
covered by the provisions of the Fair Labor Standards act, which pro- 
vide for time and one-half after forty hours’ work in any week.” 

The same award was offered to the firemen, the conductors, and the 
switchmen, and they shortly accepted it, with some minor administra- 
tive modifications. The railways were then returned to private owner- 
ship.”® 


The Pacific Electric Railway Case 


The Pacific Electric Railway Company, a subsidiary of the Southern 
Pacific system, and a carrier within the meaning of the Railway Labor 


“It should be noted that President Roosevelt did not take over the railroads under 
provisions of the War Labor Disputes act of June 25, 1943. His authority to do so was 
not clear since Section 2 (c) of that law excluded railways from the definition of “war 
contractor.” Consequently, he acted pursuant to the same 1916 legislation by which 
President Wilson took over the railways in 1917. Had President Roosevelt acted under 
the War Labor Disputes act, his action in granting additional adjustments to the carriers 
would apparently have violated Section 4 of that act which required government operation 
according to conditions previously in effect. 

* Apparently the President did not consider that most railwaymen do not spend time 
away from home; and that the effect of such absences has long been considered in de- 
termining wages. The ‘President apparently also did not take note that many rules 
secured by the brotherhoods already provided more generous over-time compensation prior 
to his award than is required by the Fair Labor Standards act. 


* See 13 LRR 142, 517 and 545 for a history of this dispute. 
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act, is engaged principally in transporting interurban and local city 
- passengers and interline and local freight in the Los Angeles metro- 
politan area in which the Los Angeles Railway Company also operates. 
The Los Angeles Railway is not,, however, covered by the Railway 
Labor act. The two systems serve the urban area of Los Angeles in 
common, although the Pacific Electric is primarily a freight carrier with 
much more extensive operations covering three additional counties. The 
manner in which labor relations on these neighboring carriers have been 
handled during the war illustrates the difficulties of duplicate agencies in 
the labor relations field. 

In May, 1943, an emergency board appointed from the National 
Railway Labor Panel awarded increases of approximately 13 cents 
per hour to the operating employees of the Pacific Electric Railway 
Company. During the same period, the Los Angeles Railway Company 
and the union of its employees applied to the War Labor Board for a 
voluntary 10 cents per hour increase. On July 19, the W.L.B. denied 
the application of the Los Angeles Railway Company. On the same day, 
Judge Vinson, after first extending for thirty days the time limit for . 
the effective date of the Pacific Electric emergency board award, re- 
duced it from 13 cents per hour to 3 cents per hour, on the basis of 
comparable rates paid by the Los Angeles Railway Company. 

The actions of Judge Vinson and the War Labor Board precipitated 
stoppages on both carriers. The president of the Brotherhood of Rail- 
road Trainmen, whose union is the representative of the Pacific 
Electric’s operating employees, visited Washington and consulted with 
Vinson’s superior, Justice James F. Byrnes, then Director of War 
Mobilization. Justice Byrnes appointed a fact-finding committee of 
three judges to survey the whole West Coast transit situation. On 
September 10, 1943, this fact-finding board submitted its report which 
called attention to the increased workload on various urban transit 
lines. On the basis of this report, the War Labor Board reconsidered 
the case of the Los Angeles Railway Company and approved a 5 cents 
per hour increase and certain other adjustments which had previously 
been denied. Since the procedure of the National Railway Labor Panel 
provided for no means of reconsideration, President Roosevelt, by 
Executive Order 9379, issued pursuant to his war powers, appointed 
a new emergency board. It reconsidered the Pacific Electric case and 
recommended an additional 5 cents per hour which Judge Vinson 
approved on October 24, 1943. 

The adjustments on these neighboring lines did not end here, how- 
ever. In September, 1944, the War Labor Board established its “work- 
load” bonus system for urban transit lines and, pursuant thereto, 
employees of the Los Angeles Railway Company received bonuses of 
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5 to 7 cents per hour. The see-saw continued when, effective January 1, 
1945, a board of the National Railway Labor Panel awarded the 
employees of the Pacific Electric Railway Company 5 cents per hour 
based on President Roosevelt’s award to the operating crews of the 
standard railways after he had taken over the railroads in December, 
1943; and an additional 3 cents per hour, apparently in lieu of the 
fact that no W.L.B. workload bonus was available to them.” 


The Chicago-Milwaukee Interurban Cases 


In Chicago a situation exists similar to that in’ Los Angeles. The 
Chicago, North Shore and Milwaukee and the Chicago, Aurora and 
Elgin electric railroads have been designated carriers within the Rail- 
way Labor act; and by means of wage increases secured pursuant to 
the procedure of the act, the employees of these lines have been able 
to boost their wages considerably above the wages paid by competing 
interurban transit carriers which are outside the coverage of the act. The 
wages on both the North Shore and the Chicago, Aurora and Elgin, how- 
ever, are below those paid on standard railroads, which is the wage goal 
of the employees of these interurban lines. 

An emergency board appointed from the National Railway Labor 
Panel awarded these employees increases of 16 cents per hour, but 
on July 9, 1943, the same day on which the award was to go into 
effect, Judge Vinson reduced it to 14 cents on the grounds that the 
Little Steel formula would not permit a greater amount. The following 
year a second emergency board gave these employees an additional 
5 cents based on the award that the President gave to the operating 
unions after he took over the railroads in December, 1943. 

The Brotherhood of Railroad Trainmen and the Brotherhood of 
Locomotive Firemen and Enginemen, who represent these employees, 
then called strikes in protest against the meagerness of the latter 
award. The strikes lasted for two weeks, after which the unions 
accepted the award and the employees returned to work.” Soon there- 
after, the unions set in motion machinery to start the case all over 
again. 

* Los Angeles Railway Corp., 12 War Lab. Rept. 252; Pacific Electric Railway Com- 
pany: Opinion of Economic Stabilization Director, 11 War Lab. Rept. VIII; Local Transit 
Bonuses, WLB Press Releases Nos. B-1751 and B-175ia, September 15 and 22, 1944; 
Report to the President by the Emergency Board Appointed Pursuant to Executive 
Order 9172 to Investigate Dispute between Pacific Electric Railway Company and Cer- 


tain Operating Employees, 1944; and Report of the Special Commitiee to Investigate 
Transit Systems of the Pacific Coast Area, 1943. 

* Chicago, N.S., and Milwaukee Ry. Co.: Opinion of Stablization Director, 9 War 
Lab. Rept. XV; Report to the President by the Emergency Board Appointed Under 
Section 10 of the Railway Labor Act to Investigate Disputes Between Chicago, N.S., and 
M. Ry. Co., et al, 1944; and 15 LRR 363. 
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The Bingham and Garfield Case 


On November 8, 1944, President Roosevelt appointed an emergency 
board to prevent a strike by members of the Brotherhood of Loco- 
motive Firemen and Enginemen on the Bingham and Garfield railway, 
an Utah carrier engaged principally in ore transport. The union’s 
major demand was that a “fireman,” or helper, be added to the carrier’s 
electric switch engines in the interest of safety. The board found that 
the demand was a “featherbedding” request. Safety, it found, could 
not be involved since over a twenty-year period only one accident had 
occurred, and that involved neither death nor personal injury. During 
this period, the Bingham and Garfield had transported 344,000,000 
tons of ore. Hence, the emergency board recommended that the union 
request be denied. The Brotherhood of Locomotive Firemen and En- 
ginemen refused to accept the board’s recommendation, and made 
plans to strike, with the result that President Roosevelt took over the 
railroad for the duration of the war.” 


The Amendment to the Stabilization Act of 1944 


Not only were the railroad unions successful in overriding the 
attempts of Judge Vinson to veto wage increases which he found to 
contravene wage stabilization policy, but they also succeeded in re- 
moving the jurisdiction of the stabilization office over awards of emer- 
gency boards appointed either from the National Railway Labor Panel, 
or pursuant to Section 10 of the Railway Labor act. At their behest, 
a rider was passed to the Stabilization act when it was renewed in 
June, 1944, which reads: 


In any dispute between employees and carriers subject to the Railway 
Labor Act, as amended, as to changes affecting wage or salary payments, the 
procedures of such Act shall be followed for the purpose of bringing about 
a settlement of such dispute. Any agency provided for by such Act, as a 
pre-requisite to effecting or recommending a settlement of any such dispute, 
shall make a specific finding and certification that the changes proposed by 
such settlement or recommended settlement are consistent with such standards 
as may then be in effect, established by or pursuant to law, for the purpose 
of controlling inflationary tendencies, Where such findings and certification 
are made by such agency, they shall be conclusive, and it shall be lawful for 
the employees and the carriers, by agreement, to put into effect the changes 
proposed by the settlement or recommended settlement with respect to which 
such finding and certification were made.?’ 


* Report of the Emergency Board Appointed Pursuant to Section 10 of the Railway 
Labor Act to Investigate Dispute Between Bingham and Garfield Railway Company 
and its Employees, etc., 1944. 


"Pub. Law No. 383, 78th Cong., Sec. 202. 
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A situation analogous to that created by this rider would have 
existed if Congress had enacted a law providing that the recommenda- 
tion of a panel appointed by the War Labor Board could have been 
legally accepted and put into effect by the parties, regardless of 
whether the WLB or the Stabilization Office considered it to contra- 
vene wage stabilization policy, so long as the panel certified that the 
recommendation did not do so. 


. The Illinois Central Case 


On May 24, 1945, President Truman appointed an emergency 
board pursuant to Section 10 of the Railway Labor act in order to 
avert a threatened strike on the huge Illinois Central System by the 
Brotherhood of Locomotive Firemen and Enginemen. The emergency 
board found that the trouble was essentially a jurisdictional dispute 
between the above named brotherhood and the Brotherhood of Loco- 
motive Engineers over the seniority status of demoted engineers and 
promoted firemen, although it also involved a claim which had been 
submitted to the National Railroad Adjustment Board by the firemen 
and then withdrawn “with prejudice” to a further submission. 

After noting that the jurisdictional question could have been settled 
by recourse to the Adjustment Board except for an agreement among 
the unions not to submit jurisdictional claims to that agency, the 
emergency board recommended a compromise settlement. As to the 
second issue, the emergency board found that a withdrawal “with 
prejudice” of a case from the Adjustment Board foreclosed further 
adjudication. 

Dissatisfied with the report, the Brotherhood of Locomotive Fire- 
men and Enginemen called a strike for August 24, 1945. At this point, 
John W. Snyder, Director of War Mobilization and Reconversion, 
intervened, and called the parties and the emergency board to Wash- 
ington in an attempt to mediate the dispute. When mediation failed, 
President Truman ordered the railroad seized, and the union called 
off the strike. Thus the first industrial establishment seized to avert 
a strike after war came and the first after war ended in both instances 
were railroads.” 


III. Concluding Remarks 


The record of labor adjustment under the Railway Labor act during 
the war period does not lend much support to those who see in the 
procedures of the act a “model” labor law. Much of the failure of 
the act to maintain industrial peace unaided during the war has been 


3 Report of the Emergency Board appointed May 24, 1945 in re... Minois Central 
System, 1945; New York Times, August 24, 25, 1945. 
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blamed on Judge Vinson. When he modified downward awards of 
emergency boards in the 1943 national nonoperating, the Pacific 
Electric, and the Chicago-Milwaukee interurban cases, he was widely 
criticized for alleged unwarranted interference with the tried and true 
procedures of the Railway Labor act. There is no doubt that he acted 
without either diplomacy or a proper consideration of the delicate 
tensions inherent in labor relations, especially by his method of issuing 
his directives almost at the moment before an award would have 
automatically gone into effect. 

If, however, it be granted that Judge Vinson acted without tact, it 
must also be granted that he acted in accordance with the law. As he 
pointed out, “The Stabilization Act of October 2, 1942, does not 
exempt railway employees or... say that all wages are to be stabilized 
except those of railway workers... .”*? And Executive Order 9299, 
which was issued at the request of the railway unions, which were 
anxious to avoid going before the National War Labor Board, did 
provide that awards of emergency boards were to become effective 
thirty days after their issuance “unless and except to the extent that 
the Economic Stabilization Director shall otherwise direct.” That Judge 
Vinson interpreted this language to mean that he had the same authority 
to require that the awards of railway emergency boards conform to 
the wage stabilization program as he did to require of War Labor 
Board directive orders, is open neither to challenge nor criticism unless 
one believes that railway labor is entitled to benefits and privileges 
not available to other industrial workers. | 

Judge Vinson rejected this tenet and attempted to treat all industrial 
workers alike. He was rebuffed by the President who gave the non- 
operating employees more than the original award which Judge Vinson 
had vetoed; and by Congress, which removed the awarded of emer- . 
gency boards from the jurisdiction of the stabilization director. 

The charge that Judge Vinson’s directives interfered with the pro- 
cedure of the Railway Labor act must also be placed in its proper 
relationships. True, he modified awards which had been made pursuant 
to the procedure outlined in the act. But both the Economic Stabiliza- 
tion Office and the War Labor Board have modified downward or 
totally disapproved thousands of voluntary wage applications sub- 
mitted by employers and unions where such applications have pro- 
posed adjustments deemed incompatible with the wage stabilization 
program. Many of these applications were the results of agreements 
achieved by mediation by the United States Conciliation Service or 
by state mediation bodies. These disapprovals have caused considerable 


* Hearings before House Committee on Interstate and Foreign Commerce 78th Cong., 
ist ses., on S. J. Res. 91 and H, J. Res. 187 (Washington, Supt. Docs., 1944), p. 79. 
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unrest and dissatisfaction among the affected employees. Nevertheless, 
they have been considered necessary to combat inflation, and they have 
not resulted in charges that “procedures” under various federal and 
state mediation services were being improperly interfered with. Again 
the basic question was whether railway labor was to receive the same 
type of special privileges under wage stabilization that it has already 
received under adjustment machinery and social insurance.” Judge 
Vinson declared for equal treatment; the President and Congress 
overruled him." 

It should be emphasized, moreover, that Judge Vinson did not ini- 
tiate the overturning of awards of emergency boards, nor did he devise 
any new method of settling disputes under the Railway Labor act. ‘The 
1941 wage movement set the pattern for the adjustment of railway 
labor disputes during wartime. The railway unions themselves rejected 
the award of the Morse emergency board, and because of their eco- 
nomic and political power, they were able to obtain the aid of President 
Roosevelt in putting pressure on the carriers to grant additional com- 
pensation over and above what the Morse board had recommended. 
Subsequent cases were handled in a like manner, thus providing con- 
siderable evidence that the procedures of the Railway Labor act are 
effective In maintaining labor peace only so long as they provide results 
satisfactory to the unions.” When the contrary occurs, as it so often 
did during the war, it appears that the awards of emergency boards 
are simply rejected and the railway unions make use of their political 
power to achieve their ends. 

These wartime developments should not be surprising. The Railway 
Labor act was conceived by the railway unions and its adoption into 
law-——particularly the 1934 amendments—stands as testimony to their 
‘political power. What could be more logical than the further use of 
political power by these unions to achieve their desired ends whenever 
the procedures of the act fail to do so? 

As a matter of fact, governmental adjustment machinery, such as 
the Railway Labor act, or protective legislation, such as the Railway 


Yn regard to social insurance, see R. B. Robbins, Railroad Social Insurance: Favored 
Treatment Versus Social Insurance, Nat. Econ. Problems, no. 405 (New York, Am. Enter- 
prise Assoc., 1945). 


“That is not to imply that special privilege did not go to other groups which were 
able to muster considerable economic and political pressure. The experience of the 
United Mine Workers, The Teamsters Union, and the Musicians’ Union might also be 
cited among those who were able to secure favored treatment under stabilization. 


* That is not to imply that if the railway unions were to demand a 30 per cent increase, 
they would reject an emergency board recommendation of any less. To those familiar 
with the bargaining process, however, a recommendation of 18%4 per cent may be very 
satisfactory to a union demanding 30 per cent, whereas a 10 per cent recommendation may 
be unsatisfactory. : 
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Labor act or the Wagner act, or any form of governmental sponsored 
arbitration, either voluntary or compulsory, is not only generally the 
consequence of organized labor’s political power, but it insures continued 
labor activity in the political feld. Labor leaders cannot afford many 
adverse decisions from government tribunals without seriously en- 
dangering their positions within the union. They have been selected 
to produce results. If they fail, their constitutents will replace them 
with aspirants who promise success where their predecessors have 
failed. Hence, labor leaders must seek to prevent the appointment of 
unfriendly or even neutral persons to key administrative posts, and 
they must keep up an unending pressure on government labor agencies. 
In short, union leaders must develop political machines capable of 
decisive action in enough instances so as to command the respect of 
elected and appointed officials. These facts have been as well known 
to the conservative leaders of the railway unions for twenty-five years 
as they have been to the more radical leaders of the CIO Political 
Action Committee since the formation of that organization. And it is 
worth noting that in other countries where government supervised 
collective bargaining prevails, e.g., Australia, New Zealand, and 
Sweden, labor is in politics on an even greater scale than in the 
United States.** | 
There are other factors which contribute to peace on the rails 
besides effective use of political power by the unions when the results 
of the procedure of the act do not suit them. Government control of 
railway labor relations is merely a part of the entire policy of regula- 
tion, which includes also control of rate setting. Price relief through 
the Interstate Commerce Commission, such as was granted as part of 
the 1941 settlement, cannot be ignored by those who would use 
industrial relations on the railroads as a model for industry generally. 
Moreover, the political power of the railway unions is not always 
used against the railroads. The unions and the carriers have many 
aspirations in common. For example, the railway unions have used 
their political power in many states to induce legislatures to put restric-. 
tions on the tonnage which trucks may carry. In Congress, the railway 
“Once labor has decided on a political route to achieve its ends, it must of course 
remain in politics to preserve its position and to insure friendly administration. The 
course it takes in politics may vary. E.g., while the CIO-PAC is dedicated to mass political 
action, the railway unions have favored a policy of judicious “rewarding friends and 
punishing enemies,” Since the railway unions are located in every state and Congressional 
district, and since their membership has been quite alert in voting in primaries where 
small, cohesive numbers count, they have achieved a reputation for “producing at the 
polls” among Congressmen and state legislators. The success of the railway union is at- 
tested by the numerous labor and social laws which have been adopted at their behest, 


as well as by the respect in which such an astute politician as the late President Roosevelt 
held them. 
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unions have been important political forces behind the adoption of 
such legislation as the Transportation act of 1940, the Motor Carrier 
act of 1935, and the Emergency Railroad Transportation act of 1933, 
all of which have been at least partially aimed at reducing the com- 
petition which other fields of transportation have given the railroads.** 
More recently, these unions have supported the elimination of land 
grant rates—the especially low rates which the federal government re- 
ceives on war materials and personnel—and the exemption of the rail- 
roads from the provisions of the Sherman Antitrust act. The fact that 
union and carriers often “hunt” together in legislative halls is con- 
ducive to labor peace.” 

As was noted in the introduction, the period surveyed here is an 
emergency one and includes only a portion of the history of the Railway 
Labor act. One must, therefore, be cautious about generalizing the 
conclusions. Nevertheless, they do have a bearing on such legislative 
proposals as the Ball-Burton-Hatch bill and President Truman’s fact- 
finding proposal, both of which are modeled on the Railway Labor act.** 

In adapting the procedures of the Railway Labor act to industry 
generally, the proponents of these bills do not appear to have given 
due considerations to the peculiar legal and institutional framework 
in which the railroad industry operates. The significance of price con- 
trol and union political influence for peace in the railway industry have 
apparently been ignored. Moreover, the political method of settling 
railway labor disputes during the war lends little weight to the belief 
that facts disseminated to the public through an impartial board would 
curb industrial strife. Public opinion does not appear to play the 
decisive rôle which Mr. Truman would assign to it. During the war, 
when a strike on the rails would have been catastrophic, unions in a 
superior bargaining position could repeatedly ignore the recommenda- 
tions of railway emergency boards which were supposed to enlighten 
and mobilize public opinion. Judging by the railroad experience, if the 
appointment of such boards becomes a fairly common practice through- 
out industry, the public may be expected to take less, rather than more, 
interest in the procedure. 

Although some controversies are subject to settlement once the facts 


*4 See, e.g., Ralph L. Dewey, ‘Transportation Act of 1940,” Am. Econ. Rev., Vol. XXXI, 
No. 1 (Mar., 1941), pp. 17-22. 

* Such political aid from union to industry is not confined to the railway industry. 
Many unions have, e.g., pressed for tariffs to support an industry. 

= Reference is to S. 1171 (Ball-Burton-Hatch); and S. 1661 and H.R. 4908 (Truman 
proposals), all bills of the 78th Cong., 1st sess. Application of these conclusions is, how- 
ever, also appropriate to many proposed bills which may become law as a result of the 
recent coal strike. For a more detailed discussion, see the writer’s article, “A Critique of 
Pending Labor Legislation.” Pol. Sci. Quart., June, 1946. 
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are known, it is usually the interpretation of known facts which is at 
issue, and there are likely to be as many interpretations as there are 
interests involved. Fact-finders, or emergency board members, are 
therefore generally forced to give due weight to the bargaining power 
of the parties if they want their findings accepted. Such “fact-finding” 
differs widely from that contemplated by Mr. Truman. 

There is another very real danger in these fact-finding proposals. 
Mr. William H. Davis, former chairman of the National War Labor 
Board, has repeatedly pointed out that unions and employers refused 
to bargain because they thought that they might obtain more from the 
War Labor Board than they could by bargaining. The existence of 
elaborate fact-finding machinery would likewise influence irresponsible 
elements in both groups to refuse to settle the matters at issue in 
bargaining in the hope that more might be gained by government inter- 
vention. This would aggravate the strike problem. 

The proposals based on the procedures of the Railway Labor act 
do not offer a short-cut to the millennium in industrial relations. More- 
over, the experience under the act in wartime is replete with evidence 
that the millennium has not been attained on the railroads. It is 
questionable whether there is any substitute for real collective bargain- 
ing by responsible men desirous of reaching agreement; and it is 
certainly doubtful whether responsibility can be inculcated into 
existence by legislation. The attempt to use the Railway Labor act as 
the classic example of “model” labor relations legislation disregards 
the wartime experience and its import.” 


* Additional evidence to support the conclusions reached here have been provided by 
events occurring since the late fall of 1945, when this was written. Late in 1945, all the 
railway unions demanded substantial wage increases and rule (working conditions) changes. 
The non-operating unions, and the Conductors, Switchmen and Firemen, agreed with the 
carriers to drop their demands for rule changes and to submit their disputes to separate 
arbitration boards created pursuant to the Railway Labor act. Continuing the 1943 
split, however, the Engineers and the Trainmen refused to drop their demands for rule 
changes. Consequently, their dispute was heard by an emergency board. 

Both arbitration boards awarded the employees increases of 16 cents per hour. The 
emergency board, on the basis of these awards, recommended a like increase, and except 
for a few very minor ones, remanded the proposed rule changes back to the parties for 
further negotiation. 

The unions were unanimous in condemning the awards and the recommendation. The 
non-operating groups and the Conductors, Switchmen, and Firemen, having agreed to 
accept binding arbitration, accepted the awards in a technical sense only, for they immedi- 
ately put into motion the Railway Labor act’s machinery, and ordered strike votes, in 
order to back up their new demands. The Trainmen and the Engineers rejected the 
emergency board’s recommendation and called a nation-wide strike to commence on 
May 18, 1946. 

After the carriers and the unions had failed to resolve their disputes in new bargaining 
conferences in Chicago, President Truman called representatives of both sides to the 
White House and urged the necessity of avoiding a strike. When the impasses continued, 
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the President took over the railroads. The leaders of the Engineers and Trainmen, however, 
refused to call off the strike until thirty minutes before it was scheduled to commence. 
Then they announced a postponement for five days. The late postponement came after 
trains had been cancelled, express embargoed, and some union members had walked out, 
so that the nation’s transportation system was thrown into a state of confusion. The 
leaders of the two unions made it clear that they postponed the strike only because 
President Truman implied that they would receive additional increases of at least 214 
cents per hour. 

The President’s offer, which all the unions but the ‘Trainmen and the Engineers as 
well as the carriers, accepted, was in the form of an outright bonus of 2%4 cents over 
the arbitration awards to the eighteen unions which had arbitrated their cases, but was 
made contingent to the Trainmen and the Engineers on their waiving the seven minor rule 
changes which the emergency board had recommended. When these two unions refused 
the compromise, a nation-wide railway strike began on May 23, 1946, and lasted two 
days. It ended on the President’s terms as he appeared before Congress to request passage 
of a drastic strike-control law. 

Meanwhile, the carriers have applied to the Interstate Commerce Commission for per- 
mission to increase freight rates an average of 25 per cent, and the annual reports of 
railway presidents and the journals of railway unions are calling for additional restrictions 
on other forms of transportation in order to “equalize” their competition with the 
railroads. And to cap the climax, the United States Senate, during the two-day railway 
strike,‘ passed a bill to curb strikes which embodies the mediation and fact-finding 
provisions of the Railway Labor act! 


MARX AND ECONOMIC CALCULATION 
By M. M. Boser* 


The integrating principle of economics lies in maximizing satisfac- 
tions by the use of available scarce resources, in man-hours and the 
bounties of nature, as well as in savings resulting in capital. The 
allocation of these resources among the various spheres of enterprise, 
the combination of varieties of one resource with varieties of another 
resource, the substitution of one resource for another, and the division 
of income between consumption and saving, are central in achieving 
maximum satisfaction with the resources at hand. 

Under capitalism the guide to the distribution of resources among 
the channels of economic activity is price, the price of consumer goods 
and the price of the resources, labor, land and capital, in a setting 
of free enterprise and competition. We balance utilities against costs. 
To use a few simple examples, in competitive equilibrium the fact 
that price equals minimum average cost implies that the least expendi- 
ture of resources is incurred to obtain a utility; the assertion that 
the inefficient producer drops out of competition means that the 
producer who uses up more resources than other producers in order 
to get the same result is eliminated; and when a high cost and high 
price are associated with small purchases of a given commodity, the 
idea is that, because a given utility necessitates a large use of re- 
sources, it is enjoyed sparingly. 

It is doubtful whether Adam Smith, Ricardo and their early fol- 
lowers, from whom Marx learned much of his economics, put this 
principle at the heart of economic analysis. To Smith the central prob- 
lem of political economy was efficient production, to Ricardo the 
exploration of the principles of the distribution of income. The place 
of utility was not prominent in their minds. Smith goes no farther 
than to mention that all production is evidently for purposes of con- 
sumption;* Ricardo goes no farther than to state that if goods are to 
be produced at all they must be useful. To Marx economics is pre- 
éminently a study of class exploitation in a given society in its evolution 
to the next, higher, social order, and the object of the economics of 
capitalism specifically is the investigation of the principles governing 
the exploitation of the proletariat, the fatal maladies of the system, 
and its dialectic disintegration into socialism and communism. More 


* The author is professor of economics at Lawrence College. 
*Wealth of Nations (Everyman ed.), Vol. TI, p. 155. 
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than any of his predecessors and even contemporaries, however, he 
was conscious of the problem, in any type of economy, of the dis- 
tribution of labor and means of production among the various depart- 
ments of enterprise to satisfy the wants of the community. 

Marx teaches that for Robinson Crusoe and in a capitalist economy 
alike the controlling principle in the allocation of resources rests on 
labor-value; and that, under capitalism, the instrumentality which 
gives effect to this principle is competition. “Chance and caprice,” he 
says, “have full play in distributing the producers and their means 
of production among the various branches of industry. The different 
spheres of production, it is true, constantly tend to equilibrium: for, 
on the one hand, while each producer of a commodity is bound to 
produce a use-value, to satisfy a particular social want, and while 
the extent of these wants differs quantitatively, still there exists an 
inner relation which settles their proportions into a regular system; 

. and, on the other hand, the law of the value of commodities 
ultimately determines how much of its disposable working-time society 
can expend on each particular class of commodities.” This equilibrium, 
he continues, is constantly upset, but there is “an a postertori, nature 
imposed necessity controlling the lawless caprice of the producers” 
by the enduring work of value and competition.’ 

However, the law of labor-value presiding over the pages of Capital, 
Volume I, asserts itself merely as a norm. In the developed stage of 
capitalism the “price of production” of Volume IJI dominates the 
market. The business man seeks a profit on his investment, and 
capitals of equal magnitudes, whatever their organic composition (7.e., 
the ratio of capital to wages, in terms of labor-time) will have to 
bring equal profits. Otherwise the capital that yields a smaller rate 
of profit because the labor employed, the source of: surplus-value, 
bears a smaller ratio to the capital invested than is the case in another 
branch of industry will migrate to this other branch, until the rate of 
profit is equalized in all productive spheres. The migration of capital 
from sphere to sphere transforms value into price of production." 
Accordingly we find Marx alluding at times to prices of production 
as controlling the apportioning of resources, although he hastens to 
add that labor-value is the matrix of prices.* To him, “The exchange, 
or sale, of commodities at their value is the rational way, the natural 
law of their equilibrium.’”® | 


* Capital, Vol. I (Chicago, Kerr, 1909), pp. 390-91, 88; Vol. III, pp. 213, 226-27, 1026. 
3 Ibid., Vol. III, pp. 186, 206, 212, 230. 

* Ibid., Vol. III, p. 745. 

€ Ibid., Vol. III, p. 221. 
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It is worth emphasizing that he had a poor opinion of the way in 
which price and competition operate in a capitalist society. Although 
performing, after a fashion, a coördinating function, price and com- 
petition are synonymous with anarchy and planlessness, underscoring 
the antithesis between the order inside the plant and the chaos out- 
side, in the market at large. The quest for profits is to him antagonistic 
to production for the “satisfaction of social needs.” The desire for 
gain is a perverting influence, and there is “no necessary but only 
` an accidental connection between the volume of society’s demand 
for a certain article and the volume represented’ by the production of 
this article.”* A scheme of production based on the personal calcula- 
tions and independent decisions of self-seeking individuals for un- 
ascertained markets not only breeds maladjustments but has to rely 
on “blind laws” to impress some order upon “the lawless caprice of 
the producer,” generally through the pressure of competitive self- 
interest and periodically through crises. Competition stands for an- 
archy; it is bellum omnium contra omnes.’ Genuine organization in 
production postulates deliberate collective planning. “The point of 
bourgeois society,” writes Marx, “consists precisely in this, that 
a priori there is no conscious social regulation of production.’”* 

In view of his low esteem of calculation under capitalism, his un- 
concern over monopoly and protection as injurious departures from 
the optimum distribution of resources is not to be wondered at. To 
him monopoly profit is merely a redistribution of the loot, surplus- 
value; what one monopolist seizes another exploiter of labor fails 
to pocket. Inasmuch as wages are determined by the irreducible 
customary standard of living of the working population—and this is 
essentially Smith’s, Ricardo’s and Mill’s theory—if laborers have 
to purchase monopolized articles their money wages are correspondingly 
advanced. Only if the wage is above the customary minimum will 
it fail to rise and the laborers will be hurt by monopoly.® In Marx’s 
Writings there is no counterpart of Smith’s attacks on monopoly. 
Similarly with free trade. It is desired by manufacturers for the 
reason that imports cheapen food, so that wages can be lowered and 
profits raised. Marx favors free trade only because it spreads capitalism 


Ibid., Vol. III, pp. 220, 303, 724n. 


" Ibid., Vol. III, pp. 301, 1026; Vol. II, p. 196; Vol. I, p. 391. That he is familiar with 
the functioning of price, supply and demand, and competition is clear to any one who 
reads him. See, e.g., Capital, Vol. III, chaps. IX, X, XLI, and Vol. II, pp. 392-93. 


8 Letters to Dr. Kugelmann (New York, 1934), p. 74. Cf. Engels, Dialectics of Nature 
(New York, 1940), p. 19. 


° Capital, Vol. III, p. 1003. 
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abroad, intensifies it at home, and, deepening its antagonisms, hastens 
the revolution.’ 

His reluctance to see in the work of entrepreneurs an organizing 
aspect of production is emphasized by his treatment of profits. To 
his mind, profits in the strict sense, that is, the share left after the 
deduction of interest and rent from surplus-value, stands for robbery, 
like the rest of surplus-value. There is no specific function in a 
capitalist economy for which profits can be claimed as a reward. 

He is familiar with the function of management inside the factory. 
The labor process demands the use of hands and head. The two were 
applied by the same person in the days of the independent craftsman; 
but capitalist production makes a separation. The workers are treated 
as automatons, while “the knowledge, the judgment, the will” are 
concentrated in the capitalist. Whenever production is “social” in 
character, entailing the codperation of many workers, a “directing 
authority,” a “commanding will” is needed to articulate the multitude 
of tasks in a comprehensive scheme of division of labor. Marx likens 
this function to that of the general of the army or the leader of an 
orchestra.” Too, the employer attends to the purchase of the proper 
quantity and quality of materials and labor; and he takes care that 
the work is performed efficiently.*” 

But, Marx contends, fhese functions can be delegated to a hired 
manager for modest “wages of superintendence,” as is the practice 
in workers’ codperatives and joint-stock companies. If the capitalist 
claims the rôle as the guiding genius of production he is doing so 
because he is the owner of capital and, moreover, under false pretenses, 
inasmuch as the tasks which he affects to perform are discharged by 
his managers. “It is not because he is a leader of industry that a 
man is a capitalist; on the contrary, he is a leader of industry because 
he is a capitalist. The leadership of industry is an attribute of capital, 
just as in feudal times the functions of general and judge were attributes 
of landed property.” Wages of superintendence and profits proper are 
distinct categories.**® 

Aside from the ordinary work of factory management he sees no 
place for the entrepreneur. He mentions that the costs of running 
a concern based on a new invention are high and that “the first leaders 
in a new enterprise are generally bankrupt,” and only those who 


Speech on Free Trade, reprinted as an appendix to Poverty of Philosophy (Chicago, 
1910). 


x Capital, Vol. I, pp. 557, 396-97, 363; Vol. III, p. 451. 
2 Thid., Vol. I, pp. 205, 219. 
* Ibid., Vol. I, pp. 213-15, 364-65; Vol. TIT, pp. 449-58. 
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buy them out at bargain prices reap profits. “It is, therefore, generally 
the most worthless and miserable sort of money-capitalists who draw 
the greatest benefits out of the universal [7.e., scientific] labor of the 
human mind.”™* But we do not find him voicing the idea that judg- 
ment and risk are involved in the introduction of innovations, and 
that inventions, though they may represent interesting scientific 
achievements, may not be economical in view of market situations. 
On the contrary, inventions are, in his view, merely the gratuitous 
fruit of “social labor.” Discussing the general improvements which 
reduce the cost of the constant capital of a given employer, he ob- 
serves: “Such a development of the productive power is traceable 
in the last instance to the social nature of the labor engaged in produc- 
tion; .. . to the development of intellectual labor, especially of the 
natural sciences. The capitalist thus appropriates the advantages of the 
entire system of the division of social labor.” 

There is likewise no discussion of the business man’s uninsurable 
risks in introducing new commodities, in formulating long-range plans 
for his place in industry, in contending with shifts in demand and 
costs, and in facing other varieties of uncertainty in a dynamic world, 
while his commitments to the hired, borrowed and leased resources 
are fixed beforehand. The Communist Manifesto pays tribute to the 
enormous achievements of capitalism prior to its maturity, but there 
is no intimation in his writings that the entrepreneur deserves credit 
for such achievements, and that risk-taking is a codrdinating and dy- 
namic function. : 

Of a superior character is, to Marx’s mind, economic calculation 
in a communist society. Under capitalism, he teaches, the commodity 
and production dominate society; under communism production is 
brought under “common control as a Jaw understood by the social 
mind,” and “socialized man, the associated producers regulate their 
interchange with nature rationally, bring it under their common 
control, instead of being ruled by it as by some blind power.”** 

The objectives which the “social mind” will aim to achieve are 
two: one, the allocation of labor-time to various industries in accord- 
ance with social demand; and, two, the distribution of the total income 
among the producers in accordance with the labor-time expended 
by them. In both cases value serves as the underlying principle. Says 
Marx: “Only when production will be under the conscious and pre- 
arranged control of society, will society establish a direct relation 


“ Ibid., Vol. HI, p. 124. 
* Ibid., Vol. IL, pp. 98, 753-54; Vol. I, p. 422. 
* Ibid., Vol. HI, pp. 301, 307, 954. 
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between the quantity of social labor-time employed in the production 
of definite articles and the quantity of the demand of society for 
them.’*” “In the case of socialized production” producers receive 
paper-checks entitling them to “a share corresponding to their labor- 
time.” 

The independent handicraftsman or peasant, Marx observes, needs 
no bookkeeping in the management of his affairs, but it is essential 
in capitalist production “for the control and ideal survey (Zusam- 
menfassung) of the process”; bookkeeping is “still more necessary 
in coöperative (gemeinschaftlicher) than in capitalist production.” 
The bookkeeping, he indicates, will run in terms of labor-time, and 
value, in labor-time, will endure as the governing principle in the 
allocation of labor among the various employments.” 

In the absence of the capitalist and his claim to a return on the 
investment, value as a guide to the allocation of resources does not 
suffer in a communist society what Marx would call a distortion 
into “price of production.” It is to be noted, however, that in this 
regard value is even less satisfactory than Marx’s “price of produc- 
tion.” Among its inadequacies note may be taken of the following. 
Two articles may embody equal amounts of labor, but one of them 
may have required the use of more natural resources, which although 
not the product of labor, are not free goods and must be economized. 
While of equal value in terms of labor costs these two commodities 
must be priced differently to prevent the waste of natural resources. 
Equally, while capital accumulation is going on, ż.e., before saving 
and investment become undesirable in a society, and while inventions 
take place, the marginal productivity of capital is greater than the 
marginal productivity of labor. Accordingly commodities with equal 
costs in labor-time may yet differ in the amounts of instruments used 
in their production, and must be valued differently.” 

Marx is not familiar with the marginal analysis although the works 
of Jevons, Walras and Menger appeared ten years before his death; 
and without marginal analysis a theory of calculation necessarily 
suffers unless criteria unknown to traditional economics are con- 
templated for the new society. He is even unmindful of the intensive 
cultivation of better than marginal land. In a communist society, he 


“ Ibid., Vol. IIT, p. 221; Theorien über den Mehrwert (Stuttgart, 1905), Vol. II, No. 
2, p. 311. 


*® Capital, Vol. II, p. 412; cf., Vol. I, p. 90. 
* Ibid., Vol. II, p. 153. 
» Ibid., Vol. III, p. 992. 
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States, instead of allowing the value of wheat to equal the labor cost 
of the poorest land under cultivation, the value will be the average 
labor cost of the wheat, per quarter, raised on the land of all the 
different grades.” He does not perceive that it would be more eco- 
nomical to use the better grades of land intensively until the marginal 
product is the same on all grades. In Marx’s solution, a dollar’s worth 
of labor applied to land of lower than average quality will produce less 
than a dollar’s worth of wheat; and labor will be partly wasted in 
farming while it could be used where it will yield a dollar’s worth of 
product. 

Some writers are in the habit of citing passages from Marx in which 
he designates value as the criterion of calculation in the future society 
and to conclude that this is his definitive position. But we cannot be 
sure. Doubt is imported from at least two sources: first, passages that 
either repudiate this proposition or throw cold water on it, and, second, 
certain general considerations. 

First, as to passages. In Die Deutsche Ideologie Marx and Engels 
write in 1845 that supply and demand exert a dominant influence under 
capitalism, but under communism “the power of supply and demand 
dissolves into nothing.”** In Anti-Diihring, embodying mainly Marx’s 
ideas, and the manuscript of which was read to Marx before publica- 
tion,** Engels specifies that in a communist order “society will also 
not assign values to products.” Then comes the curious statement: 
“The useful effects (Nuizeffekte) of the various articles of consump- 
tion, compared with each other and with the quantity of labor required 
for their production, will in the last analysis determine the plan. 
People will be able to manage everything very simply, without the 
intervention of the famous ‘value.’ ”’?® 

It is likely that, engaged as he is on these pages in hair-splitting 
differentiations between labor-time embodied in goods, on the one 
hand, and value as a concept infected with price and exchange con- 
notations, on the other hand, he uses, in the above citation, value in 
this latter sense, denying the existence of the evil connotations under 
communism. The paragraph following this citation, however, is far 
from giving aid and comfort to this suggestion. There Engels reverts 
to value as labor-time, charges that this concept stands for all the 
ugly aspects of capitalism, and at the end of the paragraph pronounces 


= Capital, Vol. III, p. 773. 


# Marx-Engels, Historisch-kritische Gesamtausgabe (Berlin, 1927-1932), Part I, Vol. 5, 
p. 25, 


“See Engels’s statement in Anti-Diihring (New York, 1939), Preface, p. 13. 
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that it would be absurd “to set up a society in which at last the 
producers control their products by the logical application of an 
economic category [value] which is the most comprehensive expression 
of the subjection of the producers by their own product.” In a letter 
to Kugelmann Marx writes that the allocation of labor in definite pro- 
portions “corresponding to the different needs” is a necessity in any 
system of production, only it changes its form with each particular 
system; and that under capitalism the form in which the distribution 
of labor operates is the exchange value of goods. The implication is 
clear that in the future society the principle of the allocation of labor 
will assume a different form from exchange value.” Finally, we cannot 
ignore Marx’s disapproval, in his appraisal of A. Wagner’s Allgemeine 
oder theoretische Volkswirtschaftslehre, of “the presupposition that 
the theory of value, developed for the explanation of bourgeois society, 
has validity for the ‘socialist state of Marx.’ ”” 

Second, there are general considerations casting doubt on Marx’s 
adherence to labor-value as the principle of calculation in a communist 
society, and outstanding among them are his views on division of 
labor, and the distribution of income under communism. We are 
familiar with his attacks on division of labor under capitalism as 
stultifying human capacities and degrading human dignity.” There 
will be none of it in the new order. In their early days Marx and Engels 
write that in a communist system the individual will hunt in the morn- 
ing, fish in the afternoon, rear cattle in the evening, and criticize after 
dinner, without specializing in any one of these occupations.” Toward 
the end of his years Marx allows Engels, in Anti-Dihring, to insist on 
the same idea. “The old form of division of labor,” says Engels, 
“must be done away with, above all.” During the working hours each 
person will be given the opportunity to develop his physical and 
mental faculties in all directions. A race of men will be raised who 
will receive comprehensive training in the scientific basis of pro- 
duction and will be given practical experience in many branches of 
production from the first step to the last. To institute division of labor 
in accordance with the natural aptitudes of the worker, and to have 
“porters” and “architects,” is to perpetuate the capitalistic crippling 
of humanity. After half an hour of architecture the architect will 
devote his talents to barrow-pushing. “It is a fine sort of socialism 


7 Letters to Dr. Kugelmann, letter of July 11, 1868, pp. 73-74. 


8 Quoted by Raya Dunayevskaya, “A New Revision of Marxian Economics,” Am, 
Econ. Rev., Vol. XXXIV, No. 3 (Sept., 1944), p. 535. 
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which perpetuates the professional porter!”** Marx talks in the same 
vein on “variation of work,” but in measured language.*” 

The implications of this antagonism to division of labor for the 
conception of the optimum employment of resources need no elabora- 
tion. The loss of the advantages of division of labor; the expenditure 
of resources to train each individual in several trades; the huge 
amount of bookkeeping required for the functioning of such a scheme; 
and the incompatibility of the one criterion, production and utility, 
with the other criterion, the development of the physical and intel- 
lectual capacities of the worker—these are some of the considerations 
that come to mind. The fact that Marx is unimpressed by such con- 
siderations argues that labor-value is not what he has in mind as 
the guide to the productive organization under communism. 

Of the same order is his principle of the distribution of income. In 
his critique of the Gotha program he makes a distinction between two 
stages of communism. In the early stage, commonly designated as 
socialism and still marked by the imperfections of capitalism, a 
worker is rewarded in proportion to his contribution. He receives 
a voucher to draw on the social storehouse a quantum commensurate, 
in terms of hours, with the labor he had rendered. But this conception 
of right does not appeal to Marx. It is indeed superior to the bourgeois 
idea of right inasmuch as it excludes surplus-value and exploitation; 
but it is still burdened with capitalistic postulates. People are unequal 
physically and mentally. Some can work longer and more intensively; 
and receive greater remuneration although their wants may be smaller; 
while others, married or with larger families, have needs exceeding 
the compensation which they draw for their work. This standard of 
“equal rights” becomes a standard of “unequal rights for unequal 
work,” Marx declares.” 

Accordingly, “In a higher phase of communist society, after the 
tyrannical subordination of individuals in the division of labor and 
thereby also the distinction between manual and intellectual work, 
have disappeared, . . . after the productive forces have also increased 
and all the springs of social wealth are flowing more freely, along 
with the all-round development of the individual, then and then only 
can the narrow bourgeois horizon of rights be left far behind and 


a Anti-Diihring, pp. 320-24, 221-22. 
= Capital, Vol. I, pp. 533-34, 


3 Critique of the Gotha Programme, pp. 29-30. Already in Die Deutsche Ideologie Marx 
and Engels declare that it is one of the principles of communism to insist that differences 
in brains do not constitute differences of stomach and physical needs, and that a difference 
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Op. cit., p. 526. Italics not mine, 


1946] BOBER: MARX AND ECONOMIC CALCULATION 353 


society will inscribe on its banner: “‘From.each according to his 
capacity, to each according to his need.’’** This principle of dis- 
tribution would present no difficulties only if all conceivable goods 
were produced in such abundance as to stand ready to satisfy every 
“need” fancied by any one; or if “needs” refer to a minimum of 
basic requirements supplied in enormous volume. Marx’s allusion 
to “increased” productive forces and wealth flowing “more freely” 
hardly suggests such a profusion of goods. 

That he is apt to associate needs for individual development with 
production short of superabundant is seen in a paragraph in Capital, 
Volume III. He assumes a communal society barely emerging from 
capitalism, in which wages come out of the producer’s product and 
consumption is freed from capitalist “limitations” in that it is “ex- 
tended” to the volume “permitted, on the one hand, by existing 
productivity of society . . . and, on the other hand, required by the full 
development of his individuality.’** The “full development” of the 
individual is a big order: it postulates production of munificent di- 
mensions, and yet the context suggests no such happy state. 

In general, such a theory of wages or distribution, so long as goods 
are not free, takes us far away from the idea of codrdinating economic 
activity as commonly discussed in economics. If wages are not brought 
in accord (in the Marxian scheme) with value and are allowed to 
fluctuate for a given worker with marriage and divorce, with births 
and deaths in his family, and with the imponderable needs of his 
personal development, the manager of a communist plant—when he 
is not fishing or criticizing—is hardly left with a meaningful guide 
for the substitution of one factor for another in seeking the best 
combination of resources, or for the optimum scale of production. 
Cost of production, as a measure of disutility or as a determinant of 
price, loses meaning; so does the equilibrium of supply and demand. 

Where are we? If Marx had indicated in all the passages dealing 
with the allocation of resources which stage of the future society he 
had in mind, the socialist or the communist stage, the path to a con- 
clusion would be easier. Instead, with the lone exception of his ob- 
servations on the Gotha program, he refers in such passages to a 
communal society generally, without specifying the stage of its de- 
velopment; and we confront a maze of contradictory pronouncements. 

We must rely therefore on general considerations to guide us. We 
know that he harbors an acute dislike of vestiges of capitalism in 


H Critique of the Gotha Programme, p. 31. The translation has been slightly revised: 
see the translation in the Appendix of this same work, p. 109. 
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the new order, especially where principles of human relations are 
concerned; that despite his competent knowledge of the equilibrating 
effects of price he is not well disposed to the functioning of supply 
and demand and the decisions of the market, stressing instead the 
superiority of social planning; and that he is a firm advocate of 
the relativity of distribution, and what we should call justice, to the 
prevailing base of productive organization. On this basis one may 
venture the following interpretation of Marx’s position. For a period 
of time after the fall of capitalism, value will endure as a criterion of 
the distribution of resources, but as soon as possible, even before the 
arrival of the higher stage of communism, other criteria, not defined 
by him, should be elaborated. As for present Soviet Russia, it may 
be remarked parenthetically that, in view of the fact that her revo- 
lution came long before capitalism and its productive forces ran their 
full course, Marx would probably hold that the reign of value and 
correlative principles may prevail longer than in a society which 
abandoned capitalism after its maturest development. 

Integral to the problem of the ideal allocation of resources is the 
question of interest. Nowhere in Marx’s writings is there mention that 
interest can be a guide in the use of resources for making consumption 
goods or capital goods, or in balancing present and future enjoyments. 
With reference to timber growing in a communist society, he says 
that the question is “simply how much land the community can spare 
. . . for forestry.’”** Under capitalism, he observes, the upsurge of 
economic activity associated with railway building may be accompanied 
by a crash when activity subsides with the completion of the project. This 
disturbance cannot occur in a communistic régime, where it is “simply” 
a matter of calculating how much labor, means of production, and 
subsistence society “can utilize without injury” for undertakings 
demanding a long period of construction.” In a communist economy 
annual deductions will be made from the total product for the expansion 
of industry, but the guide to the magnitudes of resources assigned 
for this additional capital is vaguely referred to as “social need.” 
In one place he mentions that the deduction for this purpose as well 
as for replacement and insurance against natural mishaps “can be 
determined by existing means and forces and partly through the 
calculation of probabilities.”** What he means by “existing means 
and forces” is obscure. That he does not imply interest is evident 
from the fact that he denies its very existence in a communist economy. 


Ibid., Vol. II, p. 278. 
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Marx sees no valid reason for interest as a category in distribution 
under capitalism or communism. Senior is ridiculed for perceiving 
abstinence in capital; and Adam Miiller is dismissed sarcastically 
for suggesting that interest is payment for time.*® To term interest 
the price of capital is to use “an irrational expression,” because capital, 
even in the form of goods, represents a “sum of values” measured by 
price; and the phrase “price of capital” accordingly refers to price 
apart from the price embodied in the capital—“an absurd contradic- 
tion.”*° Far from functioning as a unique factor of production, as 
in orthodox economics, capital is to Marx the broad symbol of a 
comprehensive social phenomenon in a definite historical period. 
It symbolizes “command over the labor of others”; it is a certificate 
sanctioning the levy of tribute. Capital does not represent savings, it 
stands for robbery. If the workers were in possession of all the means 
of production, the concept of capital would disappear together with 
the phenomenon of interest, profit and rent.” 

Interest owes its existence to the fact that there are borrowers and 
lenders of funds; that is, under capitalism, the industrial capitalists 
and the money capitalists are not the same individuals. The use of 
money helps to generalize the rate of interest; but even in the absence 
of money interest would endure. Only, “If there were no money at 
all, there would certainly be no general rate of interest.”** He em- 
phasizes, too, that “If all capital were in the hands of the individual 


” Capital, Vol. I, p. 654; Vol. TH, p. 420. 


* Ibid., Vol. III, p. 417. However, he himself uses the expression; see ibid., pp. 430-31, 
433. 
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“ Ibid., pp. 495, 605. 


356 THE AMERICAN ECONOMIC REVIEW [JUNE 


capitalists, there would be no interest and no rate of interest,” inasmuch 
as borrowing would cease.** Surplus-value arises from the private 
ownership of the means of production, interest from the ownership 
of loanable funds. The employer exacts a tribute for the use of the 
former, the money lender for the use of the latter. In both instances 
the claim is based on ownership, but Marx sees a difference in the 
implications.“ Were interest to vanish, surplus-value would not di- 
minish and profits (in the strict sense) would rise correspondingly. 
Preéminently a property attribute, interest will be extinct under com- 
munism alike as an entity and as a habit of thought. 

It is not surprising, therefore, to learn that in Marx’s organon there 
is no determinant of the rate of interest and no “natural” rate of 
interest. Interest occupies a position at variance with that of price, 
wages, profits or rent. These latter are governed by laws which set long- 
run limits to their magnitudes. The fluctuations of the supply of and 
the demand for commodities regulate the deviations of their price 
from the norm. When supply and demand are in equilibrium, “they 
cease to explain anything,” Marx asserts; and it is then that the under- 
lying determinant of value comes to expression—the immanent criterion 
of socially necessary labor or “the price of production” of the revised 
version. The same with wages. The oscillations of the market price 
of labor-power play around the gravitational focus, the value of labor- 
power as embodied in the goods constituting the customary standard 
of living. Further, in the apportionment of wages and profits (in the 
full sense of surplus-value) there is the inherent principle, according 
to Marx, of arriving at unpaid labor by deducting from the value of, 
say, the day’s product the value of labor-power for the day. Similarly 
the dimensions of rent are validated by distinctive considerations gov- 
erning its nature.“ 

Not so with interest. When the supply of loanable money,** offered 
by banks, temporarily unemployed funds of business men, or private 
savings, is in balance with the demand for short-term means of pay- 
ment or purchase,*’ or for long-run investments, there is no determinant 
of the rate of interest innate in the necessities of the process of pro- 
duction. At times it can be high enough to absorb all profit, and it 
may fall “to any depth.” It “becomes a matter of arbitrary and lawless 
estimation”; “its determination is a matter of accident, purely em- 
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pirical.” In what proportions the lending and investing capitalists 
divide the surplus-value (aside from rent) is governed by the arbitrary 
opinion of borrower and lender, but principally “directly and indirectly 
... by the proportion between supply and demand,” with the sanction 
of “custom and legal tradition” as a self-asserting background, and 
with the average rate of pure profit as a prominent influence.** 


* Ibid., pp. 419-23, 426-32, 601. 


THE ECONOMICS OF MINIMUM WAGE LEGISLATION 


By GEORGE J. STIGLER* 


The minimum wage provisions of the Fair Labor Standards act of 1938 
have been repealed by inflation..Many voices are now taking up the cry for a 
higher minimum, say, of 60 to 75 cents per hour. 

Economists have not been very outspoken on this type of legislation. It is 
my fundamental thesis that they can and should be outspoken, and singularly 
agreed. The popular objective of minimum wage legislation—the elimination 
of extreme poverty—is not seriously debatable. The important questions are 
rather (1) Does such legislation diminish poverty? (2) Are there efficient 
alternatives? The answers are, if I am not mistaken, unusually definite for 
questions of economic policy, If this is so, these answers should be given. 

Some readers will probably know my answers already (“no” and “yes,” 
respectively); it is distressing how often one can guess the answer given to 
an economic question merely by knowing who asks it. But my personal 
answers are unimportant; the arguments on which they rest, which are 
important, will be presented under four heads: 

1, Effects of a legal minimum wage on the allocation of resources. 

2. Effects on aggregate employment. 

3. Effects on family income. 

4, Alternative policies to combat poverty. 


1, The Allocation of Resources 


The effects of minimum wages may in principle differ between industries 
in which employers do and do not have control over the wage rates they 
pay for labor of given skill and application. The two possibilities will be 
discussed in turn. 


Competitive Wage Determination 


Each worker receives the value of his marginal product under competition. 
If a minimum wage is effective, it must therefore have one of two effects: 
first, workers whose services are worth less than the minimum wage are 
discharged (and thus forced into unregulated fields of employment, or into 
unemployment or retirement from the labor force); or, second, the pro- 
ductivity of low-efficiency workers is increased. 

The former result, discharge of less efficient workers, will be larger the 
more the value of their services falls short of the legal minimum, the more 
elastic the demand for the product, and the greater the possibility of substi- 
tuting other productive services (including: efficient labor) for the inefficient 
workers’ services, The discharged workers will, at best, move to unregulated 
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jobs where they will secure lower returns. Unless inefficient workers’ pro- 
ductivity rises, therefore, the minimum wage reduces aggregate output, per- 
haps raises the earnings of those previously a trifle below the minimum, and 
reduces the earnings of those substantially below the minimum. These are 
undoubtedly the main allocational effects of a minimum wage in a com- 
petitive industry. 

The second and offsetting result, the increase of labor productivity, might 
come about in one of two ways: the laborers may work harder; or the 
entrepreneurs may use different production techniques. The threat of unem- 
ployment may force the inefficient laborers to work harder (the inducement 
of higher earnings had previously been available, and failed), but this is not 
very probable. These workers were already driven by the sharp spurs of 
poverty, and for many the intensity of effort must be increased beyond hope 
(up to 50 or more per cent) to avoid discharge. 

The introduction of new techniques by the entrepreneurs is the more com- 
mon source of increased labor productivity. Here again there are two 
possibilities. 

First, techniques which were previously unprofitable are now rendered 
profitable by the increased cost of labor. Costs of production rise because of 
the minimum wage, but they rise by less than they would if other resources 
could not be substituted for the labor. Employment will fall for two reasons: 
output falls; and a given output is secured with less labor. Commonly the 
new techniques require different (and hence superior) labor, so many in- 
efficient workers are discharged. This process is only a spelling-out of the 
main competitive effect. 

Second, entrepreneurs may be shocked out of lethargy to adopt techniques 
which were previously profitable or to discover new techniques. This “shock” 
theory is at present lacking in empirical evidence but not in popularity. 

There are several reasons for believing that the “shock” theory is particu- 
larly inappropriate to the industries paying low wages. All of the large 
manufacturing industry categories which in 1939 paid relatively low wages 
(measured by the payroll of wage-earners divided by their average number) 
are listed in Table I. A study of this table suggests two generalizations: 
(1) the low-wage industries are competitive, and (2) the ratio of wages to 
total-processing-cost-plus-profit is higher than in high-wage industries. The 
competitive nature of these industries argues that the entrepreneurs are not 
easy-going traditionalists: vigorous competition in national markets does not 
attract or tolerate such men, The relatively high labor costs reveal that 
inducements to wage-economy are already strong. These considerations both 
work strongly against the shock theory in low-wage manufacturing industries 
in 1939. Since these industries were on the whole much less affected by the 


* The current extensive and confident uses made of labor productivity indexes seem to me 
inappropiate to their ambiguity and inaccuracy. For those who are less skeptical, I may 
add that for the period 1929 to 1937, output per worker can be approximated for 9 of the 
industries in Table I (using data from S. Fabricant’s Employment in Manufacturing, 1899- 
1939 [New York, Nat. Bur. of Econ. Research, 1942]). In 6 of the 9 industries the increase 
in labor productivity equalled or exceeded that of all manufacturing. 
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war than other manufacturing industries, they will probably be present in 
the post-war list of low-wage industries. The low-wage industries in trade 
and services display the same characteristics and support the same adverse 
conclusion with respect to the shock theory.’ 


TABLE I.--EMPLOYMENT, AVERAGE ANNUAL EARNINGS OF FULL-TIME WAGE- 
EARNERS, AND PERCENTAGE WAGES Form OF VALUE-ADDED, 
IN Low-WaGE MANUFACTURING INDUSTRIES, 1939 


A Wages as 
Industry Employment race Percent of 
Earnings | value Added 

Men’s and boys’ furnishings 166,945 $632 52.2 
Canned and preserved foods 134,471 660 28.0 
Cigars 50,897 673 42.0 
Cotton manufactures 409,317 715 Siei 
Fertilizer i 18,744 730 24.0 
Wood containers 45 ,070 735 47.2 
Women’s accessories 58,952 740 41.3 
Misc. fabricated textiles 49 242 746 36.2 
Misc. apparel 38 ,288 769 45.5 
Rayon and silk manufactures 119,821 779 54.4 
Animal and vegetable oils 21,678 781 25.1 
Costume jewelry, etc. 25,256 782 43.5 
sawmills, etc. 265,185 810 52.0 
Leather products 280,411 847 50.9 
All Manufacturing 1,153 36.8 


Source: Census of Manufactures, 1939. 


Employer Wage Determination 


If an employer has a significant degree of control over the wage rate he 
pays for a given quality of labor, a skillfully-set minimum wage may increase 
his employment and wage rate and, because the wage is brought closer to the 
value of the marginal product, at the same time increase aggregate output. 
The effect may be elucidated with the hypothetical data in Table II. If the 
entrepreneur is left alone, he will set a wage of $20 and employ 50 men; 
a minimum wage of $24 will increase employment to 70 men. 

This arithmetic is quite valid, but it is not very relevant to the question 
of a national minimum wage. The minimum wage which achieves these 
desirable ends has several requisites: 


1. It must be chosen correctly: too high a wage (over $28 in our example) 
will decrease employment. The accounting records describe, very im- 
perfectly, existing employment and wages; the optimum minimum wage 
can be set only if the demand and supply schedules are known over a 
considerable range. At present there is no tolerably accurate method 


*We should perhaps also notice that, even if the shock theory were of general appli- 
cability, the maintenance or increase of employment would require also (1) that demand 
be elastic, and (2) low-efficiency workers continue to be used with the improved techniques. 
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of deriving these schedules, and one is entitled to doubt that a legislative 
mandate is all that is necessary to bring forth such a method. 

2. The optimum wage varies with occupation (and, within an occupation, 
with the quality of worker). 

3. The optimum wage varies among firms (and plants). 

4. The optimum wage varies, often rapidly, through time. 


TABLE II,—HyporHeticaL DATA ILLUSTRATING EMPLOYER 
WAGE DETERMINATION 


Number Value of the 


Wage Marginal Cost ° 
of Marginal 
Workers Rate of a Worker Product® 
10 $12 $36 
20 14 $16 34 
30 16 20 32 
40) 18 24. 30 
50 20 28 28 
60 22 32 26 


70 24 36 24: 


a Or marginal value product, if this is less. 


A uniform national minimum wage, infrequently changed, is wholly unsuited 
to these diversities of conditions.’ 

_ We may sum up: the legal minimum wage will reduce aggregate output, 
and it will decrease the earnings of workers who had previously been re- 
ceiving materially less than the minimum. 


2. Aggregate Employment 


Although no precise estimate of the effects of a minimum wage upon 
aggregate employment is possible, we may nevertheless form some notion 
of the direction of these effects. The higher the minimum wage, the greater 
will be the number of covered workers who are discharged. The current 
proposals would probably affect a twentieth to a tenth of all covered workers, 
so possibly several hundred thousand workers would be discharged. What- 
ever the number (which no one knows), the direct unemployment is sub- 
stantial and certain; and it fairly establishes the presumption that the net 
effects of the minimum wage on aggregate employment are adverse. 

This presumption is strengthened by the existing state of aggregate money 
demand. There is no prospective inadequacy of money demand in the next 
year or two—indeed, the danger is that it is excessive. If the minimum wage 
were to increase the relative share of wage-earners and, hence, the propensity 
to consume—which requires the uncertain assumption that the demand for 
inefficient labor is inelastic—-the increment of consumer demand will be 


*One can go much farther: even administratively established minima, varying with firm 
and time, would be impossibly difficult to devise and revise, and their effects on private 
investment would be extremely adverse. 
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unnecessary, and perhaps unwelcome.* (Conversely, the direct unemployment 
resulting from the wage law would diminish faster in a period of high 
employment.) i 

It is sufficient for the present argument that no large increase in employment 
will be induced by the legislation. Actually, there is a presumption that a 
minimum wage will have adverse effects upon aggregate employment, 


3. Wage Rates and Family Income 


The manipulation of individual prices is neither an efficient nor an 
equitable device for changing the distribution of personal income. This is a 
well-known dictum that has received much documentation in analyses of 
our agricultural programs. The relevance of the dictum to minimum wage 
legislation is easily demonstrated. 

One cannot expect a close relationship between the level of hourly wage 
rates and the amount of family income. Yet family income and needs are 
the fundamental factors in the problem of poverty. The major sources of 
discrepancy may be catalogued. 

First, the hourly rates are effective only for those who receive them, and 
it was shown in Section 1 that the least productive workers are forced into 
uncovered occupations or into unemployment. 

Second, hourly earnings and annual earnings are not closely related, The 
seasonality of the industry, the extent of overtime, the amount of absenteeism, 
and the shift of workers among industries, are obvious examples of factors 
which reduce the correlation between hourly earnings and annual earnings. 

_ Third, family earnings are the sum of earnings of all workers in the 
family, and the dispersion of number of workers is considerable. The 


TABLE IT].—PrrcentacE DISTRIBUTION OF WAGE-EARNER FAMILIES BY 
NUMBER OF EARNERS: MINNESOTA, 1939 


Family One Two - Three k o R 
Income Earner Earners Earners Tarnai 
$250—$500 94,5 4.6 a 2 
500- 750 92.4 7.1 3 2 
750-1000 86.7 . 10.7 1.5 i.1 
1000-1250 88.5 10.4 1.1 .1 


Source: Minnesota Incomes, 1938-39, Vol. II (St. Paul, Minnesota Resources Commission, 
1942), p. 152. 


summary in Table III for low Income wage-earner families in Minnesota in 
1939, shows that in the $250-$500 income class one-twentieth of the families 
had more than one earner and in the higher income classes the fraction rose 
to one-eighth. 


*This line of argument implies that a minimum wage is more likely to have beneficial 
effects in depression (if the demand for the relevant labor is inelastic}, but it does not 
imply that the beneficial effects are likely. 
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Fourth, although wages are, of course, the chief component of the income 
of low-wage families, they are by no means the only component. It is indicated 
in Table IV that a tenth of the wage-earner families had cash investment in- 
come, a quarter had entrepreneural income, and a quarter owned their homes. 


TABIE LV.—Cosrosirron or Income oF WAGE-EARNER FAMILIES: 
MINNESOTA, 1939 


Income Investment Income 
Wages: ee 
oo Total and Entre- | Room 
ass Salaries | preneural and Cash Total 


Income Board 


ANENE [EVIrTe hee TTT=TTT TTT VO TEvEIgUnT Teva verT NR ee te meine te A O ananena amanan naaa] 


1. Percentage of Families Receiving Income 


$250-$500 99.9 26.5 1.3 12.3 28.2 
500- 750 100.0 25.2 137 10.1 24.2 
750-1000 100.0 21.4 2.7 9.4 31.2 

1000-1250 100.0 18.4 3.0 10.4 22.8 

2. Average Amount 
250- 500 $ 387 $ 308 —$ 9 $64 
500- 750 631 560 62 82 
750-1000 865 766 53 82 
1000-1250 1124, 1032 91 96 


Source: Minnesota Incomes, 1938-39, Vol. I (St. Paul, Minnesota Resources Commission, 
1942), p. 42; Vol. IT, p. 200. 


All of these steps lead us only to family income; the leap must still be 
made to family needs, It is argued in the next section that family composition 
is the best criterion of need, and whether this be accepted or not, it is clearly 
an important criterion. The great variation in family size among wage-earner 
families is strongly emphasized by the illustrative data in Table V; an income 
adequate for one size is either too large or too small for at least half the 
families in that income class. 

The connection between hourly wages and the standard of living of the 
family is thus remote and fuzzy. Unless the minimum wage varies with the 
amount of employment, number of earners, non-wage income, family size, 
and many other factors, it will be an inept device for combatting poverty 
even for those who succeed in retaining employment. And if the minimum 
wages varies with all of these factors, it will be an insane device. 


4. The Problem of Poverty 


Minimum wage legislation commonly has two stated objectives: the reduc- 
tion of employer control of wages; and the abolition of poverty. The former 
and much lesser purpose may better be achieved by removing the condition of 
labor immobility which gives rise to employer control. Labor immobility 
would be reduced substantially by public provision of comprehensive infor- 
mation on employment conditions in various areas and industries. The im- 
mobility would be further reduced by supplying vocational training and 
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loans to cover moving costs, But employer wage control is not the important 
problem; let us turn to the elimination of poverty. 

Incomes of the poor cannot be increased without impairing incentives. 
Skillful policies will, for a given increase in the incomes of the poor, impair 
Incentives less than clumsy policies. But the more completely poverty is 
eliminated, given the level of intelligence with which this is done, the greater 
will be the impairment of incentives. This is a price we must pay, just as 
impairment of incentives is a price we have willingly paid to reduce the 
inequality of income by progressive income and estate taxes. Society must 
determine, through its legislators, what minimum income (or addition to 
income) should be guaranteed to each family. We shall assume that this 
difficult decision has been made. 


TABLE V.-—-PERCENTAGE DISTRIBUTION OF WAGE-EARNER FAMILIES BY NUMBER 
or Persons: CHICAGO AND ATLANTA, 1936 


Number of Persons in Family 
Income Class 


2 3 or 4 5 or 6 7 or more 

1. Chicago . 

$ O-$250 39.6 43.6 14.9 2.0 

250- 500 35.3 45.8 17.6 1.3 

500- 750 31.8 53.7 13.0 1.6 

750-1000 29.0 56.5 12.4 Zui 
2. Atlanta 

0- 250 30. 55. 15. 0 

250- 500 20,1 48.1 16.5 5.3 

500- 750 22.6 46.9 24.4 6.2 

750-1000 21.6 48.1 23.5 6.7 


Sources: Family Income in Chicago, 1935-36 (Bur. of Lab. Stat. bull. no. 642 [Washington, 
Supt. Docs., 194]), Vol. I, p. 117; Family Income in the Southeastern Region (Bur. of Lab. 
Stat., bull. no. 647 [Washington, Supt. Docs., 194]), Vol. I, p. 148. 


One principle is fundamental in the amelioration of poverty: those who 
are equally in need should be helped equally. If this principle is to be 
achieved, there must be an objective criterion of need; equality can never 
be achieved when many cases are judged (by many people) “on their 
merits.” We are driven almost inexorably to family size and composition 
as this criterion of need. It is obviously imperfect; the sickly require more 
medical care than the healthy. But it is vastly easier to accord special 
treatment to certain families for a few items like medical care than to 
accord special treatment to every family for the sum of all items of 
expenditure. 

It is a corollary of this position that assistance should not be based upon 
occupation. The poor farmer, the poor shopkeeper, and the poor miner are 


* One could argue that rural families should receive less help, to offset the lower prices at 
which food and housing are procured. The group is of sufficient size and perhaps sufficiently 
identifiable to justify separate treatment. But there are grounds other than political ex- 
pediency for rejecting this proposal. 
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on an equal footing. There may be administrative justification (although I 
doubt it) for treating the farmer separately from the urban dweller, but 
there is no defense in equity for helping the one and neglecting the other. 
To render the assistance by manipulating prices is in any case objectionable: 
we help the rich farmer more than the poor, and give widely differing 
amounts of help to the poor farmer from year to year. 

The principle of equity thus involves the granting of assistance to the 
poor with regard to their need (measured by family composition) but 
without regard to their occupation. There is a possible choice between grants 
in kind and in money. The latter commends itself strongly! it gives full 
play to the enormous variety of tastes and it is administratively much 
simpler. Yet it raises a problem which will be noticed shortly. 

Even if these general observations be accepted, the structure of adminis- 
tration is of grave importance, and I do not pretend to have explored this 
field. There is great attractiveness in the proposal that we extend the 
personal income tax to the lowest income brackets with negative rates in 
these brackets. Such a scheme could achieve equality of treatment with what 
appears to be a (large) minimum of administrative machinery. If the nega- 
tive rates are appropriately graduated, we may still retain some measure’ 
of incentive for a family to increase its income. We should no doubt 
encounter many perplexing difficulties in carrying out this plan, but they 
are problems which could not be avoided, even though they might be 
ignored, by a less direct attack on poverty. 

One final point: We seek to abolish poverty in good part because it 
leads to undernourishment. In this connection, dietary appraisals show that 
in any income class, no matter how low, a portion of the families secure 
adequate diets, and in any income class, as high as the studies go, a 
portion do not. The proportion of ill-fed, to be sure, declines substantially 
as income rises, but it does not disappear. We cannot possibly afford to 
abolish malnutrition, or mal-housing, or mal-education, only by increasing 
incomes. 

Either of two inferences may be drawn. The program of increasing 
income must be supplemented by a program of education—in diet, in housing, 
in education! Or the assistance to the poor should be given in kind, expertly 
chosen, The latter approach is administratively very complex, but quicker 
and in direct expenditure vastly more economical, These factors affect our 
choice, but a thought should be given also to the two societies to which 
they lead. 


WAGE DIFFERENCES IN LOCAL LABOR MARKETS 


By Lroyp G. REYNoLps* 


The perfect labor market usually assumed in discussions of wages tends - 
toward an equilibrium position in which workers of equal ability working 
equally hard at identical jobs under uniform conditions would receive equal 
wage rates. While actual labor markets are obviously far from perfect, one 
is still inclined to believe that some such tendency toward wage equalization 
is operative. 

It is always somewhat disturbing, therefore, to observe the great variety 
of rates for apparently comparable jobs which prevails in actual labor 
markets. The National War Labor Board has during the past several years 
collected the rates paid by different firms for certain “key occupations” in a 
large number of industrial areas. Inspection of these data indicates that 
the highest rate in an area is usually at least 50 per cent and frequently 
100 per cent above the lowest rate for workers classified under the same job 
title. 

These differences in rates are of course not necessarily significant for wage 
theory. Their significance could be determined only by correcting for all the 
conditions assumed equal in the theoretical problem. First, the workers 
whose earnings are being compared may not be of equal ability or may not 
be working equally hard. This could readily account for differences in piece- 
rate earnings, and even under time rates, inter-firm wage differences might 
be offset by differences in the level of ability or effort required by various 
firms. Second, jobs called by the same name may not be the same jobs and 
the workers doing them may not be interchangeable. Terms such as “ma- 
chinist,” “welder,” and even “common laborer” are notoriously unreliable 
indicators of job content. 

Third, even if one could find two jobs requiring performance of exactly 
the same operations, these jobs might differ in almost numberless other 
respects. Among these are the extent of “fringe” wage payments—bonuses, 
paid vacations, paid holidays, pension systems, free medical care, etc.——the 
shift involved and the shift differential if any, the expected regularity of 
work, the length of the work day and week, the extent to which the worker 
is protected against layoffs by seniority or other rules, the opportunity for 
advancement, physical conditions of work, the congeniality of fellow-workers 
and supervisors, the quality of personnel management in the company, and 
the presence or absence of a union. Competition in a perfect labor market 
is supposed to equalize, not money rates of wages, but the total attractiveness 
of the same job in different plants. The conclusions of theory could be tested, 
therefore, only if it were possible to measure the total attractiveness of a 


* The author is associate professor of economics and associate director of the Labor and 
Management Center at Yale University. 
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job by reducing each of the factors enumerated above to a cents-per-hour 
equivalent and totaling. Comparison of the totals would indicate the presence 
or absence of what may be termed “true” wage differences, to distinguish 
them from mere differences in base rates of pay. 

Since no study of this sort has ever been made, it is not possible to assert 
categorically that “true” wage differences exist, still less that they are as 
large as the apparent differences in base rates.” Moreover, in order to be 
theoretically interesting, wage differences must have persisted sufficiently 
long for workers to learn about them and have reasonable opportunity to 
move to the more desirable jobs. This means that measurements must prob- 
ably be extended over a period of at least a decade.® 

The writer is of the opinion that “true” wage differences are of significant 
size in actual labor markets, and that they do not diminish appreciably with 
the passage of time. Whether this is so, however, can be discovered only by 
further research. The object here is simply to develop hypotheses capable of 
explaining the appearance and persistence of wage differences and capable, 
therefore, of serving as guides to investigation. 


I 


It is necessary first to distinguish between conditions which might make dif- 
ferent firms willing to pay different wage rates, and conditions which would 
permit the continued payment of different rates. In other words, one must 
distinguish between positive factors operating on the demand side of the 
market and permissive factors operating on the supply side. 

It is not difficult to construct conditions of labor supply which would per- 
mit the persistence of wage differences. If full employment is assumed, a 
forward-rising supply-curve of labor may be posited on any of several 


* A worker makes an implicit calculation of total job attractiveness every time he decides 
to change or not to change his job. And workers might be able to provide an investigator 
with rough quantitative estimates of the importance they attach to various job characteris- 
tics: 10 years’ seniority == 7 cents per hour, pleasant supervisor = 4 cents per hour, and so 
on. The main analytical difficulty is that some job attributes, notably things like security, 
would probably be valued very differently by different workers, It would not be legitimate 
to average out different workers’ ratings of the same job to arrive at a score for it; for 
the fact that different workers react differently toward the same constellation of job charac- 
teristics is the important thing. 


* Charles A. Myers and W. Rupert Maclaurin, after careful observation of a New 
England industrial community for several years, expressed the opinion that differences 
in wage rates in this area were not accompanied by offsetting differences in other job 
characteristics: “The low-wage firms generally did not compensate for their poorer rates 
by providing better working conditions, welfare plans, or good ‘informal relations.’ ” 
(The Movement of Factory Workers [New York, Wiley, 1944], p. 73.) 


* Strictly speaking, even a demonstration that substantial wage differences had persisted 
unchanged for ten, twenty, or more years would not refute the possibility that a tendency 
toward wage equalization had been operative at each moment of time within that period. 
The market might at each moment of time be tending toward an equilibrium position of 
equal wage rates; yet because of the continual intervention of dynamic changes, involving 
changes also in the appropriate equilibrium position, the observed wage differences might 
not decrease and might even increase. 
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grounds,* of which the most realistic are probably (a) differences in workers’ 
preference for specified combinations of wages and conditions, analogous to 
differences in consumer preference; (b) attachment of workers to a familiar 
workplace and work-group; (c) attachment of workers to a familiar place of 
residence. These last two factors may be considered as operating inde- 
pendently of the intrinsic attractiveness of the job, and would produce a 
forward-rising supply curve even if all jobs in the market were equally 
attractive. If all firms in the market have sloped supply curves, there is 
obviously no reason why different wage rates should not continue indefinitely. 

A different and in some ways more interesting model may be constructed 
under conditions of unemployment. Suppose that layoffs have been made in 
such a way that a considerable proportion of the unemployed are more 
efficient than the least efficient of the employed. Suppose further that any 
firm which wishes to expand its work force will hire unemployed workers 
rather than workers already employed by other firms. Suppose finally that 
the alternative to employment is relief at a level below the workers’ concep- 
tion of a tolerable wage. 

Under these conditions the supply curve of labor to each firm would look 
somewhat as follows: starting from a point representing the firm’s present 
wage rate and employment, the curve would run horizontally to the right 
for at least a considerable distance and possibly all the way to the point of 
full employment. Viewed from the other direction, it would run vertically 
downward to a level which would provoke the workers to quit work in a body, 
and would then become horizontal, This level will be referred to hereafter as 
the “minimum wage” of the firm. In this sort of labor market each firm 
would clearly have wide latitude in choosing a wage rate and wage differ- 
ences, once established, could persist indefinitely. 

While these supply conditions will permit wage differences to exist, the 
conditions which will actually produce wage differences must be sought on 
the demand side of the labor market. The remainder of the paper will be 
devoted to exploring these demand conditions. In order, first, to isolate the 
effect of different types of competitive situation in product markets, let us 
assume (a) that each firm knows the location of its “minimum wage,” and 
that the minima of all firms are the same; (b) that the supply of factors 
other than labor is perfectly elastic to each firm; (c) that the local labor 
market under consideration is completely isolated from all other labor 
markets. The effect of removing these restrictions will be considered in the 
next section; it is obvious that the result will in each case be to render 
wage differences more likely. We shall assume throughout that union organi- 
zation is absent. It will also be assumed that only one occupation exists in 
the market and that differences in individual efficiency either do not exist or 
are taken into account through the use of efficiency units. 

The average and marginal net value productivity of labor for any firm in 


‘This does not mean that only a rising supply curve can be derived under full employ- 
ment; horizontal, vertical, “kinked,” and zigzag curves may also be derived from various 
combinations of assumptions. The argument of this and the two following paragraphs 
is much more fully developed in my article on “The Supply of Labor to the Firm,” Quart. 
Jour, Econ., Vol. LX, No. 3 (May, 1946). 
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the market may be represented, as in the figure below, by curves of the type 
ANP and MNP, while OA represents the minimum wage. It is possible to 
introduce discontinuities into the marginal productivity curve by assuming 
similar discontinuities in the firm’s marginal revenue curve.” The results which 
can be obtained in this way, however, are probably of rather short-run 


($) 


significance, and results derived from a continuous marginal productivity 


curve can be taken as approximately correct over considerable periods of 
time. ‘ 


It is clear that the figure does not represent an equilibrium position for 
any firm in an industry to which entrance is open, whether the situation 
is one of pure competition, monopolistic competition, or oligopoly. If new 
firms can enter at wage rate OA, then ANP and MNP will be forced down 


"For example, vertical discontinuities in MNP may be obtained by assuming that prices 
are not varied continuously with changes in cost—-for example, that prices are never 
changed by less than 5 per cent, or that prices are set only in certain “brackets” or “price 
lines,” or that prices are changed only at fixed intervals of time. Horizontal discontinuities 
can be introduced by assuming that the demand curve for the product is itself discon- 
tinuous and that marginal cost is constant over the relevant range; if a horizontal section 
of the marginal productivity curve happened to coincide with a horizontal supply curve of 
labor, the equilibrium employment of the firm would be indeterminate over this range. 
These complications will be ignored here. 


’ 
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until AB becomes tangent to ANP. Thus even if a frm had established a 
wage rate above OA while profits in the industry were temporarily high, it 
would not be able to maintain this wage rate but would be forced back 
to OA.® 

If, however, the firm in question is a monopoly, in the technical sense, 
it will be free to pay any wage rate between OA and OC. As the wage rises 
toward OC output will decline, the price of the product will rise and profits 
will diminish. At each wage rate the monopolist can choose a rate of output 
which will maximize profits, but the maximum of these maxima will be 
obtained at wage rate OA.’ The possible reasons why the management of a 
monopoly might choose to forego maximum profits and pay a wage rate 
above OA need not be discussed, though some suggestions on this point are 
offered in Section III below, It is sufficient here to indicate the existence 
of a range of managerial discretion and the stability of any wage rate within 
this range. 

The preceding paragraph relates to a monopoly whose prices and profits 
are limited only by the position of its demand curve. A public utility limited 
by law to a fixed rate of return on its investment could pay any wage 
between OA and OC with complete indifference, provided that the costs 
deducted in arriving at MNP include the legal maximum profit. A monopoly 
selling to a government agency on the basis of cost plus a fixed fee or cost 
plus a fixed rate of return on capital could also, without affecting its profits, 
raise wages to any level which the purchasing agency could be induced to 
accept. If the price included cost plus a profit calculated as a fixed per- 
centage of cost, the firm’s profits would be increased with each increase in 
wages. Thus in these cases there is no reason to expect OA to be selected 
as the wage rate. 

The case of oligopoly with closed entrance is somewhat more compli- 
cated. If producers do not codperate with respect to product prices, then 
prices must fall to equality with average cost, and the wage rate of each 
producer must be OA. If, however, there is price codperation—which may 
mean anything from a'close-knit cartel agreement to simply taking account 
of the probable reaction of other firms in the industry to a price change— 
the resulting price, demand conditions permitting, will be somewhat above 
average cost. Each firm will then have something of the monopolist’s latitude 
with respect to wage rates: it can pay anything between OA and the wage 
which would just reduce its profits to normal, The freedom of each producer 
is qualified, however, by the necessity of maintaining cordial relations with 


“A wage higher than OA can be established permanently if, while the industry is out of 
equilibrium and profits are above normal, a union enters the industry and enforces a wage 
greater than OA from all firms, at the same time preventing any new firm from entering 
the industry at a lower wage. But this amounts to saying that the minimum wage OA 
has now been raised by trade union action and does not constitute an exception to the 
statement just made. 


"If profits were introduced into the figure as a third dimension, MNP would resemble 
the backbone of a mountain range sloping downward on either side and also running 
downward as one goes from AB toward CD. MNP is a locus of profit maxima, and the 
greatest of these maxima will occur at its intersection with AB. 
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other producers. If most firms in the industry choose to pay wages con- 
siderably above OA, then a firm which pays only OA may be suspected of 
undermining the price agreement and pressure may be put on it to come up 
to the general industry level. One would, therefore, expect a certain clustering 
of wage rates rather than an even distribution over the possible range. The 
oligopolists may even agree to pay the same wage as a means of buttressing 
the price agreement. If they seek also.to maximize their profits, the agreed 
wage will be OA; but other motives may dictate selection of a higher wage. 

Under the conditions assumed, then, the wages of firms operating under 
conditions of pure competition, monopolistic competition, or oligopoly with 
either free entrance or uncontrolled prices, will tend toward equality at OA. 
Monopolies and members of oligopoly groups with closed entrance and con- 
trolled prices will also pay OA if they wish to maximize profits; if they are 
willing to accept a lower level of profits, however, they can choose to pay 
wages above OA by amounts varying with the position of their demand curves. 
Firms whose prices are set by government acting either as purchaser or 
regulator are still more likely to pay wages above OA. Thus, in any labor 
market containing firms of these latter types, one would expect to find some 
dispersion of wage rates for comparable work. 


H 


Let us now consider the consequences of removing some of the assumptions 
made in the previous section. Suppose, first, that a firm in a competitive 
industry is able, because of imperfections in the market for a factor other 
than labor, to purchase that factor more cheaply than its competitors.’ 
Suppose further that this advantage is not open to would-be entrants to the 
industry. Then part or all of the surplus income accruing to the advan- 
tageously-situated firm may, at the discretion of management, be transferred 
to labor through higher wages. Thus even firms subject to pure or monopolistic 
competition in product markets may have something of the monopolist’s 
latitude with respect to wage rates. 

Second, suppose that the labor market under consideration is only one 
of many, and that these markets have differing “minimum wages.” This 
implies that movements of labor and capital are not sufficiently rapid to 
eliminate inter-area wage differences within the period of time taken into 
account. Now suppose the firms in a competitive industry are distributed 
among these markets in such a way that their minimum wages form a 
statistical array resembling the so-called “bulk-line cost curve.” Then the 
price of the product will tend to settle at a level sufficient to cover the mini- 
mum wage of a firm at, say, the ninth quartile of the array. If costs other 
than wages are uniform throughout the industry, all firms below the ninth 
quartile will have some latitude with respect to wage rates. Each of these 
firms can pay anything between the minimum wage in its own area and the 


®This may mean purchase of a higher quality of a factor at the standard price rather 
than payment of a lower price for the same quality. It seems likely, for example, that 
especially able managers will receive less than their full contribution to production, par- 
ticularly in a situation in which individual income-tax rates are high. 
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minimum wage of the “marginal” firm; the lower the minium wage in a 
particular area, the wider the range of discretion of firms in that area. This 
situation is stable, of course, only if there are obstacles to new firms entering 
the industry in the areas with the lowest minimum wages; otherwise, the 
industry would become concentrated increasingly in those areas, and dis- 
persion of wage rates arising from geographical dispersion of the industry 
would disappear. If one brings into the picture not one industry but a large 
number of industries, each with a somewhat different geographical distribu- 
tion, then it is clear that each labor market in the economy may have its 
own pattern of inter-firm wage differences, which will not be reproduced 
exactly in any other market. 

The individual firm is caught between the area and the industry. Condi- 
tions within the area, particularly the wage levels of other firms, determine 
the minimum which it must pay. The wage rates of other frms in the 
industry, ceteris paribus, will determine the maximum which it can afford to 
pay. If the latter figure is less than the former, the firm will in time be forced 
out of operation; but if it is greater, the frm can be guided by the wage level 
either of the industry or the area. Developments in the industry may lead 
the frm to make wage changes independently of any developments in the 
local labor market. Indeed, for firms in competitive industries which are 
geographically dispersed, it appears that the industry is normally the dynamic 
influence in bringing about wage changes, while the influence of the local 
labor market is merely passive or permissive. 

Third, let us admit the possibility that different firms in the same labor 
market may have different minimum wages. One reason for this is that wage 
differences which have persisted for some time become customary and workers 
tend to presume that they should continue. A wage rate which would be 
accepted if paid by a traditionally low-wage firm may provoke a revolt if 
adopted suddenly by a high-wage firm, Each firm thus has its own minimum 
wage which is related to its present and previous actual wage rates. These 
minima lie one above the other like steps on an escalator. The relative ranking 
of the various firms doubtless changes gradually over long periods of time, 
but at any one time it is rather firmly fixed in the minds of both workers 
and employers.” Any attempt by one firm to drop its wage rate below the 
minimum expected of it, or to retain the same wage rate when the wage 
escalator is moving upward, will cause serious labor unrest. 

This circumstance helps to explain not only why wage differences persist 
but also why they may widen with the passage of time. Once a set of 
differentials has become customary, a management gains no credit with its 
workers by merely doing what is expected of it. It can add fresh luster to 
its reputation for generosity only by increasing its wage differential over other 
firms, But this new differential will in time become customary, and so on. 


° Witness the large number of cases in which a firm requests the War Labor Board to 
' approve a wage increase in order to enable it to maintain or restore its “historical position” 
in the area wage structure. Such requests are uniformly. refused, and must be refused 
under the wage stabilization policy. There can be no doubt, however, that this refusal 
frequently works severe hardship on the firms involved. 
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The differentials presently existing in most United States labor markets 
are clearly too large to have been attained in one jump, and can only be 
understood as the outcome of some such historical process. Investigation 
might reveal a long-run tendency for local wage-structures to open out like 
the ribs of a fan, the higher-wage firms increasing their advantage in succes- 
sive jumps, each of which gradually becomes conventionalized. 

Under the assumptions of Section I, one would expect to find in any 
locality a “prevailing rate” of wages, from which only monopolies or quasi- 
monopolies could deviate. When the three assumptions just discussed are 
relaxed, however, the likelihood of a “prevailing rate” is removed. There is 
now no reason why each firm in the market should not have a different wage 
rate. Moreover, there is no longer any reason to expect a clear relation 
between a firm’s wage level and the type of product market in which it deals. 
The effect of differing types of product market, while still present, is mingled 
with the effect of conditions influencing each firm’s cost position in its own 
industry—-notably the wage levels of other areas in which rival producers 
are located, and the cost of factors other than labor to this firm as compared 
with others. Added to these factors affecting each firm’s ability to pay are 
differences in managerial judgment concerning the wisdom of paying as 
much as one can, The actual wage structure of an area reflects the com- 
posite effect of these influences. The effect of each can be gauged only 
approximately and only through studies which reach beyond the area con- 
cerned to the cost-price structure of each industry represented in it. 

With these considerations in mind, it is possible to suggest one or two 
reasons. why a firm may choose to pay a higher wage than it has to at the 
moment. The firm is likely to be uncertain about the precise location of its 
wage minimum, particularly under dynamic conditions in which the minimum 
may change very frequently. If it can afford to do so, it is likely to “play 
safe” by paying somewhat more than its estimate of the minimum. Different 
firms may thus be at differing distances above their wage minima becausé 
of differences in the accuracy of their estimates and also because of differences 
in the safety margin which they feel able to afford. 

The degree of uncertainty is increased if one takes into account a factor 
hitherto excluded from the discussion, viz., variations in individual efficiency. 
A reduction in wage rates will lead to a less than proportionate reduction in 
wage cost per efficiency unit of labor; for efficiency will fall both through 
a lowering of the grade of labor which the firm can recruit and through a 
reduction in the efficiency of those already employed. The wage level which 
would actually yield minimum cost per efficiency unit could perhaps be 
determined by successive wage reductions. But since such experimentation 
is dangerous, it may not be undertaken unless the pressure of competition 
compels it, and the firm may continue at a level of wage costs somewhat 
above what is strictly necessary. 

A monopoly or a closed oligopoly group may pay more than the minimum 
wage in order to render the industry less attractive to potential competitors. 
It has frequently been pointed out that a monopolist may for this reason 
charge a price below that which would maximize profits. But profits can be 
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held at a moderate level by paying high wages instead of by charging low 
prices. Provided potential competitors take the wage level of established firms 
as an indication of what they would have to pay to secure labor, this 
technique may be highly effective. 

Payment of a relatively high wage may also simplify the problems of 
personnel management by facilitating recruiting of labor, stabilizing the 
working force, stimulating efficiency, improving labor coöperation with 
management, and so on. Maximizing profits is hard work. Some sacrifice of 
profits in order to make the job of management easier may be perfectly 
“economic” action from the standpoint of the managers, though not from 
the standpoint of the owners. 


II 


The argument has been directed toward explaining the long-run per- 
sistence of differences in wage levels within a local labor market. But it is 
also relevant to the problem of how wage changes occur and how changes in 
one labor market are transmitted to others. Under usual assumptions about 
labor market structure one would expect that, during a cyclical upswing, 
wages would rise in an area only when full employment had been reached. 
The area would then begin to draw labor from other areas and, as full 
employment was reached in more and more areas, wage increases would 
become general throughout the economy. During periods of cyclical decline 
this process would be thrown into reverse. In either case, local labor markets 
would be linked together primarily by inter-area movements of labor, and 
the rapidity with which wage changes were transmitted throughout the 
system would depend on the rapidity of this movement. 

This sort of model, however, does not explain the fact that wage rates 
frequently rise in an area while heavy unemployment still exists,” and that 
wage impulses are transmitted within and between labor markets much more 
rapidly than could be explained by actual or even potential movement of 
labor. These facts can perhaps be more nearly explained by the considerations 
set forth above. Suppose that the leading firm of a “controlled oligopoly,” 
located in labor market A, raises wages—perhaps as prelude to or aftermath 
of a price increase. The wage increase is followed by another member of the 
industry, located in labor market B. This action will raise the estimates 
which other firms in area B make of their own minimum wage; as demand 
conditions permit, some of them will make increases to maintain their 
“historical position” in the wage structure. Thus the whole “escalator” of 
minimum wages in the area moves upward, carrying actual wage rates along 
with it. But the firms in area B have competitors in areas C, D, etc., some 
of whom will be influenced by the wage changes in B, and so on. A sym- 


” Indeed, statistics of average hourly earnings by industry indicate that wage rates 
tend to rise first and fall last in industries in which cyclical unemployment is greatest. See 
the discussion of this point in John T. Dunlop, Wage Determination Under Trade Unions 
(New York, Macmillan, 1944) pp. 130-43. It would be interesting to make a similar 
analysis on an area basis, but wage statistics are not now organized in such a way as to 
permit this. 
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metrical explanation can be offered for the transmission of wage decreases.** 

Thus, through industry linkages, a wage change in one area may be 
transmitted rapidly to distant and apparently unrelated areas. This need 
not involve any actual or even threatened movement of labor between areas. 
Inter-area movement of labor appears indeed to perform, not its traditional 
function of equalizing wage rates, but the quite different function of equalizing 
unemployment ratios in different areas. During recession and depression 
labor mobility declines greatly and, because of differences in the cyclical 
variability of different industries, unemployment piles up more rapidly in 
some areas than in others. As recovery gets under way, movement sets in 
once more toward areas in which the unemployment ratio is relatively low.” 
But the areas in which unemployment is low are not necessarily those in 
which wage rates are high. 


IV 


The wide gap between the accepted models of the labor market and the 
actual behavior of wage rates and employment has inhibited systematic 
research in this field. This paper. has attempted to advance hypotheses 
around which the wealth of data available in any local labor market may 
profitably be organized. It has been suggested that attention should be 
concentrated primarily on the supply conditions of labor to the individual 
firm, the characteristics of the product market in which each firm deals and 
its cost position relative to other firms in its industry, the considerations 
influencing the exercise of managerial discretion with respect to wage rates, 
and the way in which changes are transmitted among firms and labor market 
areas. It is important also to make accurate measurements of wage rates, 
appropriately defined, and to extend these measurements over as long a 
period as possible. 


“The only important difference in the two cases is that the firm initiating a wage 
decrease is likely to be a member of a competitive industry. Dunlop’s observation that 
“declines in product prices and not unemployment constitute the effective downward 
pressure on wage structures” (op. cit., p. 146) is entirely consistent with what has been said 
here. 


* See on this point the studies of the Oxford Institute for Economic Research, reported 
in Oxford Economic Papers, October, 1938, and September, 1940. 


COMMUNICATIONS 


- Concept and- Teaching of Economics 


The teaching of economics faces problems of reconversion as perplexing as 
those of the national economy, During the war, instruction in this field has 
been partly discontinued, partly shifted to such timely subjects as war 
mobilization, economic warfare, and demobilization. While the theme of war 
economy may remain of interest, it cannot possibly serve any longer as the 
focus of instruction. What is the new focus going to be? Economics will now 
be taught again to large numbers of students including thousands of return- 
ing veterans, mature and critical men. How can it be made intelligible to 
them and worth their effort? 

To relapse into pre-war “normalcy” in economic teaching is as impractical 
as in most fields of economic policy. There is no satisfactory pre-war norm. 
The teaching of economics was in an advanced state of crisis when the war 
began, The dicussion that appeared in the Review during recent years brought 
to the fore a few aspects of the crisis. Is it possible to introduce students to 
economics through a course in economic principles?? If so. what are the 
principles?? Is there a curriculum in economics, or should students be invited 
to take any course at any time?? Has economics lost the character of a unified 
discipline?* If so, could a new discipline be built upon a broad course in con- 
temporary civilization?” Why do students “begin their study of economics 
without a great deal of enthusiasm” and proceeding to lose what little they 
had, in spite of the significance and topicality of contemporary economic 
affairs ?® 

Dissatisfaction of teachers and students and the prospect of severe public 
criticism make it necessary today to examine these questions and to find new 


*W. W. Hewett, “The Use of Economic Principles in the Teaching of Applied Subjects,” 
Am, Econ. Rev., Vol. XXX, No. 2, Pt. 1 (June, 1940), p. 334. See his references to 
earlier criticism. 

°R. W. Harbeson, “The Case for an Introductory Course in Economic Theory,” Am. 
Econ, Rev., Vol. XXXTII, No. 1 (Mar. 1943), pp. 121 f. 

M. Bronfenbrenner, “The Introductory Course: Comment,” Am. Econ. Rev., Vol. 
XXXII, No. 3 (Sept., 1942), p. 558. 

tW. H. Hamilton, “The Institutional Approach to Economic Theory,” Am. Econ. Rev., 
Vol. X, No. 1 (Mar., 1919), suppl, p. 312. 

"L. M. Hacker, “The Contemporary Civilization Course at Columbia College,” and 
discussion by M. A. Copeland, Am. Econ. Rev., Vol. XXXV, No. 2 (May, 1945), pp. 137 ff. 

‘R. Clemence and F. S. Doody: “Modern Economics and the Introductory Course,” 
Am, Econ. Rev., Vol. XXXII, No. 2 (June, 1942), p. 334. 
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ways of teaching the subject, especially at the introductory level. In this we 
need not start from scratch. Many good teachers have found ways of by- 
passing this or that dilemma of teaching, pure “economicism” and value 
theory, or at least the preoccupation with “static economics” and the state 
of perfect competition. Moreover, considerable experimentation in new forms 
of basic instruction has been carried out. For instance, the contemporary 
civilization course at Columbia, a broad survey course developed over 26 years, 
may be taken as a real contribution to a reform of economic teaching. On a 
more modest scale, the basic courses in political economy at Bennington 
College attempt to solve the problem through intensive study of selected 
phases of social thought and experience. Other experiments are likely to be in 
process and should be discussed freely. 

In this article, I wish to examine why the introductory course in economic 
principles tends to be a failure, and to propose its abolition. I suggest that 
it be replaced by a broad basic course in political economy that acquaints 
the student with the experiences and the problems of the commonwealth, seen 
in their historical context from the viewpoints of economics, politics, anthro- 
pology, sociology, and philosophy. This course should serve students who 
wish to specialize in economics as well as those who want to go on in any other 
science or art, For the first group, I want to sketch a few features of a 
curriculum in economics. 


The Failure of the Economic Principles Course 


The strategic part of any curriculum is the introductory course. If this 
course is successful it stimulates the student’s interest, focuses his mind on 
the relevant and organizes his work. In the frame of liberal education, the 
purpose of the introductory course is to give the general student an education 
and the specialist a foundation in the field. 

In the past, the usual point of departure for a student in economics was 
an introductory course built around the principles of economics—that is, 
elementary economic theory. Often this course was made a prerequisite of 
specialized studies, in the expectation that it would give the student the 
unifying point of view and the tools for an understanding of the specialized 
courses, This expectation was more often deceived than fulfilled. A considera- 
ble gap tended to develop between the student’s work in economic principles 
and his specialized studies. Instruction in the latter came to deal with the 
particular and technical problems of business and public administration with- 
out much attention to economic theory, while advanced work in economic 
theory tended to be formalistic and well-nigh inapplicable to anything happen- 
ing in the world, No wonder that the student found it most difficult to discover 
the alleged unity of economic science and the bearing of economic thought 
on the problems of our time. Instead he often came to see in economics a 
series of “overlapping unrelated inquiries in which economic principles play 
an unimportant rôle,” or “a branch of the forensic arts in which any opinion 


"Hewett, Am. Econ. Rev., Vol. XXX, No. 2, Pt. 1, p. 334. 
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is as good as any other, and in which acceptance is dependent on oratory and 
authority.”® 

It makes little difference whether this course in principles is given to the 
neophyte or preceded by a preliminary superficial survey of economic insti- 
tutions or history. Nor does it matter much whether it is taught with reference 
to the choice problems of Robinson Crusoe or the groceries-buying house- 
wife, in the light of the neoclassical system or the Keynesian anti-system. 
The theory does not codrdinate the facts; the making and unmaking of ab- 
stractions absorb more energy than they release for the mastering of the 
material. Whatever the student may get out of this work in the way of logic 
or mathematics—and I have heard economics courses recommended to stu- 
dents on this ground alone—whatever he may gain in perseverance or ability 
to use the language of economists, he does not get an education in economics. 


Economic Theory and Social Economy 


It would not be fair to accuse the student of a lack of intelligence or the 
specialist of disregard for an existing integrated system of economic thought. 
There exists no integrated system of specifically economic thought relevant 
today, that is to say, no consistent body of doctrine capable of acting as the 
unifying agent of applied studies. 

Ever since it appeared as an independent discipline, economic theory con- 
cerned itself with the rationale of a self-regulating system of markets (market 
economy). Such an economy never existed anywhere, however old and well- 
estabished the institution of specific markets may be. But it is clear that the 
idea of realizing such a system dominated the western world in the 19th and 
early 20th centuries and was carried from there to the remote corners of the 
globe. At times the idea had the features of a crusaders’ creed, for instance, 
in the 1830’s in England, and in the 1920’s. 

The fact that the system was never realized may have led critics and policy 
makers into errors. Often enough, what appeared as mercantilistic folly to 
Adam Smith or as collectivistic folly to Herbert Spencer or the “orthodox” 
of the 1920’s were perfectly rational actions in the absence of the balancing 
mechanism of a full-fledged market economy, Nevertheless, as long as the 
great experiment dominated the mind of western man, it was meaningful to 
expound pure economic theory. The value and equilibrium doctrines of 
Ricardo and Marx, Walras and Marshall, Hayek and Hicks made sense in 
this context. The practical issues of free trade and the free labor market, the 
gold standard and the budget of a mere police state for a time invited applica- 
tions of systematic economic thought and offered the theorist opportunities for 
brilliant duels and charges against “‘cranks” and the multitude of “special 
interests.” Even if the management and accounting practices of business 
firms and state treasuries were not greatly affected by systematic theory, 
policy making was. 

Since the Great Depression the drive to establish a self-regulating system 
of markets has lost its potency and fascination, and the theory of such system 


ë Bronfenbrenner, Am. Econ. Rev., Vol. XXXII, No. 3, p. 557. 
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has therefore lost its relevance. At present we cannot even point to a sector 
of economic life—let alone the economy as a whole—in which the uncon- 
trolled market has a chance of becoming an independent, effective regulator 
of production and consumption. The “other things” that economic discourse 
used to assume constant—political volition, social objectives, national and 
racial drives—-stand revealed as dynamic determinants of economic activity. 
And in the place of a few narrowly circumscribed areas left to the rule of 
“extra-economic” determinants, charity, infant-industry protection, or public 
utilities, appears an all-embracing pattern of socially determined economy. 
The general forms of this pattern can be found in the experience of the last 
15 years, in this country and abroad, in a great variety of specific institutions 
and procedures. Under these conditions, the sparring about an economic 
theory of value and equilibrium, and the crusade against the interference 
with market self-regulation by protectionists, collectivists, monopolists, and 
currency cranks has become a quixotic enterprise. 

When John Maynard Keynes asserted that market economy may produce 
persistent involuntary unemployment and that it balances itself by fluctuations 
of employment rather than prices, wages, and interest rates, he closed in 
effect the epoch of pure and systematic economics. Whether or not his theory 
is correct, the great economist confirmed the widespread feeling that society 
cannot renew the experiment of market economy without paying a price that it 
is obviously unwilling to pay; periodic and prolonged mass unemployment. 
However useful Keynesian theory may be as a stimulant to certain ways of 
action, it does not offer a positive system of economics. It entrusts public 
authority with the task of restoring or maintaining economic equilibrium. 

The adversity of historical development need not spell the end of systematic 
economic theory, were it not for the fact that nothing in human experience 
but the drive for a self-regulating market economy ever called for a specifically 
and purely economic rationality. Neither history nor anthropology, neither the 
experiences of primitive societies, the middle ages, mercantilism nor those of 
contemporary Russia, Britain, and America makes a purely economic theory 
of price, distribution, and choice seem sensible, Neither do they encourage 
us to proceed as if all the relevant aspects of cost and satisfaction could be 
expressed in money units, that everything desirable but scarce could be given a 
price tag, everything undesirable but required, a cost tag, and finally that 
rational choice could be made on the basis of this system of prices alone: 
Moreover, nothing but the fiction of market economy permits the student of 
economic life to reduce the rationality of producers and consumers to that of 
buyers and sellers. 

Whether it is the traditional fiction of capitalistic market economy or the 
utopia of a socialist state playing market economy, unless we think of market 
economy it does not make sense to claim that a specifically economic ra- 
tionality should be the sovereign ruler over the production and distribution of 
goods. Therefore, the criterion of such rationality, behavior in accordance with 
the price gauge, is not generally applicable. 

Behavior is often reasonable in spite of its apparent conflict with the price 
gauge; for we know that the price gauge is (1) subject to manipulation and 
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(2) an incomplete guide to rational action. No intelligent production manager 
anywhere in the world will believe that prices are merely data. He knows that 
they are made, by whom, and how, and are changed by industrial and 
governmental agencies that respond to political and economic pressures. Nor 
would it do him any good to take existing prices of land, labor or products 
as his only, or decisive, guides to action. He cannot well overlook the fact that 
the monetary commensurability of the various wages and prices does not 
supersede the incommensurability of the social and political situations that 
surround the respective groups or workers, suppliers, or customers. The 
rationale of enterprise and performance comprise a great deal that is inaccessi- 
ble to the price calculus. 

This does not at all destroy the usefulness of the price calculus as a 
managerial device. Nor does it bar independent thinkers from pursuing the 
logic of any system they please to imagine. The argument only indicates that 
we cannot codrdinate economic facts by the rationality of pure economics; 
and it suggests that the price calculus should be understood as just one of the 
various devices of rational management.® 

As far as the codrdination of economic facts is concerned, it is clear that 
where there is no self-regulating economic system there can be no equilibrium 
in purely economic terms. Therefore the congenital preoccupation of syste- 
matic economic theory with “a search for levels of equilibrium rather than 
an unfettered study of economic processes,” which John M. Clark criticized, 
appears as its decisive disability. Since systematic theory “hardly dares press 
beyond . . . those aspects of broad processes which can be treated in terms 
of an equilibrium of the exchange value sort,” nearly all of modern economic 
life has come to lie outside the scope of such theory. Economic life can only be 
understood within a framework that comprises both the disequilibrating and 
the equilibrating powers of political, religious, and social drives. Certainly, 
our war economy has taught us that allocation and rationing of goods by 
the government, no-strike pledges by trade unions, price discipline of business 
men, etc., can play a decisive rôle in balancing the economy. 

It appears then that we do not have today a consistent and self-contained 
body of economic doctrine, that is, an economic system, As for the actual ways 
of our economy and that of other countries, the term “mixed economy” is an 
understatement of our inability to press what we do and see into a system. 
Economics as a doctrine of rational behavior in a self-regulating system of 
markets has no significant place in our life. But economics as the “unfettered 
study of economic processes” is of vital importance. 

It is not surprising therefore that people actively concerned with economic 
analysis and policy look in vain to systematic theory as a realistic and con- 


? Probably the advice to Russian managers to observe “the law of value” is no more 
than another reminder of the need for a more effective use of the price calculus. But it 
would be most surprising if they were allowed to place “the law of value” above the 
complex of party and state, regional and local requirements. See discussion in this Review, 
1944 and 1945. 


* John M. Clark, “Economics and Psychology” in Preface to Social Economics (New 
York, 1936), p. 93. 
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structive guide to what is and what should be done. Nor is it surprising that 
the principles course that introduces the student to that theory shows a 
tendency to degenerate into an oblique and irritating exercise in logic. But it 
would be surprising and deplorable if the teachers of economics continued to 
rely on an educational device that does not educate, on a method of unifica- 
tion that distracts, and on a stimulant to understanding that brings disap- 
pointment and confusion to the student. 


A Basic Course in Political Economy 


To evolve a new and comprehensive theory of political economy is a 
challenge to all economists today. It demands a fresh inquiry into the nature 
and causes of the wealth of nations. No active economist can overlook this 
challenge. At the same time no teacher of economics can afford to await the 
arrival of a new Adam Smith while offering the old for guidance to his stu- 
dents, or worse, letting them go with the propositions of Smith’s dogmatic 
epigoni. 

It is possible today to reform the teaching of economics on the basis of two 
fairly widely accepted ideas: (1) It is necessary to impress the student 
from the very beginning with the essential unity of the social studies both 
with regard to their intellectual roots and their subject matters.1! This means 
that the basic course in political economy must strike out for a viewpoint that 
commands a wider area than the conventional area of economics. Jt must com- 
prise materials, methods, and approaches offered by politics, philosophy, 
sociology and anthropology, What is needed is of course not a sort of algebraic 
sum of the conventional offerings in these departments, but a synthesis of the 
basic contributions of these disciplines. This may sound more formidable 
than it is. The minimum requirement is literacy of the teacher in the broader 
field. 

(2) History being the “laboratory” of social theory, the basic course must 
bring history to bear on the study of economic affairs. This means that the 
origin and meaning of economic institutions, movements, concepts, and policies 
must be examined in their historical context, as part of the broad process of 
human history. 

How to achieve the synthesis of disciplines and the effective use of the 
historical approach are major problems of conception and teaching. No 
final solution is available, There is a wide field for bold new enterprise. 
Columbia’s two-year survey course, the current form of which has been aptly 
described by Hacker,}? holds out a good deal of promise as an introduction to 
intermediate work in economics, and indeed that of various disciplines of 
social studies. 

At Bennington College, on the other hand, the basic courses in political 
economy are taught as highly selective one-year courses, deliberately avoiding 


“ This need was well stated in the presidential address of Professor A. B. Wolfe on the 
subject of “Economy and Democracy,” at the 56th Annual Meeting of the American 
Economic Association, Am. Econ. Rev., Vol. XXXIV, No. 1 (Mar., 1944), pp. 1 f. 


™ Hacker, Am. Econ, Rev., Vol. XXXV, No. 2, pp. 137 f. 
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the survey-course approach. In one of these courses, taught by the author, 
the students study several historical situations, their characteristic events, 
issues, and intellectual contributions. The situations have been chosen for 
their bearing on the cultural crisis and the discoveries of our time, and are 
discussed in this sequence: 

(1) The origin and significance of the Ghost Dance among the American 
Indians in the late 19th century; (2) the crisis and debacle of the French 
Republic, 1933-1940; (3) the transformation of English society and the 
beginning of the experiment in market economy, 1750-1850, especially the 
time around 1800 and the thirties; (4) the foundation of American de- 
mocracy; (5) the “safety valves” of market economy; (6) the Great Depres- 
sion and the War. The students read original contributions, for instance, Alex- 
ander Lesser’s book on the Pawnee Ghost Dance; a variety of contemporary 
reports and some background material on the French crisis; Karl Polanyi’s 
Great Transformation; the classics, Burke, Owen, Mantoux, the Hammonds, 
Marx, Dicey, Disraeli, etc., on England; Hobbes, Locke, Rousseau, The 
Federalist, and books by Carl Becker and Charles Beard on the foundation of 
American democracy; Turner, Webb, Hacker, and others on market 
economy and industry in the United States; E. H. Carr, H. W. Arndt’s 
Economic Lessons of the Nineteen-thirties, Alfred W. Jones’s Life, Liberty and 
Property, and books by Frederick Lewis Allen and Reinhold Niebuhr on the 
Great Depression and the War. Textbooks are not used, except for reference 
purposes, for instance, some chapters in Crowther’s Outline of Money, Class 
meetings are devoted to codrdinating the material and the students’ individual 
studies of such authors as Malinowski, Toynbee, Tocqueville, Mises, Wootton, 
Berle and Means, Blaisdell, Lenin, and papal encyclicals. Wide gaps in the 
course program are accepted in the belief that the understanding of one 
human situation, presented in full view, may well be the best preparation for 
an understanding of any other human situation. It is also believed that the 
achievement of the desirable breadth and continuity of knowledge must rely 
on the curiosity and initiative of the individual student beyond the work in 
a single course, and on his ability to strike out on his own. 

A course built around a set of specific situations or happenings makes it 
possible to resolve the conflict between theories and institutions as a focus of 
teaching. Ideas as well as organizations and laws are created and destroyed at 
certain times and in certain places. In fact, their interrelation, their vitality 
or decay, their meaning and change of meaning cannot be understood outside 
the framework of specific historical situations. The method of this course helps 
to avoid the dilemma that teachers have encountered when trying to decide 
whether it is better to organize their courses along sequences of abstract 
propositions or sets of uncorrelated descriptions. It makes it possible for the 
teacher to let both ideas and institutions emerge in a natural way, that Is, 
through the story of a human event. 

In the order of the six topics outlined above there appears a series of im- 
portant economic and political problems. For the purpose of this article it 
may suffice to indicate the main economic problems that are presented to the 
student in each of the six situations: (1) social and private economy, natural 


1946] COMMUNICATIONS 383 


resources; (2) currency, incomes, and employment; (3) poverty and industrial 
labor, generation and rationale of market economy, economic fluctuations, 
protectionism; (4) taxation, the public debt, industrialization policy; (5) 
investment and employment opportunities; corporations and labor unions. 
The sixth topic, the Great Depression and the War, is used to examine how 
the economic institutions, concepts and policies discussed before were chal- 
lenged and how the challenges were met, in theory and practice. Similarly a 
set of political-anthropological problems runs parallel to the topics. Clearly 
the topics should be chosen and arranged in such a way as to bring out the 
problems and characteristic approaches that economists and political scientists 
have found relevant, in the past and the present. As far as their methods of 
analysis are concerned, they are best understood when presented in close 
relation to the substance of their teachings. 

Such courses should be effective substitutes for courses in the principles 
of economics, After having taken the basic course students should be ready 
to go into intermediate, specialized work in economics, equipped with a gen- 
eral orientation, a taste for the relevant, and a foundation in economic 
knowledge. They should be conscious of what they know and what they do 
not know. 


Observations on More Advanced Work 


To gain well-rounded knowledge, the student majoring in economics will 
need more substantial work in economic history and theory. He must expand 
and consolidate his knowledge of concepts and analytical techniques. Like- 
wise he must become familiar with some of the special skills and problem 
areas, such as statistical techniques, economic geography, management, labor 
and industry, agriculture, fiscal policy, money and banking, international 
economic relations. On the whole, colleges seem well-prepared for instruction 
_ In these special fields. There are plenty of experts and good teachers. But it 
seems reasonable to expect that the general orientation and the sharpening 
of the students’ interest in the basic course will affect the way the special 
courses are taught and received. 

The economics major should conclude his college career with work de- 
signed to bring together on a higher level the elements acquired in the basic 
and intermediate courses. This might be done in a seminar in contemporary 
economic policy. Such a seminar could be focused on one contemporary issue, 
for instance, a measure of legislation enacted or contemplated, The students 
would study the theoretical and technical problems, the historical precedents 
and consequences, and the social ramifications of the measure. The group 
should consider the entire complex of legislative and administrative, tech- 
nological and market aspects. Such work should prepare the student for 
intelligent and active participation in policy making, as executive, adviser, or 
citizen, and test his capacity for research, thinking, and writing. It might be 
paralleled by advanced work in any one of the special fields. 

In this curriculum, the student would encounter the concepts and methods 
of economic analysis at all levels, basic, intermediate, and advanced. In con- 
trast to past procedure, this information would not be offered to him as the 
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unifying agent of economic studies, but as the intellectual product of specific 
situations or authors, capable of dealing with specific problems: the Tableau 
Economique and the equation of exchange, marginalism and Keynesian em- 
ployment theory, the gold standard rules and Oscar Lange’s rules for managers. 
To evolve his point of view the student should rely on an understanding of 
history and of the relation of the economic to the whole of human experience. 
In this way, he might also find out why “laws of economics” could be 
regarded at one time as sovereign governors of man’s material life, while 
today—and throughout most of history—economics is knowledge about the 
management of production and distribution. When this understanding ceases 
to be a mental reservation accompanying a man’s preoccupation with an 
economic “apple-pie world,” and when it is applied productively to the 
tasks at hand, it will give economics a much stronger position in the college. 


Summary 


There are many indications that we need a new conception of the cur- 
riculum in economics. Teaching experience and theoretical examination of 
the subject matter of the economic-principles course suggest the need for an 
educationally more valuable procedure. The course in economic principles 
should be abolished because there are no specifically economic principles 
capable of unifying our economic experience today. To familiarize the student 
with the social aspects of production and distribution should be the purpose 
of economics in college education. A broad course in political economy, 
combining viewpoints and selected materials of all the branches of social 
inquiry, and taught with reference to history, appears as the best point of 
departure for the major in economics and the best provider of elementary 
economic literacy for the general student. The experiences of Columbia and 
Bennington indicate various practical ways of developing such a course. 
The latter in particular points to a way of avoiding the survey course 
approach and the dilemma of “theory vs. institutions” by centering the work 
on a few specific historical situations, The economics major should follow up 
the basic course with a variety of special studies and have a chance to 
coérdinate these studies in an advanced seminar on economic policy. 

Horst MENDERSHAUSEN* 


* The author, professor of economics, now on leave of absence from Bennington College, 
acknowledges indebtedness to Karl Wm. Kapp of Columbia College for stimulating ideas 
and suggestions that emerged from long discussions of this subject. 


Monopoly Dissolution: A Proposal Outlined 


Maintaining Existing Production Arrangements and Creating 
j Competitive Sale 


The failure of our national antitrust policy to create and maintain a highly 
competitive economy is manifest. Although larger appropriations for anti- 
trust prosecutions are clearly desirable, experience has shown it to be vir- 
tually impossible to restore competitive conditions by criminal penalties and 
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dissolution decrees. Where an industry is already dominated by a small 
number of concerns, it is impossible to restore competitive conditions with 
the instruments at hand. 

Production and sale in much, and possibly most, of manufacturing, are 
most economical if conducted on a scale so large that the entire market is 
supplied by a few concerns. Large sectors of mining and distribution are 
also most economically conducted on a large scale. Mutual dependence where 
there are only a few rival concerns inhibits competition even in the absence 
of collusion and may result in prices not very different from those a monopoly 
would charge. To prohibit a single firm from supplying more than a fixed 
small proportion of the total market, by whatever means, would result in 
wasteful methods of production and distribution in such industries, Thus, 
even where domination of a market can be proved, the courts have been 
unable to find measures which would retain existing economies while creating 
competition sufficient to drive prices down to costs. 

This paper outlines a plan which aims to preserve existing economies of 
large-scale production and at the same time to strengthen the downward 
pressure on prices in monopolistic industries. Though designed primarily to 
bring about price reductions, this proposal should largely eliminate the 
abuse of rivals by dominant concerns and stimulate cost reductions. Broadly 
speaking, this plan would retain intact the producing units currently in 
operation while creating a number of independent selling units that would 
depress prices near their competitive levels. These selling units would 
jointly own and manage a single production system and would press for its 
economical operation while pursuing independent sales policies. This plan 
would be almost entirely self-enforcing and would not require continued 
intervention or policing by an administrative agency. In outline, the proposal 
calls for the following steps: 

1. The plan would be put into effect after a court or special administrative 
agency found an industry to be less competitive than the public interest 
required, 

2. The administrative agency would determine the number of independent 
selling units required to secure the desired degree of competition. The 
ideal would be a number of sellers such that price reductions by an 
individual firm would not bring forth immediate retaliation from its 
rivals. Secondly, the number of concerns decided upon should involve a 
minimum of duplicated selling facilities.? 

3. Independent selling units would be established in the desired number 
and trustees would be appointed who would be responsible for initiating 
the selling enterprises, The administrative agency would issue to owners 


*Purdy, Lindahl and Carter, Corporate Concentration and Public Policy (New York, 
Prentice-Hall, 1942), p. 351. 


* These two considerations leave a wide margin of latitude. Theoretically, the number of 
firms needed to eliminate oligopolistic patterns of business behavior is indeterminate. 
Beyond the point where the interdependence of rivals’ price policies is obvious and direct, 
the severity of the downward pressure on prices seems to vary directly with the number 
of sellers. 


386 


THE AMERICAN ECONOMIC REVIEW [ JUNE 


of the dissolved “monopoly” concerns a share of stock in a particular 
selling unit in exchange for every share currently owned. 

The total amount of stock allocated to each selling unit should be 
approximately equal. If there is a large owning interest, its stock- 
holdings would be confined to one selling unit and the other selling 
units would have smaller stock holdings. The number of selling units 
established would be determined by the number needed to secure 
rigorous competition rather than by the existing distribution of stock 
ownership. Big owning interests might be required to reduce their stock- 
holdings to, say, 10 per cent of the total within a few years. 


. The administrative agency would finance the initiation of the selling 


units by transferring to them for this purpose some of the liquid funds 
of the “monopoly.” If available funds were inadequate, they would be 
borrowed from the cheapest available source of funds on behalf of the 
producing concern.” The amount transferred to each selling unit for 
this purpose would ordinarily be in direct proportion to the size of 
its stock holdings. The selling facilities of the “P.C.” would be liqui- 
dated and the funds received thereby used to finance the selling units. 
It is to be expected that the selling units would purchase almost all the 
“P.C.” ’s selling facilities. 


. Trustees to initiate the selling units would be selected by the adminis- 


trative agency. Presumably many of the chief selling executives of the 
monopoly would be appointed and the others would be chosen for their 
knowledge of industrial problems and for social-mindedness, The stock- 
holders in the selling unit could replace the trustee when and if they 
desired. It would be the trustee’s first job to arrange quickly for the 
election of a board of directors, who in turn would select the selling 
unit’s executive personnel. 


. Each selling unit would have the privilege of buying an almost unlimited 


number of units of the formerly monopolized product from the “P.C.” 
at a price fixed for all selling units alike, An upper limit might be placed 
on purchases by any single selling unit at, say, 15 per cent of the 
preceding year’s sales by the “P.C.” if there is danger that a few firms 
will buy the entire output and, by collusion, fix high prices. 


. The price charged by the “P.C.” normally would equal average total 


unit costs at a “standard” level of output. Costs would be calculated 
according to standard accounting procedure and such special procedures 
as the administrative agency might establish. It is not essential for the 


_ success of this plan that the prices charged by the “P.C.” exactly cover 


total costs. Prices above that level would yield profits which would be 
distributed to the selling units in proportion to their sales. Prices below 
that level (as where demand suddenly fell and a price reduction was 
required to clear the market) would be absorbed from the reserve for 
contingencies. 


* The producing concern, as the term implies, is that part of the dissolved “monopoly” 
which produces on behalf of its member selling units. Hereafter it will be denoted by 
“Po” 
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The calculation of costs implicit in accounting techniques is often 
arbitrary and highly conventionalized. Nevertheless, successful operation 
of this plan does not require precise measurements of “true costs” 
since all selling units would be charged the same amounts and since 
profits would be distributed in direct proportion to sales. Where the 
“P.-C.” produces only one commodity, mistakes in accounting would be 
prejudicial to no oné. Where more than one commodity is produced, 
discrimination against some selling units is possible. Therefore appeals 
should be permitted to the administrative agency under certain condi- 
tions for changes in the allocation of costs among the various products.* 

8. Profits which remain to the “P.C.” would be set aside as a reserve for 
contingencies up to a fixed proportion of total assets and the balance 
distributed to the selling units in. proportion to their sales volume. 

9. The brand name employed by the monopoly would remain the property 
of the “P.C.” Selling units could use it or not as they saw fit. 

10. Losses suffered by the “P.C.” because of sales below the “standard” 
level would be absorbed by its contingency reserve, which would be 
replenished from subsequent profits. 

11. The “P.C.” would be notified of the sales made by the individual 
selling units and would arrange for delivery in accordance with priority 
of order, The “P.C.” would, therefore, maintain its existing centralized 
shipping departments. . 

12. Special costs allocable to individual sales would be paid for by the 
company making the sale. All delivery costs would fall in this category 
as well as costs for special services performed by the “P.C.” on behalf 
‘of individual selling units.® 

13. Individual selling units could, if desired, be allowed to advertise on 
their own account, even to use private brands. They could also be 
permitted to offer special sales incentives like guarantees and credit 
terms. 

14, Votes in the “P.C.” would be based upon stock ownership. 

15, Long-term contracts in force at the time of dissolution would be 
handled directly by the “P.C.” and profits from these contracts would 
become part of the common pool. 


“It is important to observe that this proposal does not call for price fixing by a public 
agency. The proposal calls for establishing a condition and a series of rules at the time of 
dissolution which would be policed by private rather than public interests.’ The proposal 
incorporates two primary safeguards of its objectives: (1) some selling units have interests 
antagonistic to the concealment of high prices and profits in the “P.C.”; (2) the large 
number of sellers established is safeguard against collusion in selling—the only known 
protection against collusion. 


5 Tf desired, the “P.C.” could be permitted to make changes in the product or even produce 
new products at the request of individual selling units. The selling unit presumably would 
be required to provide the entire cost of the new equipment required as well as the other 
costs incurred in making the desired changes. These special services and new products would 
be priced by the board of directors with technical assistance. Though allocations of costs 
will never be exact, the success of this plan only requires that all firms agree to the method 
of computation. In the event of disagreement, appeal to the administrative agency might be 
permitted. ; i 
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16. The “P.C.” would conduct research, the fruits of which would be avail- 
able to all members of selling units equally. 


In assessing the merits of the plan outlined above, it should be understood 
that it is only a bare outline and also one of a large number of possible 
variations. There are surely weaknesses in these suggestions which experience 
would uncover, and for which experience would probably also provide an 
answer. However, enough detail is presented to make concrete the thesis that 
the number of independent selling units can be many times as large as the 
number of producing plants.® 


Implications of the Proposed Plan 
Lower Prices 


This proposal should lower prices where they have exceeded competitive 
levels by multiplying the number of rival selling units without giving rise 
to an offsetting increase in costs of production and distribution. There remains 
the danger of collusion among the individual selling units. It might be argued 
that the joint management of the “P.C.” makes “codperative” pricing highly 
likely. The chief safeguard against collusion among the selling units is their 
large number. Even in many trades where there are active trade associations 
or coöperation for the procurement or prevention of legislation, price com- 
petition has been keen if there were many sellers. Examples among the retail 
trades are drugs, dry goods, groceries and furniture. Moreover, in the appoint- 
ment of trustees in the new selling units, the administrative agency would 
presumably try to find men who would refuse to collude and who might 
even disclose attempts at collusion to the administrative agency. Collusion 
would also be inhibited by buyers playing one seller off against the others. 
Buyers have a strong incentive, and fairly potent bait, for luring individual 
sellers away from collusive arrangements. Finally, the fact that selling units 
would be fairly equal in size would prevent domination of the trade by a. 
few large units. 


Pressure for Economical Production and Sale 


An allegedly important evil of monopoly is relative inefficiency in pro- 
duction and sale resulting from feeble pressure to minimize costs. This 
proposal should substantially increase pressure for cost reductions where 
production had been inefficient due to the monopolistic sense of security and 
ease and managerial “control” through control of the proxy machinery. By 
increasing owner contro] this plan should largely eliminate inefficient methods 


*An arrangement fairly similar to the plan outlined here actually prevailed for a long 
time in the cane sugar refining industry. The California and Hawaiian Sugar Co. was 
composed of many independent raw sugar producers in Hawaii welded together in a 
refining codperative. Individual producers sold their refined sugar independently (though 
under the same brand name) and from the same physical refineries. It is alleged that the 
individual producers competed as vigorously with one another as they did with other 
members of the industry. See Boris Emmett, California and Hawaiian Sugar Refining 
Corporation of San Francisco, California (Palo Alto, Stanford Univ. Press, 1928). 
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of production and sale. Stockholders who before the dissolution. of the 
monopoly were too small to exercise control over its operations would after 
dissolution secure effective representation within their individual selling units. 
In voting their stock, the various owners of an individual selling unit could 
be expected to act in unison through a single representative who would serve 
as guardian of the selling unit’s interests, These owner-representatives would 
presumably have no patience with inefficient or lax management of the 
“P.C.,” for it would increase the selling units costs and compel them to 
maintain high selling prices.” More easily than they could guard against 
production inefficiency, the selling units could prevent management from 
overcompensating itself. Greater compensation for the executives of the “P.C.” 
would mean smaller profits remaining for distribution to the selling units. 

As outlined here, this plan should preserve the technological economies of 
large-scale production by maintaining the existing production structure. Simi- 
larly, managerial, purchasing, research, delivery and advertising economies? 
would be preserved by this plan. It would, however, increase selling costs 
somewhat as the number of independent selling units operating in the same 
market areas was multiplied. Competition requires many sellers and there- 
fore imposes a charge in the form of duplicate facilities which partly offsets 
the price reductions afforded by competition. 

The increase in selling costs resulting from this plan would, however, be 
small. Since almost all selling units would sell the identical product and 
receive no preference in delivery, rivalry among them would almost exclusively 
take the form of price competition. As in the case of purely competitive 
markets, distribution at the selling unit stage would be virtually costless. 
In order to ask minimum possible prices while obtaining a profit, selling 
units would presumably restrict their promotional activities to informing 
buyers of their existence and of the price at which they are willing to sell. 
They would await orders and keep records of their sales, payments received 
and debts outstanding. Any selling unit that engaged in costly high-pressure 
- distribution would lose out to those whose restricted promotional activities 
permitted them to sell at the lowest price. Hence, though this plan calls for 
a duplication of selling facilities, by making the market almost purely 
competitive it keeps distribution costs to a bare minimum. 

Moreover, this proposal could stimulate efficiency in selling by permitting 
easy entry of new sellers while preserving the threat of bankruptcy. Freedom 


"Even though all selling units might be equally affected by inefficiencies so that no one 
suffered relative to the others, there are several factors that would cause the seller-owners 
to press for maximum production efficiency. First, they would often be competing with 
other sellers of the same product outside the dissolved monopoly. Second, they would be in 
competition with more distant substitute products. Third, they would probably feel that 
they could enlarge their total sales and profits by selling at a lower price. Fourth, they 
would probably be emotionally prejudiced against unnecessary waste and against paying 
high salaries to persons who did their jobs poorly. Owners of monopolies are also interested 
in these things. However, they are not able to exert strong influence on management be- 
cause stock ownership is too widely diffused to allow owner control. 

8 Advertising of the product, even if private brands were used by individual selling units, 
would presumably be continued by the “P.C.” 
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of entry could be facilitated by allowing new selling units to join the “P.C.” 
by investing a sum fixed by the administrative agency. The new firm would 
be issued shares of stock of equivalent book value which would entitle it to 
a voice in the management of the producing unit. a 

. Conversely, this plan allows for no slush fund that would cushion selling 
units from the full effects of competitive pressure. Whereas a monopoly 
might carry on wasteful selling methods which it financed from its monopoly 
profits, selling units which operated inefficiently would presumably be forced 
to leave the trade. Thus there is good reason to hope that the proposal 
would contribute to efficient selling and thereby compensate at least in part 
for the necessarily higher minimum costs of selling resulting from duplicated 
effort. 


Industrial Situations to Which This Plan Is Adapted 


Most amenable to monopoly dissolution are those firms which produce a 
single standard product. Multi-product producers, however, are susceptible 
to the same form of dissolution, but with much greater complication of detail. 

In the event a multi-product firm was dissolved, each selling unit could 
be allowed to sell any or all of its various products, Selling units would share 
in the excess profits on the basis of their dollar sales volume. Problems would 
primarily arise around the allocation of joint costs among the individual 
products currently produced and in assigning costs to new products, Selling 
units would have an interest in being undercharged for the articles they sell 
in greatest volume and in being overcharged for the articles of which they 
sell the least. 

Accounting convention would solve most of these problems. The flexibility 
of accounting procedures, however, makes it advisable to permit appeals to 
the administrative agency for a change in the method of calculation. After 
a short period, the rulings of the administrative agency would supplement 
accounting convention so that appeals would probably be infrequent. 

In the case of new products, it would be best to allow only marginal (avoid- 
able) costs to be charged against the new product. Otherwise, the combine 
might never produce and sell a product which would both cover its own costs 
and yield a profit to the selling unit which introduced it. 

This plan could be applied to almost every large industrial corporation 
(monopoly or not) without danger of doing serious damage. Court dissolu- 
tions of the past often increased costs and were undertaken reluctantly. The 
plan presented here need not be used so sparingly. Of course the plan would 
hurt owners of monopolies. In the place of monopoly profits they would ulti- 
mately be limited to the profits of competitive industry. But this is no danger; 
it is one of the objectives of monopoly dissolution. A plan that is painless 
can only disguise monopoly while preserving it. 

A partial and suggestive list of the industries to which this plan might be 
successfully applied follows: insurance (life, fire and casualty), steel, rail- 
roads, aluminum, sulphur, telephone, telegraph, oil refining, tobacco, sugar 
refining, radio broadcasting, electric power, automobile manufacturing, and 
metal and glass containers. 
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Alternative remedies for the monopoly problem rest upon the assumption 
that the number of producing firms and the number of independent sellers 
must be the same. Yet there are ordinarily many times as many sellers as 
there are producing units in virtually all of modern industry, The activities 
of the producing plants and salesmen are coördinated through accounting 
convention just as clocks, through the uniform measurement of time, integrate 
the activities of individuals. Presumably, costs would be calculated and allo- 
cated among various products in the same way after dissolution as before. 
The arbitrary and inexact elements need be no greater and uneconomical 
than they are now. 

Thus, there are no apparent mechanical reasons why there cannot be many 
more sellers than producers. The task is to create a motivation which would 
induce sellers operating out of the same producing concern to compete vigor- 
ously among themselves. For this, too, there is precedent. Prior to the war it 
was not uncommon for automobile dealers selling the same brand of auto- 
mobile to compete strongly for patronage and drive up trade-in allowances. 

This proposal suggests one of many possible arrangements which offer hope 
of creating strong rivalry among sellers who own and operate the same 
source of supply. In the absence of experimentation with such arrangements, 
their consequences cannot be foretold with great confidence. With much 
greater confidence, one can decide whether this proposal deserves a trial. 

This plan is advanced primarily for industries where only a few large 
concerns are currently operating and where economies of large scale make it 
costly to compel many firms to operate. Where monopoly stems from other 
causes, such as patents, specific cures might be preferable. 

ALFRED R. OXENFELDT* 


* The author is an economist on the Review and Analysis Staff of the Civilian Produc- 
tion Administration. The opinions he expresses are his personal views and should not 
be construed as those of that agency. 


Fetter on Lauderdale 


Professor Fetter, in his discussion of “Lauderdale’s Over-saving Theory”? 
considers it as the beginning of the general attack on classical doctrine which 
was carried on by Malthus, Hobson and Keynes. It should be noted, however, 
that, while the theories of Hobson and Keynes point to a program of reform, 
the early opponents of classical doctrine such as Lauderdale and Malthus 
were apprehensive of the social changes resulting from the industrial revolu- 
tion. They defended the privileged position of the land-owning aristocracy 
against the attacks of the manufacturing classes and the social reformers who 
were demanding an end to the oppressive Corn Laws. Professor Fetter misses 
the drift of Lauderdale’s work, especially with regard to the social perspective 
revealed by Lauderdale’s policy proposals. Fetter argues (pp. 275-76) that 
Lauderdale’s “motive” in writing the Inquiry? was to attack a debt reduction 
policy (the sinking fund) because he feared it would raise the price of public 
securities and lower the rate of interest. Lauderdale’s “elass-conscious sym- 


' Am. Econ. Rev., Vol. XXXV, No. 3 (June, 1945), pp. 263-83. . 
* Inquiry into the Nature and Origin of Public Wealth (1st ed., 1804; 2nd ed., 1819). 
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pathies” were with the investing class, Fetter claims, and thus he opposed 
the sinking fund which gave rise to a situation in which “rich investors are 
faced with the unpleasant necessity of reinvesting the proceeds of the re- 
deemed bonds at a time when the interest rate on both public and private 
loans has fallen and, correspondingly, the price of securities of the same 
grade has risen above the call price of the old bonds issued under the stress 
of war” (p. 280). 

This reasoning is based on a misconception of the English method of debt 
creation. The argument implies that during the war with France (1793-1802; 
1803-1815) the government was forced to issue bonds bearing unusually high 
rates, and with the return of peace such bonds—having risen above par— 
would be the first to be redeemed. But this was not the situation. The custom- 
ary procedure was followed of issuing bonds with a low nominal yield (3 per 
cent) and offering them to subscribers at prices substantially below par (in 
1798 at half the par value). Refunding at a lower interest rate after the 
Peace of Amiens or the final peace in 1815 was, therefore, impossible as far 
as the bulk of the securities went, since over three-fourths of the war issues 
were in 3 per cents, and these never even approached par.® Certainly “war 
profiteers” would hardly have found it “painful” had the government after 
the war decided to call in at par consols selling in the market at £54. The 
sinking fund operated by purchases of bonds in the open market. There was 
no policy of purchasing bonds issued “under the stress of war” in preference 
to older issues, since bonds originally offered at various prices below par cur- 
rently sold at prices proportional to their nominal rates of interest without 
reference to the real rates at which the money was first borrowed. 

Lauderdale opposed the debt reduction policy because heavy taxes, which 
burdened the landed classes, were required to continue it. Coincident with the 
publication of the second edition of the Inquiry, he made a speech in Parlia- 
ment indicating the basis of his opposition to the debt reduction policy: “The 
imposition of £3,000,000 of taxes, at the present moment, was an act of the 
grossest injustice. Granting that it was necessary to make a sinking fund 
of £5,000,000, was it not necessary to give the country a little respite from 
taxation? ... The best way of arriving at a sinking fund with convenience 
to the country, was to allow taxation to relax for a moment, in order that it 
might attain that object.’ 

Lauderdale’s attack on the sinking fund was not an isolated expression. 
It was part of a widespread agricultural agitation against taxation. This 
agitation came to a head in the depression of 1822. Meetings were organized, 
and petitions protesting the unabated payments to the fundholders and the 
“overwhelming and all-devouring taxation” were sent to Parliament.’ Lauder- 
dale’s contribution to this campaign was a pamphlet entitled Sinking Fund, 
or the system which recommends the repeal of five millions of taxes com- 
pared with the system which recommends levying five millions by taxation 
for the redemption of the public debt. 

The other major economic issue in which Lauderdale participated was the 
Corn Laws. Contrary to Fetter’s assertion (p. 283 n.) that Lauderdale de- 
plored trade restrictions, the record shows him to be an indefatigable cham- 
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pion of agricultural protectionism. He gave strong support to the restrictive 
Corn Bill of 1815, and to the end of his Parliamentary career he remained 
an uncompromising advocate of stringent prohibitions on grain imports. 
Removing the Corn Laws, Lauderdale argued, would not mean free trade 
“while there were so many taxes which pressed on our agriculturists.” It 
would, in effect, be giving a bounty to the foreign grower of grain, On the 
other hand, the corn regulations protected British agriculture from the ruinous 
effects of foreign surpluses, stimulated employment and demand, and made 
Britain independent of foreign powers for her subsistence. Such benefits 
transcended in importance the short-run gain derived from the importation 
of cheap corn.” 
Morton PAGLIN* 


* The author is a research assistant in economics at the University of California, Berkeley. 


“The Concept of Economic Surplus”: Errata? 


P. 851, line 12 from bottom: Insert for the sellers after surplus. 
line 9 from bottom: Insert for tke buyers after surplus. 
. 853, line 11: Replace rent by surplus. 
Figure 1: Point N, and N,, lying on the line VB, at the dotted lines, 
not marked. . 
856, line 21: Replace 7oPo by Topo- 
857, line 2: Replace p’epobs by P’ePop;. 
858, Figure 3b: s;, lying at the intersection of sep, and p,w,, not marked. 
859, Interchange lines 14 and 29 
line 23: Replace dash by minue, sign. 
. 860, line 9; Replace ot, by ror. 
line 26: Replace 05,171, which ofog: — 
by = roPoQits ~~ YoS1Pi"1 
. 861, line 13: Delete as in Figure 2, 
line 14: Replace slopes by slope 
P. 862, line 4: Replace pS; by p: mı 
line 7 from bottom: Delete dash 
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* The figures are derived from Robert Hamilton, An Inquiry Concerning ... the National 
Debt (3rd ed., 1818), pp. 248-50. For the prices of consols see Leone Levi, History of 
British Commerce (2nd ed., 1880), table facing p. 72. 

* Hansard’s Parl. Debates (ser. 1), Vol. XL, p. 1232. 

"William Smart, Economic Annals of the Nineteenth Century (London, 1917), Vol. II, 
pp. 57 f. See also Parl. Debates (ser. 2), Vol. VI, pp. 555 f. 


“Lauderdale made a great many speeches on the Corn Laws between 1808 and 1828. 
See especially Parl, Debates (ser. 1), Vol. XXVIII, pp. 4-5, 59-60; Vol. XXX, pp. 142-43, 
202-04; (ser. 2) Vol. XV, pp. 208-09, 1385-91. 

* Parl, Debates (ser. 1), Vol. XXX, pp. 202-04. 

1 K, E. Boulding, Am. Econ. Rev., Vol. XXV, No. 5 (Dec., 1945), pp. 851-69. 
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Economic Theory; General Works 


The Social Problems of an Industrial Civilization, By ELTON Mayo, (Boston: 
Div. of Research, Grad, School of Bus. Admin., Harvard Univ. 1945. 
Pp. xvii, 150. $2.50.) 

To economists and especially to teachers of economics, this book will prove 
stimulating and at times shockingly irritating. With that portion of Pro- 
fessor Mayo’s work which describes the difficulties of achieving effective 
coöperation in industry and advocates increased emphasis on the human 
factor, there must necessarily be definite agreement. In his discussion of these 
matters, Professor Mayo again proves himself not only an erudite scholar, 
but a down-to-earth philosopher with a sagacity founded upon his insistence 
on the utilization of objective clinical methods in studying industrial relations, 
On the other hand, with the thesis which apparently places the blame for both 
domestic and international ills largely upon the tenets of classical economic 
theory, there can be no meeting of the minds. 

For the purposes of review, Professor Mayo’s recent book may be divided 
into two almost independent sections. In fact, the author helps in that respect 
by designating Part I, Science and Society and Part II, The Clinical Approach. 
This latter part contains descriptions in considerable detail of three inquiries 
conducted by the Department of Industrial Research at the Harvard Business 
School, the first inquiry being on labor turnover in a textile mill, the second 
on the use of interviews at the Hawthorne works of the Western Electric 
Company, and the third on absenteeism and turnover in a number of metal- 
working plants. The material thus provides the reader with illustrations of the 
clinical approach to industrial problems and is also used by.the author to 
substantiate his conclusions regarding the importance of social as contrasted 
with technical] skills. Additional studies are briefly summarized in an appendix. 
In reading such studies there is sometimes the feeling that the same con- 
clusions could be reached by deductive reasoning tempered with horse sense, 
but in a field of such transcendental importance as human relations, pains- 
taking scientific methods should be used to the maximum practicable extent. 

In Part I Professor Mayo indulges himself in a criticism of social scientists 
and their works from Ricardo to the present. According to the author, eco- 
nomic theory is based on a misapprehension which can be traced to Ricardo, 
the basic concepts (p. 40) being: 

1. Natural society consists of a horde of unorganized individuals. 

2. Every individual acts in a manner calculated to secure his self-preserva- 
tion or self-interest, 
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3, Every individual thinks logically, to the best of his ability, in the service 
of this aim. 

With these, Professor Mayo disagrees except under conditions of emergency 
or crisis when routines of codrdination in a social group are broken, and he 
points to such motives as “desire to stand well with one’s fellows, the so-called 
human instinct of association” (p. 43) as more important than self-interest 
and logical reasoning. 

Without defending Ricardo whose own early retirement from stockbroking 
might be used to refute the power of self-interest, it should be pointed out 
that economists, both old and new, have repeatedly emphasized other types 
of motivation. It is not surprising that Professor Mayo finds a worker who 
refused to accept a new job at an increased salary when such reward meant 
leaving a congenial working group. Economic society weighs monetary rewards 
against working conditions, including surroundings and co-workers, and 
economists have long used the familiar term “psychic income” to cover 
various forms of non-monetary compensation. But economists still insist that 
individual self-interest is the dominant industrial fact, although they would not 
necessarily hold that such a dominance was best for an ideal society. More- 
over, in regard to another aspect of economics, the author’s statement, 
“scarcity of a necessary commodity is emergency or crisis” (p. 41), cannot be 
accepted as valid for this world in which economists must base their analyses 
on the prudential allocation of scarce means of production. 

In his attack on the social sciences which are characterized as “the un- 
successful sciences,” Professor Mayo is on firmer and relatively well-trodden 
ground. The natural sciences—chemistry, physics, physiclogy—-have made 
miraculous advances and with them man’s technical dexterity in handling 
things, while there has been no comparable progress in social skill which, 
in the author’s words, “shows itself as a capacity to receive communication 
from others, and to respond to the attitudes and ideas of others in such 
fashion as to promote congenial participation in a common task” (p. 13). 
Admitting these points and in no way wishing to present an alibi for society’s 
failure to develop adequate social skills, the reviewer feels that the reason lies 
in basic differences between things and beings, differences aggravated in an 
age of unusually rapid technical development, And the reviewer also questions 
the complete validity of the author’s assumptions of earlier and simpler orders 
where technical and social skills were in balance. Even in such societies which 
Professor Mayo considers “established” in contrast to the present “adaptive” 
one, social skills lagged and the happy savage remains a mythical creature. 

The most extensive and important application of Professor Mayo’s thesis 
must now be considered, namely, the international one. The author states: 
“Tf our social skills had advanced step by step with our technical skills, there 
would not have been another European war” (p. 23); a theme which recurs 
in various places, including the final lines of the last chapter. In this dis- 
heartening post-war period there can be no one who does not fervently wish 
this were true, but proof is impossible. In the reviewer’s opinion, Hitler was 
a consummate master of social skill and it is dubious if any opposing social 
skills could have deterred him and his followers from their mania for world 
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domination. Furthermore, it should be pointed out that economic theory in 
Germany was not of the classical British variety and also that the four 
horsemen have ravaged the world from times immemorial. The reviewer be- 
lieves that it will require more than a reform of Ricardian theory to reach 
the new era of peaceful understanding. It will require the reform of the 
human heart. 
JoHN W, HARRIMAN 
Darimouth College 


Le Développement de la Pensée Economique, By BERTRAND Nocaro, (Paris: 
Lib. Gén. de Droit et de Jurisprudence. 1944. Pp. 345.) 


This book, written in the darkness of the occupation, is symptomatic of the 
old, not of the new, French economic approach. It is perhaps the last of the 
histories of thought published by a member of the school of writers made 
famous by Gide, Rist and Gonnard, Professor Nogaro makes no claim to 
originality and does not specialize in historical background work in which 
Gide and Rist, and more recently, Paul Hugon, a French professor in 
Brazil, excelled. Nogaro presents a chronological survey of outstanding con- 
tributions to economics with particular emphasis on the nineteenth century. 

The book starts with Cantillon, Quesnay and the Physiocrats, Turgot, 
Hume and Condillac, a group of authors who, as Nogaro puts it, studied the 
ensemble of economic organization. This first chapter on the précurseurs is 
clear, precise and makes easy reading. The three chapters following deal with 
the great classics, Adam Smith, J.-B. Say, David Ricardo and John Stuart Mill. 
They are written in the French textbook tradition, presenting collated ex- 
cerpts in digest form, interspersed with comments. 

Chapter 5 on Historism and Realism in the Nineteenth Century includes 
a comparative analysis of Schmoller and Wagner. However, casual reading 
might convey the erroneous impression that Adolf Wagner was a member of 
the historical school, In connection with discussions of the historical approach, 
if not with regard to other features of economic analysis, French economists 
have given rather extensive, though rarely sympathetic, treatment of Karl 
Marx. In this respect Nogaro’s treatise differs from the traditional French 
histories of economic thought. He completely omits the treatment of Marx 
and Marxians. Omission of the more recent writings of Dickinson, Lange 
and Lerner can partly be attributed to a time lag in international intellectual 
osmosis which, however, does not apply to earlier socialist writings. Nogaro 
justifies omission of Marx by stating that dogmatic tendencies are excluded 
from this book. Was it the political condition of the time during which he was 
working on the book which forced this approach upon Nogaro, or does he 
really think that Marx had only dogmatic and no analytical contributions 
to make? In any case, economic analysis of the problems of a collectivist 
system seems to be beyond the pale as far as this author is concerned. 

The chapter on The School of Vienna and Marginalism brings some good, 


1 Elementos de Historia das Doutrinas Econômicas (São Paulo, 1942). 
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although well-known, comments on Menger. It leans particularly on the 
writings of the recently deceased Gaëtan Pirou, author of Les Théories de 
L Equilibre Economique and of L’Utilité Marginale de Menegr à Clark. 

The next chapter is entitled The School of Lausanne and Economic Equi- 
librium, There are generous samples of Léon Walras’s value analysis and there 
is no doubt that Professor Nogaro has given serious attention to this author. 
Pareto is given a prominent place but unfortunately he is primarily described as 
a popularizer of Walras, and not enough credit is given to his creative rôle as a 
successor. The work of Cournot receives even less attention in Nogaro’s work 
than it was given by Gide and Rist. The explanation offered by the author is 
that Cournot had little influence on economists of his time. Since Nogaro does 
not deal with imperfect competition, the rôle of Cournot as a pioneer in the 
study of the theary of monopoly is not given justice, Barone seems to have 
been forgotten altogether and this is another indication of Nogaro’s under- 
estimation of achievements of the Lausanne school beyond the accomplish- 
ments of Walras. 

A chapter on Neo-Classicism is largely devoted to Alfred Marshall and 
to John Bates Clark. There are several quotations and condensations from 
Professor Homan’s Contemporary Economic Thought, particularly in the 
section dealing with Clark. Both Clark and Marshall are treated quite inter- 
estingly, and in the case of Marshall the various intellectual influences and 
cross currents are painted in a few bold strokes. 

The chapter on Tendencies of Contemporary Economic Thought includes 
references to Mitchell and Spiethoff, Veblen and Commons, Simiand and a 
number of other writers. Among the more recent French economists, the pro- 
fessors of the Law School of Paris, Aftalion and Lescure, get their share of 
recognition, while for instance, René Roy, mathematical economist of a 
French engineering school, joins Barone in the ranks of forgotten men. This 
can be understood by Nogaro’s attitude toward mathematical analysis in 
general, 

Nogaro believes that our generation is one of eclectics in the field of eco- 
nomic thought and, indeed, from his perspective, eclecticism is all that can 
be seen, for most of the significant works written since the early thirties are 
not considered. Of Keynes he says only that “He uses with equal mastery 
statistical documentation and deductive reasoning,” a compliment which 
Lord Keynes might have thought too much on one and too little on the other 
hand, Of Hicks, there is no mention, but then, Value and Capital was pub- 
lished in 1939 and because of war conditions, Nogaro may not nave had an 
occasion to see it before his book was printed. 

The last chapter, The Conflict of Methods is a swan song of an spac It 
is a plea for scientific analysis based on logical deduction and empirical in- 
vestigation, but a rejection of abstract models and theories, particularly of 
the mathematical variety. 

Nogaro is: an erudite more than he is an analyst. He has given training 
in classical economics to thousands of students, but some of his pupils went 
abroad and came home with new ideas. His students will challenge Nogaro 


4 ` 


398 THE AMERICAN ECONOMIC REVIEW [JUNE 


as he challenged his elders when he talked to them about the teachings of 
Marshall, Clark and Mitchell. He will find discussions with the new genera- 
tion quite stimulating. The conflict of methods will be evident. 
HENRY SIMON BLOCH 
Washington, D.C. 


Economic Systems; Post-War Planning 


The Great Transformation, By Karr Poranyı. Introduction by ROBERT M. 
Maclver. (New York: Farrar and Rinehart. 1944. Pp. xiii, 305. $3.00.) 


Dr. Polanyi has offered in this work an explanation of the present difficulties 
of Western European civilization. With an historical review that is almost 
wholly confined to England, he finds his answer in an asserted incompati- 
bility between modern industrial society and the instabilities invoked by the 
capitalistic market system. We are in the midst of a conflict between two 
major idea-systems, conscious regulation of economic activity and the principle 
of self-regulating competition, As Polanyi views matters, free competition has 
always been a disorganizing influence, which has consistently invited organ- 
ized interference to protect the very existence of society itself. Our present 
extensive departure (“the great transformation”) from the individualism of 
the nineteenth century was not the result of “. . . some alleged laws of eco- 
nomics such as that of the falling rate of profit or of under-consumption or 
over-production. [That society] .. . disintegrated as the result of .. . the 
measures which society adopted in order not to be, in its turn, annihilated 
by the action of the self-regulating market” (p. 249). Thus the Marxian 
thesis is summarily rejected, although in the spirit of Marx, Polanyi turns 
Professor Schumpeter upside down, since the latter holds that capitalism 
could survive zf freed from “irrational” interferences, while Polanyi finds this 
a formula for destruction. 

Economists, then, should cease to recommend a policy of free markets, 
and should get away from an artificial separation of the economic community 
from the remainder of culture. They should recognize the soundness of the 
efforts of-articulate social groups to protect their positions from the incursions 
of market forces. Society has been “rediscovered,” and those who make 
policies should get away from the notion of autonomous economic laws. 
Society is “complex” and “integrated,” and the very concept of individual 
freedom may well be an illusion. 

We are not told, however, how, in this new view of things, economic 
resources are to be allocated among competing uses. It is implied that the 
state, through the executive power and social legislation, is to control economic 
processes for the protection of “all.” We are encouraged to believe that group 
struggles for economic advantage have their common ground in “social 
protection,” and apparently need give no cause for concern, But the author 
gives us no specific political theory. One can envisage a “broker state” which 
is to distribute “equities” according to relative group power, imposing the 
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results upon an attenuated price and profits system (with the magnificent 
inconsistency that is now helping inflation along in this country?). Or, one 
can contemplate a thoroughgoing political absolutism, modern style, domi- 
nated by the minority representatives of a single group (similarly threatened 
with inflationary destruction of the total plan, and compelled to follow drastic 
authoritarian measures). But such speculation is left to the reader, for after 
furnishing an engaging defense of Interventionism in its many forms, Dr. 
Polanyi comes to no concrete results for present economic policy. Yet from 
the economic side of Interventionism, the solution to the problem of allocation 
and full resource utilization constitutes a major challenge to all partisans 
of increased control. 

We may turn to a more detailed consideration of the argument. The point 
of departure is an evaluation of economic liberalism as a philosophy of social 
change, The proponents of this doctrine took it for an automatic principle, 
indispensable to a stable social order. The principle of competition as an 
ordering force had its inception, it may be noted, in the effort beginning with 
Hobbes in the seventeenth century to construct a social physics of the indi- 
vidual units of “human nature,” which were taken to move according to 
simple mechanical laws, discoverable by reason. A century later, Smith and 
Quesnay had constructed a complete theoretical depiction of the natural 
order which would emerge from the free play of economic individuals in 
motion, 

In this manner the individual became the primary conceptual unit in a 
theory of social policy. Sanction in turn was provided for a dual attack upon 
feudal and mercantile practices, and for a policy of laissez-faire. The nine- 
teenth century was the high period for this system. Since 1914 these ideas 
have been obsolete, in the opinion of the author, and must give way to in- 
creased control. Any effort to sustain the free market economy is, in con- 
sequence, hopelessly utopian, since it represents an intellectual response to 
historical conditions no longer in existence, Society cannot, in these times, 
withstand the disintegrating atomization essential to letting individuals freely 
pursue their own interests. 

This “social atomization” implicit to laissez-faire from the beginning in- 
volved the denial and destruction of society itself, It was in no sense the 
natural outcome of an ineluctable principle of truck, barter and exchange; it 
had to be imposed, by the destruction of existing social arrangements. Thus 
the commercialization of agriculture required the deliberate destruction of 
the medieval village community, and the whole feudal apparatus for controlling 
the unstabilizing effects of changes in long-distance trade. Even the Mer- 
cantilists aimed to protect the community and its established social groups 
from the disorganizing impacts of the free market. The conversion of human 
labor to the status of an economic commodity, initiated with the Act of Settle- 
ment in 1795, was checked by the Speenhamland poor relief system until 1834. 
In short, the introduction of economic liberalism was never a “natural develop- 
ment,” but part of a conscios program which throughout met with opposi- 
tion expressed in measures of social protection, 

Latssez-faire involved intervention. It offered an enticing argument, by 
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geometrical demonstration, for social order. Actually, it created disorder. Re- 
sistance to the free market system was the response, to preserve order. This 
is true, the author finds, of the feudal regulations, the mercantile system, and 
the Speenhamland policy. It is also true of the “protective” efforts of interest 
groups down to the present time. Resistance to change has always been more 
natural to men than any impulse for free trade. 

The repeal of the Speenhamland law in 1834 gave England free wage labor, 
by a measure whose “ruthless scientific cruelty” derived its intellectual justifi- 
cation from the classical political economy, The author is thus drawn to a re- 
éxamination of the conceptual foundations of economic liberalism. 

At the end of the eighteenth century, Godwin had attributed poverty to 
‘Imperfect social institutions. Man himself was perfectible; all that was needed 
was to reconstruct society according to the principles of reason. As is already 
well known, this furnishes Malthus with the inspiration for his doctrine of 
population. Hunger alone could goad the poor to work, for men were beasts 
who would naturally reproduce their kind faster than food supply could in- 
crease. Nature ordained a balance of forces, physiological and environmental, 
in this zodlogical determinism. The concept, in turn, of struggle for existence, 
later entered biological thought in the work of Charles Darwin. ; 

Ricardo built his own conceptual structure with these materials, He re- 
affirmed the artificial distinction between the economic and the social order. 
The economy had its own autonomous laws; they were independent, in the 
long run, of political action, and in the large were a part of the very order 
of nature itself. Only work and production could ameliorate poverty, and 
work required the spur of hunger. So emerged the basis for an attack on the 
poor relief policy. 

The explanation for this wrong-headed doctrine is to be found, Polanyi 
believes, in the notion of “human nature.” Men were taken to be individual 
economic atoms, driven by self-interest; under competition they serve society, 
and a harmonious social order is the logically necessary result. Mandeville 
foresaw the essentials of the argument in 1709. As a matter of policy, what 
was required was the elimination of interferences with free exchange, in all 
markets, The aim was the complete mobility of economic resources, irrespec- 
tive of social costs, All of the theorems of this social “geometry” flow back to 
the principle of human nature. 

But when Polanyi considers the data of history and the findings of cul- 
tural anthropology, he is convinced that the classical belief in an abstract 
human nature and its derivative institutional nexus is quite without founda- 
tion, Man actually prefers the stability of existing institutional arrangements, 
as the lengthy history of measures of social protection clearly shows. For 
most cultures, economic activity is not induced by an acquisitive “instinct.” 
And save for the nineteenth century, economic activity is not conventionally 
separated in fact from the remainder of human activities. On the contrary,- 
the procurement of economic commodities, with the exception of the market 
economies of private capitalism, traditionally has been organized under the 
social principles of reciprocity (mutual exchange between specialized groups), 
or redistribution (allocation of surpluses by an accepted authority), or 
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householding (direct production for use). Only under industrial capitalism 
has the principle of private gain-seeking been utilized as a means for the 
solution of the economic problem. This ignores, it may be mentioned, the 
indispensable activities of the trading class of the ancient Mediterranean 
world. 

In his critique of classical economic theory, it will be observed that the 
author has revived Veblen’s technique of “inverse normalization.” The acquisi- 
tive principle is not normal; the free market is not normal; and the “‘police- 
man” state is not normal, Each was the artificial result of deliberate inter- 
vention. And the resistances to the policy (“frictions”) are normal; they 
express man’s natural resistance to the disorganizing effects of the free 
market. 

Now in conjunction with this critique, it may be remarked, although the 
matter is not developed by Polanyi, that the attempt to explain the behavior 
of men by reference to an ultimate set of constants designated as human 
nature had its inception in the seventeenth century, in the work of Grotius 
and Hobbes. Under the influence of the mechanical physics of Kepler and 
Galileo, the attempt was made to reduce human behavior, by analysis, to 
its simplest elements, the “laws of human motion.” From these axioms, a 
deductive synthesis could then be built up by syllogistic reasoning, to yield a 
theory of the state, society and the social order. For Hobbes, the basic “law” 
is self-preservation, from which he derived a theory of political absolutism. 
For Adam Smith, a little over a century later, the basic principle is rational 
self-interest, from which he derived the logical necessity for the liberal state 
and the institutions of the free competitive market. These rules of social 
life were true for all time, universal in application, because their underlying 
premises were intuitively true to human reason. The science of man was placed 
on a footing with the timeless laws of mechanical physics. 

In rejecting this concept of human nature, Polanyi offers us another: that 
man naturally resists change and prefers the stability of existing ways of 
life. But whether one argues that man naturally acts in self-interest or that 
he naturally acts to maintain his status in a social system, the assumption is 
retained that there is a datum to history, human nature. And if one takes 
Polanyi’s definition of the datum, he is once obliged to explain the manifold 
changes which have occurred to the institutions of a particular people in his- 
torical time, and at the same time to account for the impressive variety in 
social institutions which becomes obvious when the cultures of different 
peoples are compared, Neither the historical innovations in culture nor the 
differences in culture can be accounted for by reference to abstract and time- 
less constants, And this is to say nothing of the difficulty, in the light of 
recent investigations, of defining “the nature of human nature” itself. 
Psychologists have found it increasingly difficult to analyze out learned 
traits in order to obtain a residuum of “innate” tendencies. About all that can 
be said is that the formerly impressive apparatus of “propensities,” “instincts,” 
and “drives” has quite disintegrated as a means for the explanation of the 
behavior of men in actual historical situations. 

It may be contended, therefore, that uniformities in human behavior can 
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only be discovered by the study of the actual behavior of men in historical 
time, and not by the traditional procedure of “peeling away” learned traits, by 
abstraction, in order to find simple principles intuitively known to be true 
constants. Only in this way can empirical knowledge be gained of modalities 
(institutional resistances to change) and of the conditions of innovation in 
institutions. These observations are equally applicable to Dr. Polanyi and 
Adam Smith, 

The upshot of Polanyi’s inverse normalization is to turn the classical con- 
structs upside down. The result is a new concept of economic and social 
rationality. It is rational for the state to intervene in every department of the 
individual’s life. It is rational for men to ally themselves with “like members” 
in groups, and through such groups to press for exclusive advantages. As 
Veblen would have said, “This is as it should be.” On the other hand, it is 
irrational to recommend free markets, free private enterprise—the “simple 
and obvious system of natural liberty.” Such views can only rest upon the 
denial of the reality of society itself. 

In this manner, classical English liberalism gives way to a continental 
theory of Statecraft and an accompanying sociological doctrine. Viewed in 
the large, the conflict between these two modes of thought acutely expresses 
the division in ideas which now prevails in the United States, in the conflict 
over the relation of the state to economic life. It may be remarked in passing 
that the ideas of Interventionism were introduced to the social disciplines 
in the United States largely by scholars who undertook their graduate studies 
in Germany, in the second half of the nineteenth century. 

Having rejected the classical system of thought, Dr. Polanyi finds himself 
obliged to account for its favorable reception and undoubted success in the 
nineteenth century. Once more the discussion is confined largely to England, 
possibly because laissez-faire never enjoyed equivalent acceptance in Ger- 
many and other parts of the Continent. The author views the eighty years 
which followed 1834 as a period of peace, expanding markets, active capital 
accumulation, and a rising standard of life. He accounts for these matters by 
contending that there then obtained a unique combination of historical cir- 
cumstances: the self-regulating market, the gold standard, the laissez-faire 
state, and above all the peace interest of an expanding business civilization. 
The practical pacifism of business was given political expression by Metter- 
nich’s arrangements in 1820, and by the later Concert of Europe, Lenin to the 
contrary, capital was bound to lose in a general war in Europe, and so confined 
major military operations to the conquest of colonial areas. 

Why, then, did 1914 occur? Because, it is asserted, colonial rivalries in- 
tensified after 1900, dividing Europe into armed camps. In addition, further 
interventions into the market process rendered the system increasingly un- 
workable. Among these influences are mentioned tariffs, trade unionism, 
social legislation, monetary experiments, and monopoly groupings of business 
interests. Intervention tends to become cumulative, as the older free system 
bogs down in increased difficulties; hence the period from 1914 has involved 
the half-conscious “great transformation” of liberal society. 

The persistence of the classical doctrines, as a theory of policy, in the 
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disorganized twenties and thirties, rendered a frank facing of the actual 
difficulties impossible, and left governments with inconsistent and badly 
formulated programs. In this context of intellectual confusion and continuing 
disorder, fascism became possible, the author says, as a spurious doctrine of 
order and stability. On the other hand, the classical liberals continued to give 
utterance, like the Scholastics of another age, to sterile but dogmatic formulas. 
Each new piece of intervention was interpreted as part of a grand collectivist 
conspiracy. Yet, Polanyi believes, interventions by the state or directly by 
private groups seeking special protections have never proceeded from a com- 
mon ideology. They are to be interpreted as pragmatic responses to particular: 
historical situations (the doctrine that ideas are plans of action formulated 
solely as responses to given stimuli, a quite erroneous view in the opinion of 
the reviewer). The classical liberals have always erred in railing against an 
imagined conspiracy of agrarians, protectionist manufacturers and trade 
unionists. So too have the Marxists made the mistake of identifying measures 
of intervention with the promotion of the interests of the dominant class. 
Acually, Polanyi contends, classes are not primarily economic but social. 
They are themselves the derivative products of a social structure which under- 
goes historical changes, Classes may be the carriers of such processes of 
change, but they are not causal factors in history. 

Both the classical liberals and the (classical) Marxists wrongly, Polanyi 
argues, look askance at most of the activities of groups and classes. Such 
ideologues proceed from a selfish theory of human nature, are inclined to view 
special protective measures as irrational in the large, and are unable to recog- 
nize that groups and classes can and do take a “community view.” 

Perhaps they do, in some cases, and the author has at least given such 
activities a rather neat sociological justification which in some respects consti- 
tutes an improvement upon Machiavelli’s selfish theory of human nature. 
But Machiavelli also studied history and his conclusions arose more from 
describing men as he actually found them (and not idealizing them) than 
from a conscious effort to “de-spiritualize” human beings, The present diffi- 
culties, in reconciling interest-groupings with the “community interest” in 
stabilizing the price system, hardly lends comfort to an unrestrained optimism 
of the sort Polanyi conveys. 

Criticism of a book of this character must necessarily be limited. The work 
offers an interesting interpretation of the economic history of England and 
an intriguing critique of classical economic liberalism. As a contribution to the 
problems of economic policy in the present and for the calculable future, it 
offers scarcely more than an appeal for tolerance toward interventionism, and 
a disparagement of objections to such policies where founded upon liberal 
coricepts of the state or consideration of the economics of relative cost and 
substitution. | 

The aim, apparently, is to restate the case for intervention in order to make 
professionals more receptive to the economic actions of autonomous economic 
groups and the political state. This suggests that a stable social order can 
only come from more intervention, and that it must come with such inter- 
vention. Now this is an assumption which can be made, and with force; but 
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it remains an hypothesis. The history of countless states and their failures 
in the past offers no more warrant for optimism in this quarter than for the 
confident naturalism of the Classical School. Until we know more about the 
factors in historical changes, we shall remain in the dark, with either policy. 

In his denial of the possibility of making the classical separation between 
the economic and the social order, the author accomplishes a shift of emphasis 
which serves the dual purpose of an attack on economic liberalism and a de- 
fense of intervention in its manifold forms. It should be pointed out, how- 
ever, that the Classical School itself was genuinely devoted to the mainte- 
nance of the social institutions to which it was devoted. Social stability in 
some context is the actual objective of all schools in the social sciences, not- 
withstanding verbal enthusiasm for Progress. And this objective is a response 
to the very real yearnings of Western man himself. 

On the other hand, when the problem of policy is limited to this concep- 
tion, sight is lost of the economic side of the matter. There zs a problem 
of resource allocation and there is a problem of resource utilization. The solu- 
tion which one recommends for these complex problems of a collective eco- 
nomic existence will determine, if it does not proceed from, the scheme of 
social and political institutions which the policy-maker wishes to make perma- 
nent. This is not to say that society is “nothing but” a scheme for efficient 
economic production. We suffer from an excess of such implicit theorizing 
today. But it is to contend that the economic side of the matter is not to be 
dismissed as an obsolete remnant of classical doctrine. As a matter of fact, 
the enthusiasm of the author for groups, the state, and intervention in general 
might well be tempered with a consideration of the economic factor. 

Another consequence of Polanyi’s position is the suggestion that freedom 
may be an illusion, that increased “integration” of man in “society” Is in 
prospect, and that freedom may be a temptation to destroy society itself. 
These rather vague generalizations can provide justification for virtually any 
brand of political absolutism. Nor has the author considered that if unlimited 
“sovereignty” is to be conferred upon private economic groups to pursue 
(their) “social protection,” the result can well be a condition of disorder 
which directly invites a totalitarian state. In the first place, the democratic 
theory rests upon the sound premise that minority groups have obligations 
and responsibilities to the majority, as well as rights for the orderly pursuit 
of private advantages. In the second place, consideration ought to be given, 
in a book of this character, to the assumptions and implications of political 
totalitaranism. Unless history is viewed as necessary grinding out an inexorable 
trend, men do have a choice in these matters. The civilization of Western 
Europe involves more than a system of impersonal markets, What are the 
effects upon the life of the single individual and his social existence if the 
state is given complete centralized power to make economic decisions? The. 
principles in the American Bill of Rights involve something else than a 
guarantee of free private enterprise. What happens to these principles when 
a small group is entrusted, in its wisdom and without responsibility to a free 
ballot, to control change and to administer social order by the police power? 
These are more than matters of the free exercise of the acquisitive principle, 
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and they are more tangible than an “illusion” when one compares the politi- 
cal experiments of the past thirty years. 

A final observation may be made about the author’s interpretation of the 
nineteenth century. Stress is placed upon the driving stimulus of the free 
market. Matters would, in my judgment, have been made more concrete 
by reference to the secular stimulus of a high rate of capital formation. 
Traditionally, this has been the driving force of the capitalistic system, off- 
setting over the long run the over-savings tendency. The explanation of the 
phenomenal capital development of the nineteenth century is to be found 
in an interdependent combination of four stimuli: territorial growth, the 
discovery and utilization of new natural resources, the increase of population 
(about 2.5 times in Europe from 1800 to 1914), and technological change. 
This lay back of the successful filling of the vents offered by free markets. 

The book is excellent in its examination of the classical doctrines and in the 
author’s assessment of the historical significance of Speenhamland. It offers 
an engaging reinterpretation of Interventionism, and an admirably sympa- 
thetic effort to evaluate past measures of social protection that economists 
have been too ready to dismiss on highly theoretical grounds. For these 
reasons, the book should be given an important place in the reading of all 
students of policy problems. 


GrorcEe H. HILDEBRAND, JR. 
University of Texas 


Planning for Jobs. Edited by Lyte Frrcu and Horace Taytor. (Philadel- 
phia: Blakiston. 1946, Pp. x, 463. $3.75.) 


In’ the years immediately preceding World War II, it was becoming in- 
creasingly clear that a radical reordering of the workings of our economy was 
necessary if we were finally to pull out of the chronic depression then 
plaguing this country, and if we were to avoid falling into such a depression 
in the future. Over a period of well-nigh ten-years we had tried now this 
and now that measure to raise production and employment to normal levels, 
only to slide back into the quicksand of a new depression. We were obviously 
failing to get down to root causes. 

The demands of war gave rise to full capacity production and full employ- 
ment, but quite clearly did not eliminate the problem left unsolved when the 
war began. When peace came, the country would still need to find an answer, 
to the question of how to operate the economy so as to provide continuous 
péacetime employment for all Americans able and willing to work for a living. 

In the winter of 1943-1944, this question was dramatically put before the 
American public when the Pabst Brewing Company offered $50,000 in prizes 
for the seventeen “best and most practical solutions to the broad problems 
of postwar employment in the United States.” The contest aroused nation- 
wide interest. Nearly 36,000 Americans submitted plans. Men and women of 
all walks of life, including about 5,000 from the armed forces, participated. 

The great variety of American thinking on so vital a question as post-war 
employment, which this nation-wide response undoubtedly reflected, was not. 
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however, made available to the public at the time. Only the 17 winning plans 
were published? and none of the supporting material. 

The volume under review aims to fill that gap. Professors Fitch and Taylor 
have edited and annotated approximately 200 of the proposals, selected to 
represent as many points of view as possible, “especially in the case of con- 
troversial questions.” The excerpts included in the publication were taken 
from both plans and supporting materials of over 160 entrants, including seven 
of the prize winners. The editors have thus enabled us to examine and 
evaluate not only considerable amounts of supporting material, none of which 
was published before, but also a much larger sample of the plans. 

In addition to these excerpts, the editors present a tabulation of the opinions 
of over 9,000 of the contestants on a number of selected aspects of the em- 
ployment questions. 

As would be expected, the variety and diversity of the proposals are almost 
bewildering. They run the gamut from the highly ingenious and complex 
plan of a Washington, D.C., economist to maintain full employment through 
a system of forward agreements between government and prospective purchas- 
ers, and the simple, unicellular proposal of a Manpower Commission director 
from Nebraska for weed eradication, as a way out of depressions. If it were 
not for the logical grouping of the selections by the editors, and their terse 
and lucid summations and annotations, it would not be possible to see the 
forest for the trees. With the editors as expert guides, one emerges with a 
more or less clearly defined pattern of American thinking on the question 
of post-war employment, as it was put down on paper in the Winter of 
1943-44, 

© In general, the 200 proposals reproduced here do not differ greatly from the 
proposals of the 17 winning essays. Essentially, they merely constitute a larger 
variety of themes which derive from three basic assumptions that run through 
all the 36,000 plans, the 17 included.? All but a few of the authors who ex- 
pressed themselves clearly on the subject would have government lead us out 
of depressions and create conditions for full employment. Of those who look 
to the government as that instrumentality, the majority would have it 
exercise these functions through its taxing power or through investment aids 
and monetary reforms. A basic assumption running through all the plans is 
that “practical solutions” of the unemployment problem can be effected within 
the framework of an economic system of free private enterprise without 
seriously compromising existing prerogatives which are exercised in the con- 
trol of that system. 

The result, in general, is a superficial evaluation of the causes of economic 
crises and of possible measures for their eradication. Most of the plans, at 
best, are ameliorative, rather than preventive. Many become seriously in- 
volved in self-contradiction, and still others would lead to the perpetuation, 
if not the aggravation, of the causes that make for crises, 


*They were published in the Summer of 1944 by the Pabst Brewing Company as a 
pamphlet entitled, The Winning Plans in the Pabst Postwar Employment Awards. 

1 An excellent summary of the 17 winning essays was published in the American Eco- 
nomic Review by E. B. Smulyan in March, 1945. (See Volume XXXV, No. 1, pp. 120-127.) 
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Most of the authors who expect the government to save us from our folly 
seem to conceive of government as some kind of supernational being, possess- 
ing unique powers and qualities to sustain the economy—rather than as one of 
the many institutions created by the economy, and living within and sus- 
tained by it. For government to be able to exercise powers toward eliminating 
depression unemployment, the economy itself must first be so reoriented 
that depressions become impossible. Without provision for such reorienta- 
tion, the plans remain sterile, can do no more than attack symptoms, and 
create a deus ex machina to do the attacking. 

A few of the plans, the reviewer’s among them, go so far as proposing a 
rechannelizing of the nation’s income, so that less would flow into savings 
and more into consumer purchasing power, as a means of assuring full peace- 
time employment. That would be accomplished through reducing taxes on 
consumption and increasing taxes on personal income, and/or through in- 
creasing wages and lowering prices commensurate with increased produc- 
tivity of industry. Some of these plans would vary the tax burdens between 
different income classes as required by the swings of the business cycle. 

But most of the authors deny the need of any basic changes in the 
economy and many assume the certainty of peacetime full employment if 
only the government “create a favorable environment” for business (a new 
catchword in economic theory). By “favorable environment,” or favorable 
business “climate” as some prefer to phrase the new slogan, they mean that 
the government provide “incentives” to business and remove its “restraints.” 
Among specific “incentives,” they would have the government reduce the 
corporation income tax, lower tax rates on the higher income brackets, abolish 
the excess profits tax—just as it was before we were catapulted into the abyss 
in 1929-32. 

Implicit in most of the plans, but explicit in quite a few, is the acceptance 
of the inevitability of business cycles. When the depression comes, these 
authors seem to say, do this or do that to ameliorate its effects. The Wash- 
ington, D.C., economist? who: proposes to stabilize business through the plan 
involving a system of forward agreements with prospective purchasers, in- 
cludes a provision for “Slack Period Reserve Agreements.” It is even more 
explicitly stated in the very comprehensive plan of a Princeton University 
economist which provides for both monetary stabilization and guaranteed 
markets for industrial output as a means of assuring post-war employment. 
“Whenever depression threatened,” he states, “there would be a ready 
market.” And again, “on the appearance of the depression the Corporation 
will take over. . . . The Corporation’s purchases are conditional on the 
undertaking of the manufacturer to repossess the goods, as soon as private 
demand revives, ...” (All italics are the reviewer’s.) 

The attempt to find ways of controlling the business cycle, yet operate 
within it, leads many of the authors into curious culs-de-sac. An economics 
professor from Washington, D.C., in a “‘one-sentence” plan would have 
“Uncle Sam” buy up all consumer goods which the normal market will not 


? This is the manner in which the editors identify the authors of the excerpts cited; an 
appendix lists their names. 
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absorb, and dispose of the surplus “by holding it as a temporary stockpile... 
or by distributing it to domestic welfare agencies for sale at a discount; or 
by selling it to foreign governments; or for that matter, by giving it to the 
Chinese as a means of advertising American goods”! It never seems to occur 
to the author that his surplus disposal schemes would undermine the very 
market his plan aimed to sustain. And “Uncle Sam” would be left holding 
the bag. 

The essays were short essays and one could not, therefore, reasonably 
expect that the authors could give a complete or rounded view of their 
thought. The impression left in the mind is not, however, a very satisfactory 
one. It reminds one a little too much of the six blind men of Indostan who 
went to “see” an elephant. 

Josera M, GILLMAN 

Washington, D.C. 


Problems of the Postwar World. Edited by Tuomas T. C. McCormick, (New 
York: McGraw-Hill. 1945. Pp. vili, 526. $3.75.) 


Most of the contributors to this symposium are faculty members of the 
Division of Social Studies, University of Wisconsin. The volume thus repre- 
sents the thinking on post-war problems by a substantial number of the social 
scientists at one of our better known universities, The book, which is di- 
vided into three parts, covers a wide range of broad subjects in the general 
fields of economics, government, and international relations. It is addressed 
to the “educated and thoughtful layman.” 

Part I is entitled Economic Policy. Walter A. Morton’s paper on Income 
and Employment discusses, in the space of thirty pages, reconversion, income 
and employment levels, causes of fluctuations, consumption, savings, private 
and public investment, monopoly and price policy, the national debt, fiscal 
policy and full employment, and economic maturity or excessive savings. 
Perhaps because of the numerous topics covered in so short a space the 
chapter presents little description, explanation or analysis. It lacks integra- 
tion and is replete with unsupported generalized conclusions. This essay will 
contribute little to the layman’s understanding of the problem, Selig Perl- 
man’s and William H. Knowles’s chapter on American Unionism in the Post- 
war World is also disappointing. It is questionable whether this contribu- 
tion will aid the layman in understanding labor problems or assist him in 
evaluating and selecting sound labor policies or electing public officials who 
will resolve labor problems most satisfactorily. The reader is entitled to expect 
a far more enlightening discussion from one of the nation’s outstanding ` 
authorities on this subject. 

Elizabeth Brandeis has contributed a refreshing and provocative paper on 
social security. Whether or not one endorses the author’s approval of the 
“Wisconsin Plan” and “merit rating,” one must respect her originality of ideas 
and clear, logical and objective presentation. Asher Hobson has written a 
creditable chapter on post-war problems and planning in agriculture. The 
author has Included considerable historical and some analytical material on 
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government participation in agricultural affairs, In a chapter on post-war 
problems and policies much of the historical information might preferably 
have been omitted and the space devoted to current agricultural questions 
and suggested solutions, __ 

. Harold M. Groves’s chapter on Taxation After the War is primarily a 
condensation of Production, Jobs and Taxes, which he prepared for the Com- 
mittee for Economic Development, and Federal, State and Local Government 
Fiscal Relations (S. Doc. No. 93, 1943) in the preparation of which he 
was Chief of Staff. Paul T. Ellsworth has done a workmanlike job on the 
Bases of Economic Foreign Policy, The many interdependent problems are 
clearly stated, the space allowed each is well balanced, and the reasoning is 
cogent. 

Part II is entitled Government and Society. In the paper on the Plan- 
ning Process in Government, John M. Gaus discusses the meaning, difficulty, 
and importance of planning. He defines planning as “a process of preparing 
wiser decisions.” David Fellman, writing on Post-war American Federalism 
points out that the relationship between the federal and state governments is 
an integral part of our constitutional system; and the problems growing out 
of it cannot be settled with finality because economic and political develop- 
ment continuously create new sets of issues. Lorentz H. Adolfson discusses 
problems, trends, and the future of local government. In a paper on Post-war 
Education, Matthew H, Willing describes pre-war trends in education and 
the effect of the war upon the schools, He concludes with a discussion on 
education in the post-war period in which he predicts a great demand for 
economic, scientific and technical training. There is little or no discussion of 
adult education or school finance. The editor of the volume, Thomas T. C. 
McCormick, is also the author of a thoughtful chapter on the Negro. Impor- 
tant as this subject is, its inclusion with essays on planning, government and 
education seems out of place, Since the plan of the volume is to cover a wide 
range of problems, it might have been desirable to have included at this point 
a few papers on important “war-created” problems; e.g., price control, hous- 
ing and veteran benefits, which continue in the post-war period. 

Part ILI deals with International Relations. Harold W. Stoke contributes 
a challenging paper on the New Nationalism in which he maintains that the 
interests and forces making for strong national states overwhelm the interests 
and forces making for collective security. For this reason and in order for this 
government to fulfill its commitments the author advocates the maintenance 
of a large peacetime military and naval force and the conservation of our 
natural resources. Pitman B. Potter’s provocative article on The League, 
a League, or What? indicates certain essentials necessary for the effective inter- 
national coöperation. He believes that the failure of the League of Nations 
was due chiefly to its members’ failure to make use of it. He concludes with 
a convincing plea for an effective world organization. 

The remaining papers, which are not of primary concern to economists, 
may be merely listed: American-British Relations by H. Donaldson Jordon; 
Russian-American Relations by Selig Perlman; The Peoples of Germany by 
Howard Becker; Germany on the Eve of Occupation by Hans H. Gerth; The 
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United States and the Far East After the War by Frederic A. Ogg; The 
Pattern of Postwar Pan-America by Russell H. Fitzgibbon; and Canada: 
Good Neighbor to the North by H. Gordon Skilling. 

The reviewer concurs with the obvious belief of the editor and the con- 
tributors that, in order for democracy to function effectively, intelligent and 
thoughtful laymen should be informed on current problems.- A vehicle for 
attaining this end is the symposium. In order for the symposium method to 
be effective, however, at least two criteria should be met: (1) it should be 
limited to one field or, at the most, a few closely related fields, and (2) the 
editor should integrate the contributions. The present volume fails to meet 
either criterion. 

: DONALD SHAM 

Washington, D.C. 


Statistical Methods; Econometrics; Economic 
Mathematics; Accounting 


Monthly Digest of Statistics, No. 1 (January 1946). Compiled by the Central 
Statistical Office, United Kingdom, (London: His Majesty’s Stationery 
Office. 1946. 2s 6d net. Annual Subscription £1 12s 6d net, including 
postage.) 

Definition of Items and Units in the Monthly Digest of Statistics. Prepared 
by the Central Statistical Office, United Kingdom. (London: His Maj- 
esty’s Stationery Office. 1946, 6d.) 

This newly published bulletin of 108 tables contains statistical series 
which before the war either were not available or were not brought together 
in a single publication and which during the war were available only in the 
secret Statistical Digest, Series B. Many of the series are given in less detail 
than in other publications, particularly the Boerd of Trade Journal, the 
Ministry of Labour Gazette, and the Trade Accounts, but in general further 
statistical reference to such publications will be unnecessary in the future. 
Most of the series in this first issue, which was released early in February, 
1946, run through November, 1945, and some series are complete for 1945. 

The most notable additions are series, recently compiled by the Ministry 
of Labor and National Service, showing the distribution of total manpower 
in Great Britain, the average weekly earnings in certain industries, and the 
average weekly hours worked. The working population in November, 1945, 
is shown as 21,134,000, compared with the latest revised figure for June, 
1939, of 19,750,000. Actually these figures are not for “total manpower” 
since they exclude male workers over 64, female workers over 59, and private 
domestic servants of all ages. (Workers in Northern Ireland are excluded 
by definition.) Women in part-time paid employment, estimated at 730,000 - 
in September, 1945, are counted as 365,000. By November, 1945, about 
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40 per cent of the 2,160,000 women who had joined the labor force between 
June, 1939, and June, 1943, had retired. It is likely that the labor force 
will be further reduced by about 1,000,000 during the next year as more 
women drop out and fewer youngsters seek work after the school-leaving age 
is raised to 15 in April, 1947. If further account is taken of the past transfer 
of workers from unrecorded private domestic employment to recorded other 
employment, it is apparent that the working population in June, 1947, will be 
very little different from that in June, 1939. Moreover, the employed civilian 
labor force is also likely to be about the same since the increase in the armed 
forces compared with 1939 will be about equal to the decrease in unemploy- 
ment. 

The average weekly hours worked in October, 1938, were 47.7 for men 
aged 21 and over; in July, 1943, 52.9; in January, 1945, 49.4. It is probable 
that the work week will be further reduced by mid-1947 to the pre-war level, 
if it has not already been so reduced. Thus, the total hours of civilian work in 
Britain in 1947 will be very much the same as immediately before the war. 
Weekly earnings, based on returns covering nearly 6 million employees, are 
shown to have increased 76 per cent between October, 1938, and January, 
1946, 

By paging through this rich compilation of statistical data, one can learn 

more in an hour about the pattern of the British economy and the recent 
changes, than it is possible to learn from reams of descriptive material. The 
figures are engrossing, They reflect not only industrial effort but also changes 
in consumption, the extent of crowding in public conveyances, and the 
degree of “make do.” The average Britisher aged 16 and over drank 31 
gallons of beer in 1944, compared with 24 in 1938, but the total alcoholic 
content was less; the consumption of spirits declined 15-20 per cent, and the 
consumption of tobacco per person rose about 15 per cent. The consumption 
of newsprint fell 80 per cent between 1938 and 1942. Of the 31.7 million acres 
of agricultural land, 12.9 million were cultivated in 1938 and 18.8 million were 
in permanent grass; in 1945, 19.2 million were cultivated and only 11.8 million 
were in permanent grass. The number of cattle increased 6 or 7 per cent, 
whereas the number of sheep, pigs, and poultry declined markedly during the 
war, 
The monthly figures for 1946 will show the pattern and pace of reconversion. 
More data are now available on building activity, coal mining, exports, etc., 
than were heretofore available and these data will be the subject of monthly 
comment in Parliament and in the press. 

The principal gaps in British statistics, which one wishes could be filled, are 
a series showing monthly income payments and an index of over-all productive 
activity. Perhaps even more basic is the need for data on capital expenditures. 

It is to be hoped that publication of the Board of Trade’s Statistical 
Abstract, suspended since 1938, will soon be resumed, as a supplement to the 
Monthly Digest of Statistics. 

Pamir S. BROWN 

Washington, D.C. 
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Business Cycles and Fluctuations 


Financing Full Employment. By Joun Purr WERNETTE, (Cambridge: 
Harvard Univ. Press, 1945. Pp, 126. $2.00.) 


Looking beyond the current reconversion and “catching-up” phase to that 
longer period when our central economic problem will again be that of main- 
taining an adequate demand for output, this little book presents “a positive 
program to achieve full employment and prosperity with a minimum of 
government regulation.” Wernette wants to preserve the system of free 
enterprise and to avoid a government-controlled economy. He insists, how- 
ever, that these objectives can not be attained in the absence of positive govern- 
ment actions to maintain the effective demand for output at such a level as to 
make full employment profitable. “The entire purpose of the program is to 
keep private enterprise from collapsing in some great future depression; to 
keep private enterprise alive by underwriting a big market for the goods and 
services which private business can produce” (p. 10). 

To accomplish this purpose, the government will have to incur deficits dur- 
ing slack periods, and deficits will probably show a secular tendency to exceed 
surpluses. Wernette favors deficits whenever they are necessary to stimulate 
employment, but he is opposed to financing them by enlarging the national 
debt, for he considers the national debt to be a real burden in the sense that it 
discourages employment. In the first place, a huge debt is a “psychological” 
deterrent to enterprise; “, . , most persons seem to believe that it is a burden, 
and they worry about it” (p. 14). In the second place, the collection of taxes 
for servicing the debt discourages investment and employment. For these 
reasons, he would reduce rather than increase the national debt, and would 
finance deficits incurred to stimulate employment through the issue of new 
money. “The basic fiscal policy is sound; but the deficits should not be 
financed by increasing the debt (which is a burden) but by creating new 
money (which would be a stimulating factor)” (p. 16), Essentially, therefore, 
this program would maintain full employment through appropriate monetary 
management, 

Wernette rejects the traditional “gold and banking” monetary system as a 
vehicle for management, pointing out that it has not in the past succeeded in 
adjusting money supplies to the requirements of full employment and that 
there is little reason to expect greater success from it in the future. He would 
replace it with a fully-managed monetary system, which he calls the Full 
Employment Standard. The managing body would be a newly created Federal 
stabilization Board, which “would be a kind of outgrowth and magnification of 
the present Federal Reserve Board of Governors. It would take over the 
powers and duties of the Reserve Board, and acquire some new ones. The 
Board would be assisted by a Federal Stabilization Advisory Committee, 
composed of representatives of the executive and legislative branches of the 
government” (p. 30). 

The guiding principle of the Full Employment Standard is indicated by its 
name, Abandoning all reference to gold or silver, the FSB would issue or 
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withdraw money in the quantities necessary to maintain full and stable em- 
ployment, “The technical apparatus for creating and paying out the money 
increments would be simple. The Board would create monetary certificates and 
deposit them in the Federal Reserve Banks for the account of the United 
States Treasury. These amounts would be added to whatever deposit credit the 
Treasury had at the moment. The Treasury would not differentiate between 
the dollars added to its bank accounts and those obtained from any other 
source; but would merely draw checks in the usual fashion” (p. 68), It 
would spend the newly-created ‘money into circulation (1) to meet deficits 
caused automatically by any slump in tax base; (2) to finance public works, 
and (3) to retire debt. Necessary reductions of the money supply would 
be effected through Treasury surpluses and the usual instruments of credit 
control, Wernette appears ‘to be less certain as to whether 100 per cent 
reserve banks should be substituted for the existing fractional reserve sys- 
tem. However, after admitting that the operation of the Full Employment 
Standard would be complicated somewhat by fractional reserve banking, he 
concludes that, “for the present, at least, it would be unwise to-adopt the 100 
per cent bank reserve plan. Let the banks continue to operate just as they have 
in the past” (p. 76). 

Though the Full Employment Standard is the mainstay of Wernette’s 
program, he does not consider it a cure-all, and calls upon government, busi- 
ness and labor for appropriate supplementary policies, 

One of the most interesting features of this book is its author’s optimism 
for America if full employment is maintained. He believes that with sustained 
prosperity our population, wealth and income will rise to such levels that by 
1980 a money supply of 363 billion dollars will be required to maintain a 
price level approximating that of 1940. Thus, the government will have to 
issue large amounts of new money during future periods to prevent deflation. 
This is not true, of course, of the present period, _ 

Wernette’s primary purpose in this book was not to enter into an elaborate, 
analysis of business cycles, but to present in popular style a program for 
action together with the principal reasons for it. In this he has been very 
successful. The style is simple and clear, and the book: is interesting through- 
out. The reasoning behind the plan is essentially sound, Certainly monetary 
management has never had an adequate trial; we have been too much 
obsessed with questions of gold and silver and other monetary forms. It seems 
. high time that we relegated these forms to a secondary position and con- 
centrated our efforts on attaining what should be the prime objective of 
monetary policy—the maintenance of an appropriate flow of money spendings. 
It would indeed be a tragedy if we dismissed monetary policy as ineffectual 
because of the the failure of our half-hearted and frequently misdirected 
attempts in the past. Wernette brings out this fact very well. He also performs 
a service by insisting on the necessity of coérdinating monetary, fiscal and 
other governmental policies, though I doubt that an advisory committee of 
the type suggested would be adequate for the purpose. 

I question, however, three of the book’s contentions. In the first place, I 
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suspect that its estimate as to the required supply of money during the next 
35 years is somewhat high. Its analysis of population growth appears to stress 
economic factors too much, the predicted increase of wealth and income is 
quite large, and the demand for money to hold as a percentage of national 
income seems high, In the second place, the extent of government intervention 
in economic life is underestimated to the extent that the “stagnation school” 
is right. If despite low interest rates, private outlets for investment are far 
below the volume of savings at full employment, the government may have 
to spend large amounts as entrepreneur. And in the third place, I doubt the 
wisdom of retaining private fractional reserve banks under the Full Employ- 
ment Standard. To the extent that private banks created money on the basis 
of their added reserves, the plan would not succeed in reducing the national 
debt. Moreover, with fractional reserve banking the FSB would lose accuracy 
in its control of the money supply. None of these criticisms reduces the validity 
of Wernette’s central thesis, however. 
LESTER V. CHANDLER 
Amherst College 


Public Finance; Fiscal Policy; Taxation 


The Incidence of Excess Profits Taxation. By MARION HAMILTON GILLIM. 
(New York: Columbia Univ. Press, 1945. Pp. 179. $2.75.) 

Although the federal excess profits tax has been repealed, there is a 
genuine need for this study of the incidence and economic effects of excess 
profits taxation. During the recent war about one-fifth of federal receipts were 
derived from this source. It was also used extensively during the First World 
War. However, except for an essay by the late Professor David Friday, the 
author of the present work was unable to find any study devoted exclusively 
to the incidence of an excess profits tax. 

Since the base of an excess profits tax is the amount of net Income over 
an assumed or legally defined normal, Professor Gillim begins with the inci- 
dence of a general income tax. Chapter 1 contains an excellent though brief 
summary of prevailing theories for and against the shifting of such a tax. A 
majority of students of public finance have held with Seligman the traditional 
view that a general tax on net profits cannot be shifted. Even in a period of 
rapidly rising prices it would be invalid to argue that the tax was a causal 
factor. This theory of incidence needs to be examined in the light of criticisms 
of recent writers, particularly De Viti de Marco and Duncan Black. De Viti 
held that the orthodox theory of shifting was deficient because of its neglect of 
demand. He concluded that the “introduction of a tax always gives rise to 
phenomena of shifting.” Duncan Black accords high praise to the contribu- 
tions of De Viti, but believes that he in turn neglected the supply schedule 
of the factors of production. The true theory of incidence, he thinks, can be 
found only by a recognition of the “reactions” of taxation on the forces of both 
demand and supply. 
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Professor Gillim shows that the development of opposing conclusions re- 
garding the incidence of a general income tax has arisen, first, from varying 
treatments of demand and of the effects on demand of government expendi- 
tures, The Colwyn Committee in its Report in 1927, though mainly following 
the traditional approach, called attention to possible changes in price by forces 
from the demand side, Perhaps it should be noted that, when this Report was 
written, the newer developments in the relation of demand to price in the 
field of monopolistic competition were just beginning. Another reason for the 
contradictory theories lies in the definition of incidence itself. The author does 
not agree with the Colwyn Committee in holding that incidence “is only con- 
cerned with the question on whom the more immediate burden of the tax as a 
tax rests.” On the other hand, she does not include with Black certain broad 
and highly remote effects of a tax in the very long run (p. 64). Possible 
effects not involving price changes are also excluded. 

The author has thus taken a commendable position between a narrowly 
rigid definition and one so broad as to remove boundary lines altogether. 
Certainly the reviewer would not, with Black, follow the late Professor 
Cannan in urging that the term “incidence” be cast overboard and “only the 
effects of taxation spoken about in the theory of Public Finance.” Even 
though it may not be possible to draw a line with scientific precision between 
incidence and economic effects, it is desirable to retain the use of the term 
“incidence” in order to give a sharper perspective to the analysis. 

Professor Gillim states certain reasons why the excess profits tax is a 
special case in income taxation and why its incidence is worthy of separate 
study. In the first place, the tax is measured against some pre-determined 
normal income. Clearly it is not possible to devise a method of ascertaining 
with complete accuracy the normal profit of all corporations, Some inequities 
are bound to occur and these will affect the distribution of capital among 
enterprises. The relative position among firms is disturbed and there is a 
strong incentive to evasion as well as to shifting. In the second place the tax 
has been used primarily as a war measure. As such it is likely to be regarded 
as a temporary device rather than as a permanent part of the tax structure. 
In this circumstance firms may establish different policies in respect to output, 
costs and prices. This might also be true of other forms of income taxation, but 
the excess profits tax is “more exclusively a war tax.” A third factor to be 
reckoned with is the rate of the tax. The excess profits tax is an added burden 
to the existing corporate tax system and thus may well give rise to an increas- 
ing effort to shift the tax, 

Incidence is considered first under conditions of pure competition. Here 
excess profits might exist as a result of temporary disequilibrium. Some firms 
will experience profits in excess of a normal return as defined by statute. The 
statutory normal is a constant figure and must be compared not only with 
actual profits but also with profits as a theoretical normal over the long run. 
There will be more or less variation between statutory normal profits and 
the theoretical normal required to maintain capital and management in a 
business. Over a long period changes will occur in the demand or cost func- 
tions. The conclusion is reached that in the market and short periods the tax 
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will not be shifted except possibly in industries where production may be post- 
poned because of a depletion of resources, If shifting should occur in the long 
run, it will be the result of some imperfection which causes the tax to fall upon 
profits that are truly normal. 

Much the longest chapter of the book is that devoted to the treatment of 
incidence of an excess profits tax under monopolistic competition and 
monopoly. Here statutory excess profits may appear not only because of im- 
perfections in definition of the base period, but also as a result of changes in 
demand, variation in the margin between cost and selling price, change in the 
general price level, etc. The author analyzes the incidence of a general excess 
profits tax as a permanent tax and as a temporary measure for three periods 
of time—the market, the short run and the long period. Assumptions are made 
in respect to proportional and progressive rates. It.is of special importance to 
note the logical effect of a tax with a proportional rate of 100 per cent or 
with rates which are steeply progressive to that point. The removal of the 
profit motive will result in a loss of incentive by the taxpayer and create 
indifference toward costs, good-will of customers and policies designed to effect 
economies. A similar conclusion was reached by Hicks, Hicks and Rostas in 
their recent study of the excess profits tax in Great Britain, as follows: “As 
has already been pointed out, the really dangerous thing about a 100 per cent 
tax is not so much that it provides no incentive to make profits, but rather that 
there is no adequate inducement to avoid losses.” Moult also finds that an 
excess profits tax which operates at the 100 per cent rate interferes with the 
entrepreneur’s principal motivating force and “tends to increase both the real 
and monetary costs of production.’”? 

The author has demonstrated with much effectiveness that under conditions 
of monopoly and monopolistic competition some shifting of an excess profits 
tax will almost inevitably take place. This will be true in the market or short 
period and will probably occur in the long run. The position held by traditional 
theory that shifting under the assumed conditions is impossible becomes 
invalidated unless the excess profits tax is general, permanent, does not 
influence demand and does not alter total investment. Certain other assump- 
tions of greater or less importance must be made. Thus the statute under which 
the excess profits tax is imposed must be drawn and administered with a per- 
fection that is seldom if ever attained. For the incidence of the tax to remain 
wholly on the recipient of excess profits, one must assume a conjuncture of 
circumstances that could scarcely be proved to exist in a dynamic world. The 
final conclusion of the author is that some of the forces set in motion by the 
tax are in the direction of higher prices, while others move toward lower 
prices, and the ‘‘net effect of an excess profits tax is not ascertainable.” 

The book is an excellent contribution to the recent studies of incidence and 
to the body of literature on tax theory. Professor Gillim modestly states that 
a serious limitation is the hypothetical nature of the analysis and the absence 

‘Hicks, Hicks, and Rostas, The Taxation of War Wealth (Oxford Univ. Press, 1941), 
p. 101. 


? Frank G. Moult, The Economic Consequences of the Excess Profits Tax (Fiscal Press 
Ltd., 1943), p. 91. 
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of inductive tests. Yet the study has been written with exceptional insight to 
the problem of incidence and with remarkable ability to translate the intricacies 
of the subject into explicit language. It is a worthy addition to the valuable 
studies on the incidence of income taxation that have appeared in recent years. 
Tipton R. SNAVELY 
University of Virginia 


Financing Government. By Harotp M. Groves, (New York: Holt. 1945. Pp. 
xv, 653. $4.00.) 


This is the first revision of this textbook in public fiance. Since the author 
could not be expected to have changed his basic ideas, attention centers on the 
revisions made, 

In the original edition, public finance was treated under six main divisions, 
but in the revised edition four divisions were found sufficient. Public borrowing 
and the problems of the fiscal system as a whole were included under public 
expenditures, In view of the importance of public borrowing in the newer 
theories of the ends to be served by such means, this subordination is, in the 
reviewer’s mind, somewhat doubtful, 

The chapter on intergovernmental fiscal relations has been almost com- 
pletely rewritten to take advantage of later research in that field, particularly 
the Treasury study which Professor Groves directed. Considerable changes 
were made in the income and estate tax chapters, and throughout the book 
there is evidence that the material in every chapter was carefully scrutinized 
before being included in the new edition. Thus in the chapter on shifting and 
incidence, the section on the processing taxes was omitted and those on the 
income and profits taxes expanded. The chapter on tax limitation in the 
original edition was cut to a section in this one. In the treatment of modifica- 
tions of the property tax, less attention was given to the farmers’ tax problem, 
and a new section on the property tax and municipal revenues was added. 
Four of the chapters on public expenditures were condensed into one, with the 
resulting treatment greatly shortened. Furthermore, greater emphasis was 
thereby given to taxation, a desirable change. 

The chapters dealing with the taxation of business, consumption, motor 
vehicles, polls, and natural resources, and the chapters on nontax revenues, 
the power to tax, and state and federal aids are, for the most part, the same 
in this as in the other edition. The changes made were in the main designed to 
bring the material up to date. More emphasis is given to fiscal policy in rela- 
tion both to the public debt and to the problem of war finance. 

Among the miscellaneous changes are the following: Less reliance is placed 
on tables. Fifteen tables are used in the revised edition as compared with 
forty-seven in the old. In the rewriting, somewhat less attention has been given 
to Wisconsin problems. Most of the selected reading lists at the ends of the 
chapters have new references added. Some lists have been expanded con- 
siderably. The setup of chapter headings and subheadings is more attractive. 

M. SLADE KENDRICK 

Cornell University 
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International Trade, Finance and Economic Policy 


National Power and the Structure of Foreign Trade. By ALBERT O. HIRSCH- 
MAN. (Berkeley and Los Angeles: Univ. of California Press, 1945. Pp. 
xiv, 170. $3.00.) 

Dr. Hirschman defines his purpose in this volume as “a systematic exposi- 
tion of the question of why and how foreign trade might become or might 
consciously and efficiently be used as an instrument of national power 
policy” (p. 12). By “national power” the author means “power of coercion 
which one nation may bring to bear upon other nations” (p. 13). The approach 
to this exposition is through theoretical analysis, supplemented by historical 
references and three statistical studies. 

Except for noting briefly that foreign trade has its “supply effect” on 
military potential, the analysis is entirely devoted to the “influence effect”— , 
the direct source of power which resides in the ability of one nation to interrupt 
its trade with another and thus to inflict or threaten to inflict damage upon 
that other country as a means of attaining national ends. Elaborate analysis 
is scarcely required to demonstrate that such a condition of influence and 
dependence can exist, and has existed, under certain conditions. Dr. Hirsch- 
man’s theoretical section may, therefore, be regarded as an analysis of what 
these conditions are, or, alternatively, as prescriptions of techniques for a 
nation which desires to manipulate its trade relations for power purposes. 

The prescription is essentially this: find countries whose trade is small in 
comparison to your own, whose trade you can monopolize in large part, and 
who would have great difficulties of economic adjustment if their trade -were 
_to be cut off, and you can acquire a large measure of influence over the 
economic, political and strategic policies of those countries. It is not even 
necessary to monopolize all trade; if certain groups in these countries would 
be especially hard-hit by interruption of trade, these groups may become “a 
sort of ‘commercial fifth column’ ” on your behalf. Since, however, alternative 
markets and sources of supply, even though less advantageous, will usually 
exist for these dependent countries in the real world, special measures can be 
taken which will make it difficult for them to shift away from you: e.g., take 
their products well above world prices, induce them to shift to production in 
which they have no comparative advantage vis-d-vis the rest of the world, 
use predatory dumping, handle their transit trade, etc. Prevent them from 
switching sources of their imports by a policy of bilateralism and blocked 
payments. A passive balance of trade with these countries may not always 
be an indispensable condition, .but it is extraordinarily helpful. 

This is not only abstract analysis; it is, as Dr, Hirschman records, an out- 
line of the high-spots of German commercial policy, especially toward south- 
eastern Europe, in the thirties. In lesser degree and less dramatically it has 
also undoubtedly been used by other countries on occasion. The catalog given 
in the volume by no means exhausts the available techniques. 

The author accepts “the case for free trade, on economic or welfare grounds, 
... [as] , .. unanswerable,” but contends that his analysis demonstrates 
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that “it [free trade] does not have the additional merit of doing away with the 
political aspect of international economic relations” (p. 76). Without enter- 
ing into controversy over what the proponents of free trade have or should 
have claimed on the power aspects of international trade, it may be observed 
that the one thing which Dr. Hirschman obviously does not demonstrate is 
what is claimed here. The free trade analysis rested, by definition, on the 
assumption of an absence of state intervention in the terms, conditions and 
direction of trade. What the author is concerned with is the danger to - 
vulnerable states, especially if they are small and poor, when a large state 
departs from this assumption and begins to control trade, and particularly 
when it takes steps to prevent some trading partner from making alternative 
adjustments. Furthermore, as he recognizes (p. 27), his analysis depends for 
the most part upon factors from which the “classical theory” deliberately 
abstracted, viz., the short-run losses in the reallocation of resources following 
an interruption of trade. . 

It is not particularly relevant to the author’s main thesis, therefore, to 
examine numerous points in his treatment of the theory of international trade 
which tempt critical review. One of the most disconcerting features of the 
book is that it is frequently difficult to ascertain whether the author attributes 
alleged assumptions and conclusions to the economic theory of international 
trade or to the more extravagant claims made in the political debate over the 
virtues of “free trade” as a form of commercial policy. 

It is important, however, for commercial policy to inquire whether dangerous 
conditions of domination or dependency are typically inherent in all inter- 
national trade or whether they are only a potential danger which is infre- 
quently exploited and can be policed. Despite some more cautious statements, 
it is clear from numerous passages that the author concludes that it is the 
former. “. . . even if war could be eliminated, foreign trade would lead to 
conditions of dependence and influence between nations” (p. 15; my italics). 
“. .. the contest for more national power permeates trade relations . . .” 
(p. 40). “The Nazis have done nothing but exploit to the fullest possibilities 
inherent in foreign trade within the traditional framework .. .” (p. 53). 

His conclusion for commercial policy is that it will not be sufficient to 
abolish trade discriminations, quotas, multiple exchange rates, bilateral 
arrangements, blocked currencies, etc. Large nations tend to account for a 
larger share of the trade of small nations than they do of other large nations, 
and the trade of small nations tends to be concentrated both as to markets 
and products. The mere negative power to stop trade, therefore, is a sufficient 
instrument of power-policy, and the author fears that where there’s a way 
there’s likely to be a will. Nations therefore can be expected to eschew 
economic nationalism only if the power arising out of international trade is 
internationalized by effective limitations on national autonomy over the whole 
field of international economic relations and the establishment of an institu- 
tional framework on international or supra-national lines, giving to an 
international authority not only ultimate supervision over the machinery of 
international trade, but also the actual provision of several of its most essential 
mechanisms, 
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Dr. Hirschman has dealt with a very real phenomenon which, as he ob- 
serves, often tends to be ignored, if not denied by the defenders of so-called 
liberal commercial policies. But it is open to question whether he has not in 
turn greatly overstated the universality of the dangers and unnecessarily . 
rejected less utopian solutions than that which he proposes, In particular, he 
appears to overestimate the amount of coercion which one state could exert 
on another through trade relations, in the absence of discriminatory methods 
of trade control and direct intervention by the state in the direction, volume, 
and composition of trade and the means of payment. The concentration of 
trade by countries or by commodities or, in some cases, the mere size of trade 
between a given pair of countries may indeed enter into the consideration of 
statesmen in their conduct of foreign relations. But for them to become ele- 
ments of strong coercion will in most cases require that they be supplemented 
by the use, or the threat, of more selective techniques. Without these acces- 
sories, the power to interrupt trade and payments becomes at best a blunt 
instrument of influence, and deterrents of a supply and welfare character 
become greater and more apparent to the country instituting the action. 
When trade is highly manipulated and closely controlled, on the other hand, 
“political” considerations are almost certain to enter into many of the decisions 
of the controllers. In large measure this would still be true if an international 
authority wielded the power of control. 

The moral for commercial policy to be drawn from this volume is that a 
departure from a non-discriminatory trade régime should be subject to the 
closest scrutiny for its potential “power” implications as well as on grounds 
of economic welfare. Beyond that the evidence adduced is less convincing as 
to the magnitude of the dangers inherent in international trade. 

Leroy D. STINEBOWER 

Washington, D.C. 


A Cartel Policy for the United Nations, Edited by Corwin D. EDWARDS. 
(New York: Columbia Univ. Press. 1945. Pp. vii, 124. $1.25.) 

The five studies contained in this volume were originally presented as 
lectures at Columbia University in March and April, 1945. They deal with 
American policy toward international cartels, on the one hand, and with con- 
certed action of the United Nations on business combinations, on the other. 
One theme runs through all five chapters, namely, that codperation of private 
business men on international markets almost invariably results in socially 
undesirable situations, and that there is little hope that such private codpera- 
tion may lead to balanced expansion of trade and employment. All five studies 
are lucid, stimulating, thought-provoking, and, above all, most timely. 

Fritz Machlup’s paper on “The Nature of the International Cartel Problem” 
introduces the volume. He enumerates three considerations which influence 
cartelists in framing their market policies, They are (1) to keep prices on a 
level which they can defend as being “fair,” and thus try to avoid adverse 
public criticism; (2) to maintain market policies which will discourage new 
entrants from widening the market; and (3) to adjust market policies to 
actual demand situations in order to attract increased new demand as far as 
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possible. No doubt, these propositions are fundamentally significant for the 
“nature” of cartels and are a key to the thinking of cartelists. 

Professor Machlup defines cartels as “business agreements which have the 
purpose or effect of reducing or regulating competition.” He admits that 
common usage distinguishes between combines and trusts, on the one hand, 
and other types (collectives of independent profit-making units), on the other. 
However, he favors this more inclusive concept. In the opinion of this reviewer, 
there is a fundamental difference, both in structure and operation, between 
combinations of the corporate type and collective market controls consisting of 
independent entrepreneurs, Such a distinction is of capital importance from 
the point of view of framing international public policies. No doubt, borderline 
cases sometimes blur this distinction. The legal suppression of cartels acceler- 
ates, according to Mr. Machlup, the development of intercorporate combi- 
nations. 

In the absence of a cartel there would be a greater volume of production, 
and trade terms would be more favorable to the consumer, according to Mr. 
Machlup. Also, employment and investment policies would move on socially 
more desirable lines. The author mentions the following example of signal 
malinvestment caused by cartel practices. In cartels based on quotas the 
market shares of the cartel members are frequently determined in proportion 
to their production capacity. “The greater the stand-by capacity of a cartel 
member, the better his chances to win a higher quota.” This practice, in the 
experience of Professor Machlup, induces cartel members to “try to prepare for 
the next renewal of the agreement (and for the next higgling over production 
quotas) by further increasing their already excessive capacity.” This is to 
say that the principal motivating force for capacity enlargement would be 
the expectation of a larger quota, It is to be hoped that Professor Machlup 
will soon publish the empirical material which served as a basis for his example. 
This reviewer knows of several cases showing that business men exported 
large quantities of their products at very low prices in order to better claim 
higher quotas in future cartel negotiations. The problem of malinvestment 
with reference to competitive and codperative international markets requires 
much additional research. : 

Mr, Machlup sees three alternative avenues practicable in the field of cartel 
policies, They are: government controlled cartels, uncontrolled cartels, and 
no cartels at all. He chooses the course of no cartels at all. If the choice has 
to be made between uncontrolled cartels and those controlled by public 
agencies, he would choose the former, because of the fact that “free” cartels 
operate precariously in permanent political and. economic insecurity, whereas 
government regulation confers upon cartels dignity and recognition. The 
reader will regret that the scope of the study did not permit Mr. Machlup to 
elaborate on many basic issues raised and answered in his study. 

Ben W. Lewis’s study is on “The Status of Cartels in Post-War Europe.” 
It is indeed a fascinating subject in view of the rather diversified, unsettled, 
and unpredicable conditions on that continent. The essay includes an ex- 
tensive discussion of American policies toward cartels of defeated Germany. 
In addition, it analyzes the kind of reception American cartel proposals may 
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expect in post-war Europe. The usefulness of cartels is, in the opinion of 
Professor Lewis, restricted to serving the purposes of aggressive, dictatorial 
governments. He considers it impossible to control market codperation of 
private entrepreneurs “by processes open to democratic governments.” Ac- 
cording to the author, “A democratic government which recognizes and 
accepts cartels cannot decently even be suspicious of their activities. There 
is much more reason to believe that cartels, once accepted, will take over the 
government than to believe that a democratic government can recognize and 
control cartels and remain democratic.” Countries like Canada, Belgium, 
Holland, Sweden, France, Czechoslovakia, Switzerland, the United Kingdom, 
accepted (or tolerated) cartels before World War II. Although this policy is 
open to criticism, the idea that the motley agglomerate of cartel organizations 
(glass, steel, nitrates, ec.) would have been able to operate their respective 
governments seems to require elucidation. 

The idea of cartel-operated governments may refer to fascist tendencies 
of certain capitalistic organizations, or to the excessive influence of pressure 
groups. It may be interesting to note that Edward Hallett Carr in a recent 
publication conceived of the American government as run by “big business.” 
According to Carr, “in the United States ‘big business’ acquired almost un- 
disputed control of the machinery of government.” Whether in democratic 
countries cartelized entrepreneurs have more reactionary inclinations than 
those who do not join cartels it would be interesting to ascertain. That great 
economic power concentrated in private hands—if without efficient control— 
may endanger democracy is beyond question. Professor Lewis’s discussion of 
English cartel policies is original, realistic and based on historic facts. 

Robert P. Terrill’s study is entitled “Cartel Policy and International 
Security.” It includes a discussion of whether cartels may be used as an 
instrument in the maintenance of peace and whether cartels menace national 
security. Mr, Terrill takes up the attempts of European nations to found: 
international codperation on government-sponsored organizations of private 
business. He soundly judges that such policies would lead to disaster rather 
than to peace. These policies would adversely influence “open door” pledges in 
respect to international markets. 

The author justifiably cautions “against undue emphasis on the specifically 
German character of international cartels and similar arrangements.” He 
warns against any illusion that the undesirable features of international cartels 
are permanently suppressed by the mere elimination of German influence. 
He also calls attention to the dangerous influence of highly nationalistic 
economic policies supporting all kinds of vested rights in the economic sphere. 

In the opinion of Mr. Terrill, restrictive agreements necessarily constitute 
a disturbing factor in international peace. He thinks that the military security 
of the United States does not require measures which would prevent a 
multilateral and non-discriminatory system in economic intercourse. 

Theodore J. Kreps discusses “Experience with Unilateral Action toward 
International. Cartels.” His essay raises four questions. First, what is the 
magnitude and character of the power which may unilaterally but successfully 
achieve control over international cartels? Second, what types of action have 
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been tried by nations unilaterally in the cartel field? Third, what was the 
success or failure of such action? Fourth, can unilateral action alone achieve 
the desired end? 

Mr. Kreps minimizes fantastic statements about the large volume of world 
trade controlled by international cartels. He is right in stating that at least 
without the tacit tolerance of United States entrepreneurs, very few world 
cartels could persist. In discussing European cartel policies Professor Kreps 
does not take into account the unique political circumstances of the inter-war 
period which exercised paramount effect upon those economic activities. He 
quotes the movement of German domestic prices on cartellized and free 
markets without indicating that these figures had a relatively small bearing 
on the corresponding international prices. Although there is no doubt that 
German cartels served the nazi war machine, Mr. Kreps’s statement “that 
cartel operators and their adherents provided practically all the collaborators 
Germany needed to achieve economic and military conquest” undeservedly 
exonerates non-cartellized industrialists and other individuals. 

This reviewer thinks Mr. Kreps’s opinion that in the United Kingdom 
cartel agreements are “by and large voidable and unenforceable” is over- 
simplified. However, he is right in stating that the lack of tariff protection is 
in many cases a good remedy against cartel abuses. It also seems somewhat 
strained to this reviewer to say that “If technology is kept free, the extent to 
which intercompany competition may remain in any one industry, say copper, 
becomes secondary.” In copper, the friendliness of the “rivalry” among copper 
producers was of greater significance than collaboration in the field of tech- 
nology. The competition of other metals, though often emphasized, was of 
minor importance. However, there are commodities and services whose inter- 
national markets are decidedly influenced by codperation in the field of tech- 
nology. 

In the opinion of Mr. Kreps, unilateral action by the United States against 
cartel abuses will be effective but should be reinforced by multilateral action 
of the United Nations. 

Corwin D. Edwards wrote the concluding chapter on “The Possibilities of an 
International Policy toward Cartels.” This is a realistic appraisal of what can 
be hoped for in the sphere of concerted international action. 

Professor Edwards does not make a distinction between voluntary and 
compulsory marketing arrangements of entrepreneurs. This terminological 
simplification leads him to the conclusion that in such states as Belgium, 
Czechoslovakia, Switzerland, South Africa and Holland, statutes encouraged 
cartels. However, he properly judges that, even in countries which tolerated 
cartels, there was no unanimity of opinion or policy as to the best course of 
action. His statement that “No international cartel is willing to assign to the 
traders of one country a share of the world market appreciably larger than 
those traders might be able to command in competition” is generally right. 

The most illuminating part of Mr. Edwards’s study is the section dealing 
with the difficulties and prospects of joint international action and his sug- 
gestions as to future policy, 

In the cartel field, unrestricted competition of ideas is more important and 
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timely than in any other field of economic discussion. Such rivalry of thought 
is the prerequisite of the elimination of theological methods of reasoning about 
cartels which in themselves inadvertently shelter cartel abuses. The volume 
reviewed here is a useful step in the direction of enlightenment and sound 
policy determination, Even those who do not agree with all of the book’s 
propositions will read the volume with interest and profit. 

ERVIN HEXNER 
University of North Carolina 


Grundsätze und Methoden zur Ermittlung der richtigen Wdhrungsrelation 
zum Ausland. By Hans Bout. (Berne: Francke. 1944. Pp. 176. Sw. frs. 
9.80.) 

Kapitalexport und swischenstaatliche Warenbewegungen. By Jurc J. 
SCHWENTER. (Berne: Francke. 1945. Pp. viii, 90.) 


These two volumes are a product of recent Swiss thinking on international 
trade problems shortly before the end of the war. They are concerned with 
two important aspects of the future international trade problem of Switzer- 
land, namely, the achievement and maintenance of a stable balance of trade 
after the war, and the possible effects of an export of capital upon the balance 
of trade. 

The first volume falls in two parts, the first dealing with the problem of 
determining the necessary conditions of price equilibrium in relation to foreign 
countries and the second with practical methods for determining empirically 
the respective points of equilibrium and the disturbances of this equilibrium, 
z.¢., the so-called price parities or disparities relative to other countries. 

The importance of this problem for the Swiss economy needs hardly to be 
emphasized, Construction and exports are the two pillars of the Swiss 
economy. In 1938 Swiss imports, less the cost of imported materials in- 
cluded in exports, amounted to 1,370 million Swiss francs or almost 17 per 
cent of her national income, and exports amounted to 1,317 million francs. 
Exports for Switzerland are important not only for her capital formation, 
but also for achieving greater industrial rationalization and technical progress. 
The high standard of living which a lively international trade makes possible 
enables the population to pay the high prices of domestic agricultural products 
and stimulates the demand for housing. The Swiss export trade is, therefore, 
the determinant factor in her business cycle and employment policy, and 
price and cost relations of Swiss export products and those of competing 
foreign products are of decisive importance. 

The analysis in the first part is based on the assumption that in all countries 
after the war there will be a strong tendency to restore the operation of the 
price mechanism in international relations as soon as possible while keeping 
exchange rates relatively stable. Although commitments will have been made 
for supporting the price of certain domestic products, particularly in agricul- 
ture, and although price disparities due to cost of transportation and existing 
tariffs are likewise taken into account, all other limitations due to exchange 
controls, quotas, etc., are assumed away. 

The first issue raised is whether, as the classical theory has assumed, 
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there always exists a point of stable equilibrium. The author reviews some of 
the well-known criticisms which have been levied against the classical theory, 
such as the unrealistic assumption of stationary conditions, and the disregard 
for the volume of production which is likely to fluctuate in either direction 
in the process of achieving equilibrium in the balance of payment. He also 
notes certain more recent considerations which circumscribe the usefulness of 
classical theory, such as rigidity of the price and cost structure, the time 
required for necessary adjustments and structural changes, and the influence 
of the modern credit system in destroying the responsiveness of the balance 
of trade to internal price developments. 

As a first step in delimiting the applicability of classical analysis, it is 
therefore necessary to study the conditions under which the balance of 
trade is positively elastic.t This will be the case if the countries have a 
similar production structure, 7.¢., if their products compete. If this condition 
does not prevail and there is no direct competition between the products of 
two countries, the effect of a change in prices will depend upon the elasticity 
of demand for the particular commodities. In the case of essential non- 
competitive commodities, price changes will have little or no effect on demand, 
and the balance of trade will be negatively elastic, leading to an unstable 
price relationship with no equilibrating forces within certain limits. These 
products the author calls monopoly products. The reference is not to private 
monopolies but to a monopoly position of the country as a whole. 

Whether a country has a positively or negatively elastic or a neutral 
balance of trade will, therefore, depend upon the relative importance in its 
foreign trade of monopoly and competitive products. Obviously the case of 
a complete monopoly is a limiting assumption and most finished products 
will take an intermediate position. The author concludes that countries like 
Switzerland and Great Britain before the war did not have a strongly 
positively elastic balance of trade because of the predominance of finished 
products of special quality. He recognizes, however, that the elasticity was 
made somewhat more positive by their diversified production and high 
standards of living which created a demand for luxuries. 

The second important element in a study of equilibrium price conditions 
is the relation of the price structure of the rest of the economy to the export 
industries. Only if the entire economy of each country is in balance is it 
_ possible to determine the conditions for stable price relations between two 
countries. The reason is that there exist equalizing tendencies within an 
economy as between the conditions of production of international and “na- 
tional” commodities. The latter are not subject to the direct influence of 
international price relationships. They are, however, related to the inter- 
national goods of the country through internal price relationships and the 
tendency toward equalizing the cost of production, though with a considerable 
time lag. The relation between the prices of national goods in two countries 
depends, therefore, primarily upon the relation of the factors of production 


* Though the discussion in the following is limited to the balance of trade it is clear that 
the effect of changes in the other items of the balance of payments are taken into con- 
sideration. 
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in those countries. Actually this is relevant mainly with respect to the pro- 
ductivity of labor, because of the relatively free international movement of 
capital. This analysis explains also why the price level is generally higher in 
more developed countries. Since the difference in productivity between de- 
veloped and undeveloped countries is usually greater for international than 
for national goods (mostly because of the type of products in which the 
developed country specializes), this leads to a difference in prices between 
the national goods, of the two countries. 

In trying to measure the disturbances of equilibrium between two countries, 
therefore, the equilibrium of the prices of national goods must also be taken 
into account. Their importance is due to the fact that they constitute a cost . 
element (e.g., as intermediate goods) in the prices of international goods; they 
influence the structure of the domestic demand; and they determine the 
relation of the prices of the factors of production, influencing in particular 
the movement of labor between domestic and export industries. 

Since, as has been noted, there are several determinants, the next question 
is to determine what indicators are available to measure the extent of the 
disturbances in equilibrium. One price average would obviously not suffice, 
since the averaging process will hide underlying disturbances which have 
different effects on the balance of trade and the production equilibrium 
within the economy. As an alternative, individual price groups might be 
compared, distinguishing particularly between rigid and elastic prices. To 
the latter belong the prices of international goods while national goods and 
wages fall in the former category. Here two ways of measuring are possible, 
either a comparison between the most rigid prices of two countries, or the use 
of the existing internal price disparity between national goods and: inter- 
national goods as an indicator of the external price disparities, This pro- 
cedure faces two difficulties, however. One is that many international goods 
are of a monopoly character and therefore not directly under foreign com- 
petition; and, secondly, this approach assumes that no price disparities exist 
in foreign countries. This assumption might be particularly misleading in 
times of crisis when wages and national prices, although abnormally high, 
are not higher than foreign wages and prices. 

The author therefore suggests the use of wages or cost of living indices 
as a supplementary basis for comparison. The former is preferable, since 
the cost of living index would still be influenced by import prices. Wages, on 
the other hand, are not only the most rigid factor, but they are also the most 
important cost and income element and the most frequent cause of price 
disparities. 

In the second: part of the study the author tries to determine how ac- 
curately, on the basis of the previous analysis, actual disturbances can be 
measured. He also discusses the alternatives of using general price indices 
or studying price and cost relations in individual industries, and concludes 
that both methods should supplement each other. | 

Though the issue of price equilibrium involves a comparison with all other 
countries taken together, actually only two countries can be compared at 
one time. Furthermore, significant answers can be obtained only by com- 


1946] BOOK REVIEWS 427 


paring competing countries. The author therefore proposes comparison of 
Swiss indices with an average of British, American and German indices. For 
that purpose he discusses the available Swiss indices to determine to what 
extent they are representative of the prices of Swiss national and inter- 
national goods and of Swiss wages, and offers suggestions for their improve- 
ment. Finally the outlined method is tested by application to the course of 
Swiss and foreign wages before and after the Swiss devaluation of 1936. 
Although the Swiss wage index has shown a continuous deterioration since 
1931 as compared to American and British wages, the devaluation brought 
about a significant adjustment between the three. Similarly the considerable 
internal disparity existing between the wage index, the wholesale index, and 
the cost of living index was considerably narrowed, attesting the effectiveness 
of the Swiss devaluation, 

Despite the interesting contributions made in this volume, it is not likely 
to be of great usefulness in giving an answer to the immediate problems facing 
Switzerland, Its suggestions apply primarily to conditions which may prevail 
once free international trade is reéstablished, but it does not provide any 
answers for the interim, and does not indicate the probable effect of the 
war and its aftermath on the Swiss economy.” A major problem of adjust- 
ment, however, will be faced precisely during this period and before joining 
any international monetary organization. Once international agreements pre- 
vail, unilateral action by any country will be considerably limited and atten- 
tion will have to be directed mainly toward internal adjustments rather than 
international devaluations. Inadequate attention, however, is given by the 
author to this second problem. He is mainly concerned with relatively short- 
run problems and adjustments necessary within the existing production struc- 
ture. More fundamental adjustments in the cost and price structure of some 
economies may be necessary to effect a transition to a stable post-war economy. 
This volume is the first installment of a comprehensive study of the Institut 
für Wirtschaftsforschung of the conditions of equilibrium of the economy. It 
will be interesting to see whether further publications will deal with these 
aspects. 


The second book is a theoretical discussion of the effects of an export of 
capital on the balance of trade and the economies of the capital exporting 
and importing countries. In particular the author endeavors to show under 
which circumstances a capital export is more likely'to be carried out through 
a decrease in imports rather than an increase in exports of the capital ex- 
porting country. In the opinion of this reviewer, however, the author has 
failed to establish either the probability or the relevance of such a situation. 
Furthermore, it seems clear that the existence of such a situation usually 
implies that an export surplus has already taken place at an earlier date and 
the balance of trade was not balanced to begin with, 

In analyzing the transfer problem in those cases where the export of 
capital is not followed immediately by an increased demand for the goods 


* Cf. in this connection the illuminating article by G. Haberler, “The Choice of Exchange 
Rates after the War,” Am. Econ. Rev., Vol. XXXV, No. 3 (June, 1945). 
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of the capital exporting country at prevailing prices and exchange rates, the 
author distinguishes between countries on a gold standard and those on a 
paper standard, If the currency standard prevailing in both countries is the 
same, no special transfer problem arises since it will be taken care of by a 
change in the price level of the two countries or in the exchange ratio 
between them. A transfer problem of a “higher order” arises, however, accord- 
ing to the author, where only one country is on the gold standard and its 
price level changes while that of all other countries remains unchanged. In the 
latter case the transfer will presumably require a longer period of adjustment. 

On the whole the discussion tends to be too simplified and schematic, and 
rather superficial, and the analysis is not pushed far enough. To a considerable 
extent it goes over familiar ground and fails to add anything significantly new. 
Many of the assumptions are highly unrealistic and partly contradictory, 
leading to misleading conclusions, It seems, therefore, doubtful whether the 
study will contribute anything to the theoretical analysis or provide the 
answers to questions which the problem of capital exports is likely to pose in 
the near future. 

WALTER F. STETTNER 
Washington, D.C. 


Rival Partners: America and Britain in The Postwar World. By KEITH 
Hutcuison. (New York: Macmillan. 1946, Pp. ix, 262. $2.00.) 


There are few issues fraught with more significance to the entire world 
than the post-war pattern of economic relationships between the United 
States and the British Empire. Mr, Hutchison’s highly readable book presents 
in simple terms the salient factors—both economic and political—which are 
likely to determine that pattern. 

Mr. Hutchison devotes the first part of his discussion to a review of the 
specific problems affecting the United States and British economies, and then 
proceeds to an analysis of areas of potential conflict and codperation. In 
appraising the domestic position, he stresses the war-generated disruption of 
the individual structure; the depletion of basic raw material resources, such as 
lead, copper, iron ore, and timber, contrasted with greatly increased manu- 
facturing capacity for such materials as steel and the light metals, In the 
opinion of this reviewer, he somewhat overemphasizes the immediate dangers 
of overcapacity in the United States. For example, there is every evidence 
today that the demand for steel can fully utilize all the output from existing 
plant facilities for some time to come; certainly our present problem for sheet 
steel, wire products, and pig iron is one of acute shortage rather than of sur- 
plus. The increase in population, the higher level of purchasing power, and 
the unsatisfied wants of the war period should contribute to making possible 
relatively full utilization of capacity and manpower for a number of years at 
least. This does not, of course, preclude the danger of catastrophic collapse at 
some future date and, as Mr, Hutchison points out, the political climate in this 
country is not at present favorable to the initiation of positive steps to avert 
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that collapse with all its inevitable impact upon the economy of the entire 
world. 

In analyzing the British situation, Mr. Hutchison cites the now familiar 
figures showing how the liquidation of foreign investments during the war 
has affected the British balance of trade. Prior to 1939, physical exports from 
the United Kingdom were sufficient to support a little over half of the British 
imports, with the bulk of the remainder defrayed from return on foreign 
investments and payment for shipping services. Not only has British invest- 
ment income been cut approximately in two, but in addition the United King- 
dom is confronted with the need for making very substantial payments on 
foreign debt incurred during the past six years. To bring the position into 
balance by curtailing imports can only mean a sharp reduction in the British 
standard of living. Yet the expansion of exports is severely hampered by the 
relative inefficiency of large segments of British industry and the high costs 
of basic raw materials, such as coal. Retention and enlargement of the Sterling 
Area, with all its restrictionist impact upon the flow of world trade, would 
probably be no more than a temporary palliative which would actually aggra- 
vate the underlying problems, but this course is nevertheless attractive to 
substantial segments of British opinion. The alternative of moving back 
toward free trade, which Mr. Hutchison refers to as “the path through 
Bretton Woods,” is, of course, far more desirable for the world at large and 
probably, in the long run, for Britain. It cannot be denied, however, that this 
latter policy is fraught with hazard to the British economy, particularly in 
the light of the current trend of American political thinking. 

From these not too promising backgrounds, Mr. Hutchison proceeds to his 
analysis of the future of Anglo-American economic coöperation. During the 
war, through the mechanism of the Combined Boards, issues involving the 
distribution of raw materials and productive effort were settled with what 
must be regarded in retrospect as a high degree of success. However, the 
Combined Boards had the incalculable advantage of working toward a clearly 
defined mutual objective and, while conflicts of interest inevitably arose, it 
was usually possible to subordinate them to the common good. To the post- 
war world there are no similarly clear guide posts, and areas of clashing 
interest are rapidly displacing those of mutuality. Combined Committees for a 
few critical items, such as coal, tin, rubber, leather, and textiles are still 
functioning, but their problems are multiplying and their effectiveness dwin- 
dling as new factors emerge, There is still the broad common goal of general 
world prosperity which would mean increased markets for all, but this goal is 
unfortunately too indefinite to provide a solution for problems in which 
immediate national interests seem paramount. The possibility of handling 
continuing problems in specific areas, such as cotton, sugar, and rubber, 
through the mechanism of broad international committees, is far from assured. 

Similar problems, points out Mr. Hutchison, arise in the field of transport, 
both air and maritime. The clearly defined objectives which guided the allo- 
cation of these resources during the war are rapidly being replaced by rivalry 
for post-war economic advantage. As in the case of commodities, compromise 
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and coöperation are possible, but the path to their attainment is beset with 
pitfalls, Achievement of a sound basis for the post-war years is dependent upon 
mutual appreciation of each other’s problems, and can only be hampered if 
either side insists that its position is the only one consonant with international 
economic welfare. 

Mr. Hutchison presents these issues clearly and simply. While the book is 
addressed principally to a non-technical audience, it would repay reading by 
many economists who have not made a special study of the problems involved. 

SAUL NELSON 

Washington, D.C. 


Principios de Economia sobre Estabilización Monetaria. By BRAULIO ALFA- 
GEME, (Madrid: Aguado. 1944. Pp. 212. 20 ptas.) 


So few economic studies reach us from Spain that the present volume must 
be conceded at least a scarcity value in this country. Unfortunately, there is 
little more to be said in its favor. 

Its purpose is to illuminate the discussion of international plans for 
monetary stabilization by setting forth some of the essential principles of 
the problem, The first chapter summarizes in these words the static problem, 
or “essence,” of money: “The essence of money is conventional and may be 
multiple. The precious metals constituted the only essence of a money that 
circulated for more than two thousand years. The credit mechanism, generally 
united to State intervention, and in some cases also gold, constitute the 
multiple essence of present-day money” (p. 30). 

The second and third chapters are devoted to the problems of internal and 
external monetary stability. The second problem, however, largely boils 
down to the first, since a money with stable domestic purchasing power will 
also be stable externally, except for exchange variations “of the pendular or 
seasonal type, due to a lack of synchronization between the import and export 
curves” (p. 71). These pendular fluctuations are also of short duration, 
“currently less than a year,” while exchange variations “due to inflationary 
or deflationary phenomena may: cover periods of several years” (p. 70). 

Fortunately, the prescription against either inflation or deflation is ex- 
tremely simple. Let all monetary issues obey the simple rules of the “com- 
mercial loan” theory and internal stability will be assured automatically. 
“The money created through the central bank’s rediscounts of bills with less 
than 90 days’ maturity, originating in transactions among merchants and 
industrialists, does not produce either inflation or deflation because the increase 
of the means of payments has its counterpart in the purchase and sale trans- 
actions represented by the commercial documents” (p. 53). The author also 
quotes with finality in. this respect the opinion of various experts, including 
that of Mr. Quesnay of the Bank of France, that: “A bank of issue should 
not create money except on the basis of truly economic operations, for the 
purchase of gold or foreign exchange, and for the discounting of commercial 
documents which must be limited to three months and provided with three 
signatures, or two with supplementary guarantee” (p. 94). The magic of 
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three months and three signatures solves all problems of monetary manage- 
ment and guarantees domestic monetary stability. 

If these rules are not followed, borrowings from the Fund would be of no 
avail to cure the disequilibria originating in inflationary policies, The Fund’s 
intervention should be limited to the smoothing out of the seasonal or 
“pendular” variations mentioned above. In view of the author’s bland asser- 
tion that all deficits not due to inflationary policies have a maximum span 
of less than one year, the Fund’s task should not be an insuperable one. 
The Fund’s intervention is needed only because of the present maldistribu- 
‘tion of gold and of the failure of a previous palliative to this situation, ż.e., 
the gold exchange standard. 

Some modern ideas pierce through the fairly musty outline of the book 
when the rôle of gold in the monetary mechanism is discussed. On the other 
hand, the author envisages the possibility of a return to partial gold coin 
circulation and asserts somewhat gratuitously that, as a unit of account, 
“gold not only has been, but remains impossible to replace” (pp, 61-62). 
There is, in this connection, a brief, enthusiastic reference to our gold 
sterilization operations of 1936-37 and to the British Exchange Equalization 
Account, concluding with the view that “in both examples, the English and 
the American, one observes the conscious and planned destruction of the 
power of gold to create money. . . . Since then, even in those countries 
which call themselves ‘off the gold system,’ .. . the volume of circulation 
depends on the will of the Governments, not on the gold reserves. Gold has 
lost its malefice and has been converted into an innocuous riches .. .” 
(p. 47), Professor Fisher will also be glad to hear that his “Stamp Script 

. and 100% Money . .. have been the basis of Roosevelt’s monetary 
policy” (p. 85 n.). 

The book concludes with a few remarks on Spain’s monetary system 
and gives, in an appendix, a brief analysis of the Keynes plan and a Spanish 
translation of the Morgenthau plan, in its July 10, 1943, version. 

Mr, Alfageme’s book is by no means representative of the literature pub- 
lished on the subject in the Spanish language. Latin American readers 
especially can turn to the excellent selection of translated articles published 
in recent months by the Trimestre Económico of Mexico and to original 
studies of very high quality by such writers as Emilio G. Barreto, Carlos 
Lleras Restrepo, Raúl Prebisch, Victor L. Urquidi, the Uruguayan delegation 
to Bretton Woods, and others, 


f ROBERT TRIFFIN 
Washington, D.C. 


World Politics Faces Economics. By Harotp D. LAsswELL. A Research 
Study for the Committee for Econ. Development. (New York: McGraw- 
Hill. 1945. Pp. x, 108. $1.25.) 

The author of this book sets himself the problem of determining what 
are the appropriate national and international economic policies for the 

United States to follow on the assumption that the pattern of post-war 
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world politics will evolve around the United States and Soviet Russia as the 
two dominant powers. The author quotes with approval the remark of Alexis 
de Tocqueville over a century ago that “each of them [Russia and the 
United States] seems marked out by the will of heaven to sway the destinies 
of half the globe.” 

According to the author there is no good reason to suppose that a bipolar 
pattern of world politics is peculiarly unstable, as compared, say, with a 
unipolar or pluripolar structure of international relations. Our present limited 
knowledge can only support the conclusion that all known patterns of world 
politics are unstable, and that “stability depends upon the harmony pre- 
vailing among many functions and institutions rather than upon the character 
istics of any one political structure.” 

Under a bipolar structure of world politics, however, two focal points of 
political stress will be found to have a special significance in the evolution 
of the power balancing process of the two dominant powers. The first of 
these is the “enormous premium” put by the bipolar system upon the 
ideological integration of states, because even where natural resources and 
technology are approximately equal, the fighting potential of states can be 
limited from within by playing upon racial, religious, and economic cleavages. 
The second point is that the course of development in the small and middle 
states between the two dominant powers will have a large effect on world 
security. They can be areas of workable coöperation between the dominant 
powers; or they can be an unstable no-man’s land in which the policies and 
actions of the dominant powers or their nationals incite to feelings of suspicion 
and insecurity. 

International politics and national economic policy are interrelated and 
profoundly affect each other. In the past, wars may often have stimulated the 
expansion of commerce and industry on a private enterprise basis, but this 
has ceased to be true with the advent of total war. Small wars, or cheap 
wars, are things of the past. In the future all clashes, however small in 
origin, are likely to involve everyone and to be world-wide in their ultimate 
effects upon the world’s power system. If war prevails, or even if the 
expectation of violence is prominent, private enterprise will be curbed and 
progressively discarded. The attainment of the ideals of high levels of employ- 
ment, well-being, and freedom, requires a world frame-work of security and 
mutual confidence in the desirability and possibility of peace, abundance, and 
self-respect. 

On the other hand, the behavior of national economic systems may, in 
turn, create world insecurity and foster international distrust and friction. 
The American economy, in particular, is a source of erratic change and its 
impact upon the rest of the world may stir profound social unrest and sharpen 
feelings of international insecurity. Within limits, however, it may be possible 
to keep the United States economy from operating in this way and thus 
remove one prominent source of world insecurity. An important part of 
Mr. Lasswell’s book is devoted to examining the requirements of such a policy 
(“preventive politics”). 

The American economy is described as an “export-surplus economy”— 
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dynamic, changeable and expansive in its leading characteristics. The author 
expects that in the future we will continue to trade and invest in all 
directions without territorial limitations. He considers, but ultimately rejects, 
the idea that we should consciously pursue a policy of autarchy, even on 
an expanded territorial basis, such as all or part of the Western hemisphere, 
or various territorial combinations embracing Atlantic and Pacific areas. The 
problem then remains how to reduce any possible deleterious consequences of 
such a policy from the point of view of national and world security. 

Two general recommendations are made. The first of these is that we 
should seek to stabilize our national economic life and thereby reduce the 
insecurities and frustrations engendered by the erratic performance of the 
American economy. This proposition is not further developed by the author, 
presumably because its desirability is generally recognized, even apart from 
the benefits in international security. 

The second recommendation is that the United States should aim in its 
external economic relations at promoting “balanced industrialization”’ abroad. 
On this point the book becomes quite detailed and specific. By “balanced 
industrialization” is meant a process whereby the benefits of industrialization 
will, from the outset, be widely shared among the population affected, in 
contrast to “unbalanced industrialization” in which a privileged few are 
permitted to aggrandize themselves without substantially improving the 
status of the rest of the community. Balanced industrialization will promote 
the development of a middle class, hold social discriminations to a minimum 
and result in the growth of a relatively unified and free society imbued with 
an ideology of individualism. ) 

Unbalanced or predatory industrialization, on the other hand, will jeopardize 
our friendly relations with Russia and enhance international insecurity. 
In this case the social unrest of the masses of the people—unavoidable to a 
certain extent under the most favorable conditions of industrialization—will 
cause the ruling class to live in fear of revolution and to look with hostility 
upon Soviet Russia as a source of danger in inciting its masses, Russia, in 
turn, will react to the existence of such governments with an increased sense 
of insecurity and will feel itself being encircled. It will seek to restore the 
balance by active propaganda and diplomatic measures to widen the gap 
between such hostile governments and their own peoples and play upon all 
grievances of a racial, colonial, and economic character. Under such condi- 
tions China, India, Japan, and Near East and other territories will become 
breeding grounds of friction and suspicion in Soviet-American relations. 
Moreover, as long as Russian suspicions of encirclement are fed by economic 
developments of the type described above, there will be small chance for 
success in loosening the grip of totalitarian controls within Russia and in 
strengthening its democratic and pluralizing tendencies. 

The specific principles and methods to be followed in promoting balanced, 
rather than unbalanced, industrialization abroad, are spelled out in a 
separate chapter. Various suggestions by the author will be familiar to those 
specially interested in the future course of American foreign investments, and 
space limitation precludes any detailed analysis of his recommendations. The 
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primary value of Mr. Lasswell’s contribution lies in the skill with which he 
relates his projected program for trade and investment to the requirements 
of the prospective framework of international politics, His list of principles 
and methods furnishes an interesting check list against the policies now 
evolving in Washington in the field of international economics. 

The book is written in a rather unusual form, consisting of a series of 
propositions with explanatory comments and analysis. The material is for 
the most part tightly packed together and repays close study and re-reading. 
Not the least attractive aspect of the author’s recommendations is that they 
make good sense even without taking account of the contribution they might 
make to better Russo-American relations. 

Max GIDEONSE 

Ruigers University 


Public Control of Business; Public Administration; 
National Defense 


Big Democracy. By PauL H. Appitepy. (New York: Knopf. 1945. Pp. ix, 
. 197, $2.75.) 


What kind of decisions can an agency head make? Why are there so many 
clearances required in a government agency? Why don’t officials draft the 
letters they sign? These are some of the questions that concern Paul H. 
Appleby in Big Democracy. To a fellow bureaucrat, the answers are not new, 
yet illuminating, It is revealing to follow a carefully worked-out exposition 
of the corporate nature of departmental decisions and to see the implicit 
assumptions on which most government work moves forward made articulate 
and coherent. For example: Because a Cabinet member’s decisions are not 
personal, he cannot act as he would in deciding a personal matter, and his 
department must so function that the issues and recommendations presented 
to him are in themselves the result of corporate rather than of individual 
action. Hence, the inability and refusal of any successful agency head to 
make decisions offhand as matters chance to come to him from persons from 
outside his agency—hence, the need for careful and consistent internal 
clearance. i 

All this—and much more—is, as I have said, not new to fellow laborers 
in the vineyard though its elucidation is not common; but it is difficult for 
them to say how astonishing these conclusions will be to the lay public. 
The book is an answer, and a solid answer, to many of the current myths 
about the nature of government operations. It boldly defends the necessity 
for red tape. It flatly denies—with reasons—the charge that bureaucrats are 
power-hungry. How convincing these answers will be to the general public, I, 
for one, do not know, and particularly so because Big Democracy tends to 
assume that the myths arise and flourish from mere ignorance and naïveté. 
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Actually in an important way, the myths, however naive in origin, are 
fostered with care by persons who believe or feel that derogation of the 
federal government is profitable to themselves, directly or indirectly. 

In one other respect, Big Democracy presents a problem to the reader. 
It hesitates in its approach; at times it seems to aim at a college audience 
eager for numbered categories adaptable to easy note-taking, while elsewhere 
it addresses itself to the general reader, curious about how his government 
works, and willing to follow a consecutive development of the theme. 

I have no wish to deprive another future group of college students of 
another lecture series in which Mr. Appleby gives them a sense of the 
reality of the problems they study. But I can express the hope that his next 
book is less closely tied to the classroom and more exclusively aimed at that 
oddly large group who have never studied political economy nor worked for 
the government. 

On pages 160 to 163 of Big Democracy, Mr. Appleby quotes at length 
from an admirable speech of Speaker Rayburn on the functions of the 
Congress. It is a speech that would promptly be attacked as revolutionary 
if made by almost anyone but the Speaker of the House. There—I suggest— 
is an appropriate theme for the next epistle, and few men in or out of the 
government are in a better position than Mr, Appleby to treat the theme 
with the understanding it deserves. 

HAROLD STEIN 

Washington, D.C. 


Industrial Organization; Price and Production Policies; 
Business Methods 


The Economics of the Pacific Coast Petroleum Industry, Part 2. Price Be- 
havior and Competition. By Jor S, Barn. (Berkeley and Los Angeles: 
Univ. of California Press. 1945. Pp. xv, 438. $6.00.) 


Part 1 of Professor Bain’s study on Market Structure appeared in 1944, 
and Part 2, as summarized by the author, “deals with the measurement and 
evaluation of price results throughout the industry; the history of competition 
and cooperation; and the connections among price results, competition, and 
market structure.” While there is an introductory story of the earlier years of 
the California oil industry, the study is devoted almost entirely to the period 
1929 to 1940; and this period is divided into the depression period from 
1929 to 1933, the “controlled” recovery period of the N.R.A. from 1933 to 
1935, and the period of general but not steady recovery from 1935 to 1940. 

It is difficult to summarize the complex mass of facts and conclusions pre- 
sented here, but, following the author’s outline, we may begin with the crude 
market. In this market in 1940 there were seven “major” producing com- 
. panies, and 1226 “minor” companies, each group producing about 50 per cent 
of the crude oil. The majors refined their own crude and bought 60 to 65 
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per cent of the crude sold by the minors, the rest going to some 60 inde- 
pendent refiners and skimming plants, or into export markets. During most of | 
the period outlined there was excess production of crude, which the majors 
tried in various ways to curtail, most of the time under federal supervision, 
represented by the N.R.A., the Federal Oil Conservation Board and the Bureau 
of Mines, Crude prices, as set by the Standard Oil Company, in a scheme of 
price leadership which the other majors followed, were maintained at a level 
higher than in other oil producing areas, but not high enough to permit 
imports from the flush Texas production. 

According to the author, the majors wanted high crude prices because they 
made most of their profits in crude production. This is, of course, at variance 
with major policies in many producing fields, for the majors who buy some 
of their oil from independents, are not usually accused of wanting to pay 
too much. Since the majors are everywhere integrated, the imputed price of 
their own crude would appear to be a matter of indifference to them, while 
they would profit from buying the minor production as cheaply as possible. 
At any rate, Professor Bain finds the California majors making most of their 
profits in production, whereas the T.N.E.C. figures for the country as a 
whole reveal modest earnings in crude production, with much higher anne 
in refining and transportation. 

Transportation is less important in California than in other fields; yi 
since most of the tankers and nearly all the longer pipe lines are owned and 
controlled by the majors, and are operated as private carriers, they buttress 
the power of the majors. Non-integrated refiners must be near producing 
fields, There are complicated relationships among the Los Angeles, San 
Francisco and San Joaquin Valley markets, but Los Angeles is generally the 
basing point for both crude and refined products, and in the Valley and 
Coastal areas the majors constitute a buyers’ oligopoly. 

In the wholesale market for refined products, the author finds three types 
of price discrimination, In the first place, there was discrimination among 
various refined products not according to cost calculations but according to 
their demand elasticities. In the second place, in meeting the price com- 
petition of minors, the majors sold “third” grade gasoline at price differences 
which did not match differences in cost. In the third place, the majors, largely 
the Standard Oil Company, fixed export prices, particularly of Diesel fuel, 
below the domestic level. With excess production of crude, they used the 
export market to dispose of the surplus, and so kept the domestic market 
“stable.” In the wholesale market, as in the crude market, there was price 
leadership, unstable because of intermittent minor competition. Professor Bain 
finds refinery operations not always profitable, with minor failures common; 
yet there were some new entries in profitable years, As in industry generally, 
the major producers have tried to avoid price competition and instead have 
followed extensive programs of product differentiation. 

In the service station business, the majors have resorted to various means 
to prevent price competition. They have subsidized service stations in various 
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ways, have encouraged the proliferation of stations in order to increase sales, 
have set extravagant standards of service and haye spent considerable sums 
advertising their differentiated brands. In all this, however, they merely follow 
the tradition of most American businesses. The T.N.E.C. found the service 
station business operated at a heavy loss, and Professor Bain concludes that 
the Pacific Coast stations at any rate make no profit, and probably suffer 
net losses. Average gross profits of service stations varied from $147 a 
month in Washington to $231 in California. 

The general picture, then, is one of an oligopoly, the oligopolists keenly 
aware of rivals’ reactions, operating under government supervision in crude 
production, with several attempts to establish monopoly in the sale of gaso- 
line, one of them organized under the N.R.A. It is a picture of powerful 
integrated companies, troubled by occasional floods of excess crude at home 
or in other producing fields, and by the erratic competition of weak and 
inefficient minor refineries and skimming plants, trying to maintain stability 
in a rather persistently unstable business. The majors have kept independent 
jobbers out of the business, but they have followed a “live and let- live” 
policy with respect to minor refiners, Professor Bain summarizes their general 
behavior as “far from socially reprehensible.” 

This seems to the reviewer to be a fair judgment. It is perhaps ‘true that 
in some respects the oil majors are treated with undue leniency in this book. 
The plea of nolo contendere to the antitrust indictment, for instance, leaves 
a rather strong presumption of guilt; but limiting output and maintaining 
prices in the oil industry are not necessarily contrary to the public interest. 
It is the theory of the reviewer that oil production has almost always been 
too high, and prices too low, to effect due conservation of this irreplaceable 
resource. In many respects the oil industry is a natural monopoly, and should 
be recognized as such, A more reprehensible policy has been that of exporting 
oil at prices below the domestic level, in order to maintain domestic prices. 
This is not conservation, but is merely imposing on domestic consumers a 
part of the cost of oil and oil products exported—some of them to Japan. 
Here a little indignation might have been justified. 

One of the valuable services Professor Bain has rendered us is that of 
presenting the price policies of the California majors as they look to the 
men in the business, and as they have developed in response to problems 
actually faced in business. Using the facts presented here, a prosecutor might 
easily have drawn up a rather extended indictment of the oil majors; but we 
have many such indictments, and it is well that we have this more sympa- 
thetic and understanding analysis. The book might have been condensed 
considerably without great loss, and it might have been organized to make 
the conclusions stand out more clearly; but it is a very valuable contribution. 
In its departure from the traditional anti-monopoly analysis it represents an 
approach which is needed. 


University of Kansas Joun Ist 
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Mining; Manufacturing; Construction 


American Chemical Industry: A History—-1912-1922. By WILLIAMS HAYNES. 
Vol. II and III. (New York: Nostrand. 1945. Pp. xliii, 440; 606. $8.00 per 
vol.) 


The late Francis P, Garvan, one-time president of the Chemical Founda- 
tion, is often credited with the remark that all America got out of World 
War I was its organic chemical industry. Whether or not one agrees with 
this view, it would be a mistake to suppose that we did not have a well- 
established domestic chemical industry in the period just ahead of the First 
World War. As a matter of fact, the manufacture of chemicals in the 
United States has developed from roots firmly planted in the earliest 
commercial enterprises of our colonial days, and that is a story the author 
proposes to tell in Volume I of this work, as yet unpublished. The thinning 
ranks of those who participated in the spectacular growth of the industry 
during World War I, from whom first-hand information could be had, im- | 
pelled Mr. Haynes to publish first Volumes JI and III, covering the period 
1912 to 1922. Ultimately, there are to be five volumes of the history in all. 

Williams Haynes is well known in the field of chemical economics, and was 
for many years the publisher of the trade magazine Chemical Industries. He 
is the author of a number of books, mostly in popular vein, such as The Stone 
That Burns, and This Chemical Age. The complete history of the events and — 
the possibilities which combined to give chemical independence to this country 
has never before been written. To recount the growth of the chemical industry 
is a complicated matter, but the author unravels this difficult story with great 
skill, He possesses a clear and interesting style, which makes for enjoyable 
as well as informative reading. While he has written primarily economic and 
industrial history, due attention is given to concurrent technological advances. 
At the same time the author achieves in large measure a correlation of the 
development of chemical manufacturing and merchandising with the eco- 
nomic development of the country, and a setting of the chemical industry 
against the contemporary political and social background. 

Briefly, the plan of the present two volumes is to deal first with the 
pre-war status of the industry as a whole and the impact of events leading 
up to our entry into the-war. Then each of the important segments of the 
industry is treated separately, in terms of individual chemical raw materials 
and products, for the entire period under consideration. The closing chapters 
again pull the story together by telling the effects of the war on the industry, 
its relations with the government, and its new importance to the rest of the 
economy. 

The chemical industry is one whose activities are far-flmg and complex, 
but it is neverthless an integrated industry to an extent seldom realized. 
Its technology undergoes rapid and continuous change, obsolescence and 
amortization rates are high, The disappearance of an apparently stable 
source of raw material, or an unanticipated increased consumption of any 
one product, can dislocate the whole pattern of production. This lesson was 
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driven home during World War I, and the recent conflict taught it to a new 
generation all over again. 

In 1912, the importance of a strong chemical industry to our economy 
and national security was not as well understood as it is today. The industry 
was comparatively small and simple in its organization, most plants being 
still family-owned. The Underwood Tariff act of 1913, which was based 
upon Democratic Party principles of a tariff for revenue only, created diffi- 
culties for the growing industry because of the uninformed and illogical 
manner in which it handled chemical rates, Chemical raw materials, pre- 
viously on the free list, were made dutiable, while at the same time lower 
rates were provided for imported finished products made from identical raw 
materials. This handicapped American manufacturers competing with Euro-, 
pean chemical makers who were commonly organized into cartels, selling syndi- 
cates and trusts. The depressing influence of this tariff was virtually nullified 
by the outbreak of war in Europe ten months after its passage. The tre- 
mendous eventual wartime demand for chemicals, of which a curious lack of 
perception existed in 1914, and the blockade of Germany by the Allies, started 
the domestic industry on its way to wartime expansion. 

The other big difficulty which had confronted the industry was the con- 
centrated efforts of German chemical producers to prevent its growth. 
Backed by the German government, and by well-organized commercial repre- 
sentatives in this country, the Germans had, both for commercial reasons 
and in preparation for the coming war, done everything in their power to 
keep America in a subordinate position chemically. The German potash 
producers and the dye cartel resorted to every competitive trick—cut prices, 
commercial bribery, and full-line forcng—to prevent anyone in this country 
from acquiring practical manufacturing experience or conducting profitable 
operations. They assisted in obtaining favorable tariffs and in disseminating 
propaganda that American technologists could never catch up with Germans. 
The liberal provisions of our patent law permitting claims to chemical com- 
pounds were utilized to prevent production in the United States of valuable 
dyes, drugs and organic chemicals, making our dependence upon Germany 
complete. The war forced the entry of the United States into organic chemical 
manufacture, and the subsequent seizure of German patents by the Alien 
Property Custodian freed us from German domination and laid the founda- 
tion of a new industry. 

As war drew closer, advocates of preparedness became more vocal; and 
there began to be official recognition that industrial mobilization would be 
necessary. A Council of National Defense was set up, and various com- 
mittees were created. Chemicals played a part in the awakening educational 
process, but as the author points out, it took an amazing time for the idea 
of total war to penetrate. For the first time chemicals became news, our 
shortages of dyes and medicinals, and our dependence upon Chile for nitrates 
were dramatic lessons of the compelling influence of war upon industry. The 
War Industries Board was organized under Bernard Baruch, of whom the 
author is a strong admirer. There are many interesting parallels between the. 
career of the Board and that of the late War Production Board, the type of 
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problems and the methods used to solve them. To a greater extent than 
WPB, Baruch depended upon voluntary coöperation of private industry with 
as few controls as possible, chiefly of raw materials. 

The chapters dealing with individual chemicals run the entire gamut of 
the industry, embracing such basic materials as nitrogen, potash, phosphates, 
sulfur, coal tar crudes, ferro-alloys, minerals, naval stores, crude drugs, 
alkalies and acids, pigments and colors, insecticides, alcohol and other sol- 
vents, compressed gases, explosives, dyes, medicinals, perfumes, and other 
organic chemicals. Each of these is really the history of a separate industry, 
and many make fascinating reading, their interrelationships being well brought 
out, together with a liberal education in the peculiarities of chemical 
economics. 

When the war ended, the industry was faced with excess capacity and 
stocks of chemicals. Many war-born companies went out of business, But 
within a short time, this period of distress gave way before increased demands 
for chemicals resulting from new industries such as rayon, plastics and 
lacquers, and from a phenomenon which the author calls the “chemicalization 
of industry,” involving the greater use of chemical methods in older estab- 
lished manufacturing processes. The war also brought changes in the structure 
of the chemical industry from family to corporate ownership. Methods of 
sales and distribution underwent a transformation, the old sales agents being 
replaced by company sales staffs, with emphasis on technical sales service. 
The value of products of the industry had risen from $117,000,000 in 1910 
to $574,141,000 in 1919, and in 1921 was still $390,768,000. No other 
American industry had grown more rapidly, and its new size and strength 
gave assurance that the modern American chemical industry had arrived to 
stay. 

Mr, Haynes is objective and fair in his treatment of both government and 
industry, but understandably leaning somewhat in favor of the latter, of which 
he is seldom critical. He seems to feel that the government treated the industry 
harshly after World War I in the matter of contract termination and the 
disposal of surplus plants and chemicals. He also does not hesitate to point 
out instances of military shortsightedness in connection with the war effort. 

The author’s economic philosophy as it is reflected in his narrative appears 
to be set forth in his chapter on The Industry and The Government, in 
Volume III. He takes. his place with those who advocate free private enter- 
prise, with a minimum of governmental control and interference. His tariff 
views are those of a strong protectionist rather than a free trader. With some 
relish, Mr. Haynes cites an article by Dr. Taussig in the Quarterly Journal of 
Economics for November, 1922, in which that eminent economist stated it as 
his opinion, based on experiences as Chairman of the Tariff Commission, 
that the coal tar chemical industry did not seem to be adapted to American 
ways, that the American people probably would do better to turn to other 
things and get their dyestuffs from Germany, with no substantial tariff. 
Mr. Haynes believes that the high protective rates of the Fordney-McCumber 
tariff of 1922 saved the lives of our war-born chemical industries in the 
face of ruthless German competition. 


1946] BOOK REVIEWS 441 


In describing the post-war trend toward mergers and consolidations within. 
the industry, leading to formation of a few big companies and the disappear- 
ance of many small concerns, the author tends to treat these as merely 
normal business developments, rather than as representing tendencies toward 
monopolistic concentrations of economic power, 

The text does not attempt to tell the story of every chemical enterprise 
in the United States from 1912 to 1922. The growth of the chief firms, 
trade associations, and trade publications is traced. The prominent person- 
alities of the industry during that period are pictured in the illustrative plates 
with which the history is provided in profusion, and their accomplishments 
are told in the text and in interesting biographical footnotes. At the end of 
each chapter there is a table of references cited numerically in the preceding 
pages, and a good bibliography at the end of Volume IT. A useful feature is a 
chemical chronology in Volume II which correlates general business, chemi- 
cal industrial, technical-scientific, and contemporary political events annually 
from 1912 to 1922. Each volume includes a series of appendixes containing 
statistical facts and figures, prices, and miscellaneous documents of bio- 
graphical and historical interest. The books are remarkably free from 
errors. 

Williams Haynes has made a contribution to American economic history 
that will stand for a long time. It is to be hoped that the remaining volumes 
of the history will soon be forthcoming. 

Huco E., WEISBERGER 
Washington, D.C, 


Transportation; Communication; Public Utilities 


The Use and Disposition of Ships and Shipyards at the End of World Wer H: 
A Report Prepared for the United States Navy Department and. the 
United States Maritime Commission by thé Graduate School of Business 
Administration, Harvard University. (Washington: Government Print- 

> ing Office. 1945. Pp. xiii, 325.) 

Because of its importance in connection with the future national security 
of the United States, and with the strength and efficiency of the shipping and 
shipbuilding industries, the method of disposal of the great war-built merchant 
fleet of this country emerges as a primary post-war consideration. This report, 
prepared by James W. Culliton, Harvey P. Bishop, James M. Knox, and 
Paul F. Lawler, of the research staff of the Harvard Business School, after a 
thorough canvass of the facts and of the opinions of maritime leaders in 
government and private life, provides the best organized review of the Ameri- 
can shipping problem to appear in a long time. Although focusing on the 
disposal of ships and shipyards, the writers necessarily had to consider to a 
considerable extent long-run merchant marine policy, and the report therefore 
has considerable scope. The document has also provided a foundation for 
the arguments leading up to the Ship Sales act of 1946—the most recent 
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piece of major shipping legislation in the United States, Although differing 
in many details, this act follows the Harvard recommendations in broad 
outline. The report therefore deserves close scrutiny by economists interested 
in transportation, foreign trade problems, and shipbuilding. 

The report endeavors to solve two problems. The first is that of the 
disposal of the huge merchant fleet now owned by the government as a result 
of World War II construction. This country built some 6,000 vessels, totalling 
about 58,000,000 deadweight tons. While many of these ships have been 
lost or otherwise disposed of, the number of vessels remaining is staggering, 
and is far in excess of normal American ship requirements, The British and 
Canadian ship disposal problems are puny by comparison. We are therefore 
dealing with already created capital resources, and the question becomes 
how to deal with them to best advantage. The second problem, which is 
closely related to the first, is that of integrating ship and shipyard disposal 
with national merchant marine policy as expressed in the Merchant Marine 
act of 1936. The suggested solutions of these problems in the report are 
ingenious, 

The recommendations depend on certain guiding principles, The national 
defense argument for shipping, commonly treated as a subordinate matter 
by most economists, is the core. It is assumed that major wars involving the 
United States directly or indirectly are a continued possibility. In such 
wars the requirements for merchant ships will doubtless be enormous. It is 
noted that, despite the prodigious volume of merchant tonnage built in 
World War II, which tonnage in 1943 alone exceeded that produced in the 
United States from 1914 through 1938, the supply of vessels was inadequate 
to meet all needs, and the shortage at times even threatened the loss of the 
war. This wartime expansion of shipping and shipbuilding was, furthermore, 
extremely costly. The problem is therefore to fashion an integrated merchant 
marine and ship and shipyard disposal policy designed to provide at reason- 
able cost for the national security over cycles of peace and war. 

This report thus clearly recognizes the great dilemma which today faces 
shipping economists, It is that the gap between national peacetime and war- 
time ship requirements has now become so great that it is difficult to see 
how any satisfactory compromise can be found between the positions of those 
who argue for national maritime industries adequate for defense, and those 
who are concerned to promote more free international economic relations. 

In dealing with ship disposal there appear to be two broad alternatives. 
The first is to liquidate the surplus over a moderately short period by selling 
vessels freely at necessarily low prices to all comers, domestic and foreign, for 
both operation and scrapping. This policy would permit the war-built fleet 
to serve current world freighting needs to a substantial extent, would lower 
freight rates, would considerably assist foreign operators in securing tonnage, 
and would make large-scale ship construction unnecessary for some time. It 
would be a recognition of the surplus for what it is, On the other hand, it would 
tend to break down the position of the American chosen instruments, would 
fail to provide a strategic reserve in the United States, would upset existing 
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subsidy policies, and, most important of all, would make the attainment of 
national security more difficult. Such a scheme the authors would reject. 

They are indeed quite critical of government policies following World 
War I. These failed to provide adequately for the transfer of war tonnage to 
American operators and for the support of such firms. In an appendix, which 
provides an excellent review of the ship market and ship disposal policy 
at that time, it is pointed out that vessels were not sold promptly while the 
market was good; that there was no firm ship sales policy, with the result 
that buyers were wary; that there was a totally inadequate subsidy policy 
and little prospect of vessel replacement; and finally that a concept of a 
strategic reserve was lacking. By 1922 ship prices had fallen to low levels, 
at which ships were sold sporadically for operation and scrapping. They 
were to go still lower. The World War I fleet did, indeed, supply a cheap 
reservoir from which the operators continuously drew vessels, but because 
of the absence of a strong shipping policy prior to 1936, such sales were 
merely a means of keeping in operation foreign-trade and coastwise services 
yearly becoming more obsolete and hopeless. The great World War I fleet was 
thus frittered away. 

The report favors the second alternative, which is the planning of ship and 
shipyard disposal on the basis of long-run merchant marine policy, coupled 
with the establishment .and sterilization of a large reserve in both industries. 
With respect to shipping the report proposes measures to reéquip the entire 
foreign- and domestic-trade merchant fleet with modern, fast, highly-efficient 
vessels of the standard C4, C3, C2, C1, and Victory types, of which there is 
an ample supply, and in some cases with special types from new construction. 
This end is to be accomplished by selling such ships now in the government 
fleet to American operators at roughly world market prices less depreciation, 
which world prices are taken to be post-war foreign construction costs, and 
by maintaining adequate operating differential subsidies. The maintenance 
of the operating subsidies of the Merchant Marine act of 1936 is considered 
to be important and to be a cheap means of effectively providing for national 
security. Gross payments without any allowance for recapture were only 
$11,000,000 in 1939. Post-war payments are put at from $20,000,000 to 
$25,000,000, covering from 175 to 200 ships. The necessity is also pointed 
out of selling ships promptly, of fully establishing the principle of private 
operation, and of having a firm price and sales formula. Vessels should be 
offered, first, to United States contract operators; second, to other American 
owners; third, to the reserve fleet, of which more later; and fourth, to foreign 
buyers. Interesting calculations of post-war demand are supplied. 

The report is thus mainly concerned with the high-quality tonnage, Under | 
favorable conditions American owners might buy nearly all of the vessels of 
this type available. Liberty ships, of which the writers estimate there will be 
about 2,400, are believed to be of.little peacetime value. They are truly 
surplus, and should therefore be promptly made available at a low and 
uniform price to all buyers. T2 tankers should be handled likewise. 

A novel feature is the proposal to create promptly two sterilized reserves 
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as a means of removing surplus vessels from the market and of providing 
cheaply for national security. The first, the strategic reserve, would consist 
of about 1,000 ships of assorted types useful in war, these craft to be main- 
tained in good condition. The second, the residual reserve, would contain the 
remaining unsold ships, which would be kept in reduced maintenance. 

This program, now substantially enacted, though with variations, has much 
to commend it. Capital may be expected to flow with some confidence into 
private shipping, yet for those vessels to be sold the government will receive 
a reasonable return, Means of replacement and modernization of such fleets © 
are available under the Merchant Marine act of 1936. The surplus ships, of 
small value in peace but of great value in war, are to be in large measure 
preserved. 

The shipbuilding program matches that for shipping, Lazssez-faire, which 
would soon bring paralysis for some twenty years, must be avoided in the 
interest of national security. The industry must, therefore, be kept at a 
suitable level of activity by government aids and subsidies, and by careful 
disposal of excess plant. Considerable capacity should be kept on a standby 
basis by means of maintenance contracts with active yards. 

There is little doubt that the proposals adequately fulfill the objectives of 
the authors. They burden foreigners in that the war-built, high-quality ships 
will appear on the seas under the American flag, rather than under foreign 
flags, and that the great mass of ships will not be dumped on the world ` 
market, The basic interests of American shipping and shipbuilding are in 
general safeguarded as well as appears possible. 

One wonders, however, about the long-run implications. Will the com- 
parative advantage of foreign owners increase as a result of the war, and 
thus put heavy pressure on American owners? Will there be strong counter- 
vailing subsidies and measures? Will the dollar exchange position of many 
foreign nations permit of large-scale patronage of American shipping? Finally, 
will not the coming revival of European shipbuilding produce in some ten 
= years a serious oversupply of tonnage? But in this imperfect world the 
Harvard recommendations have much to commend them. 

Joun G. B. HUTCHINS 

Cornell University 


Agriculture; Forestry; Fisheries 


Agriculture in an Unstable Economy. By THEODORE W, ScnuLrtz. A Research 
Study for the Committee for Econ. Development. (New York: McGraw- 
Hill. 1945, Pp. xix, 299. $2.75.) 

Agriculture has struggled with its problems for more than two decades. 
The progress that has been made in the realization of their character and 
the means of solution become apparent when one compares the statements 
such as the Land-Grant College Committee report of 1927 with the analysis 
of this book. The earlier report implied we were in a passing stage of diff- 
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culties which time would shortly cure, Here, however, is a penetrating analysis 
with recommendations. It should be required reading for those concerned with 
public problems. The discussion deals with price and income aspects of 
agriculture, and as the author distinctly states, not with relief or welfare 
aspects. It will be criticized for incompleteness by those who place major 
emphasis upon the latter. 

The first part of the book outlines the prospective conditions faced by agri- 
culture. On this the author is frankly pessimistic. Agriculture it is true is 
booming now, but the difficulties of the 1930’s were due to underlying trends 
and may be expected to return with the decline in war and immediate post- 
war demands, Part Two develops the dominant factors in the long-run agri- 
cultural situation, These are an accelerating expansion of supply and a slowing 
down in the growth of demand. Add to this difficulty of movement out of 
agriculture, because of lack of economic opportunities and Jack of knowledge, 
and the stage is set for continuing low income per farmer. A forward surge 
of farm technology is on and appears to be in its early stages. The result 
is that even with a greatly reduced number of farmers, we appear able’ to 
far exceed our domestic needs in output, This is coupled with the slowing 
down of the growth of demand. Population is, of course, increasing at a de- 
clining rate. What is more important, however, is that farm products have a 
low income elasticity. Dr. Schultz, after careful study, places it as low as .25 
at the farm. Demands as a result will not increase as much as incomes rise and 
we face a long-run tendency toward excess agricultural output. 

The usual cure for economic ills prescribed by the orthodox economist is 
to free economic forces from their restrictions and allow time for the situa- 
tion to be rectified. Agriculture, according to Dr. Schultz, seems capable of 
working out a considerable share of its internal adjustments with reasonable 
dispatch and we should strive toward facilitating such adjustments. The 
paralyzing hand of parity prices, for example, should give way to free market 
prices to permit adjustments in output. The relationship with the remainder 
of the economy is quite another matter. A vigorous, growing and stable 
economy would in large part solve the problems of agriculture. Without it, 
these adjustments will require an unreasonable period of time. If during the 
first two decades after the war the annual rate of increase of nonagricultural 
output reaches 4 to 6 per cent, then Dr. Schultz estimates that this growth 
might make room for an annual expansion of agriculture around 2 per cent. 
But if business cycles continue, agriculture will continue to face distressing 
declines in demand during depressions and will need ameliorating measures. 

Experience indicates we must expect cyclical fluctuations even if the long- 
run trend is favorable and depressions are shortened. Freer trade and better 
international relationships would, of course, improve export markets, but 
there seems to be no long-run solution to our domestic agricultural problems 
along these lines. One gathers that the author, while favoring a loosening of 
the impediments to economic forces which we have constructed, would not 
place too much reliance on this, In the foreseeable future, more than this is 
demanded in the way of an agricultural policy. 

The author examines our past agricultural programs in his third section. 
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Thus far the programs have had serious faults. This is so apparent that 
even the South and the Congress appear to have developed doubts regarding 
them. Dr. Schultz selects as the two most important of the pre-war administra- 
tive techniques the acreage allotments and commodity loans. The attempts 
to curtail production by acreage reduction did succeed in reducing acreage 
but not production, They appear to have had no substantial effect on price 
or income. On the credit side, however, they appear to have contributed to 
soil conservation and better farming methods. The procedure of tying most 
of the AAA payments to acreage allotments resulted in the larger farms 
receiving proportionately larger payments and to some freezing of production 
patterns. 

The commodity loan program seems generally to have erred in a definite 
drift toward too high loan values and an inflexibility because of the tying of 
the loan values to parity. Thus far the commodity loan program has not had 
to face the results to be normally expected from its present mode of operation. 
The present loan program began with the Commodity Credit Corporation in 
1933. This agency in contrast with its ill-fated predecessor, the Federal Farm 
Board, was favored in its early years with a strong trend of rising prices. 
By 1940, however, accumulations of stocks had become great enough to 
presage disaster, but the unprecedented war demands provided a rescue. 

The lessening latitude given the administrators in setting the loan rate has 
been striking. In the AAA act of 1933 the Secretary of Agriculture was 
given wide latitude in setting the loan rate, The 1938 act specified rates be- 
tween 52 and 75 per cent of parity. The 1941 legislation made all loans 
mandatory at 85 per cent of parity. In 1942, the rates became 90 per cenf 
of parity with some limited exceptions and the rates were to extend to the 
expiration of the two-year period beginning with the end of the January 
following the close of the war. This record does not discourage the author 
and he does not believe that the faulty programs of the past means that 
all government programs are bad. He holds that we may have vigorous and 
enterprising farms and at the same time equally vigorous if well designed 
government programs. 

The last section of the book is devoted to Dr. Schultz’s own program for 
improving the agricultural situation. To solve underemployment and low 
earnings in agriculture, it is, of course, necessary to move persons from 
farms. Things we should not do are fairly clear and include resettlement 
of veterans extensively on farms and increasing the number of so-called 
“subsistence farms.” Positive measures are less easy to enumerate, but cer- 
tainly involve the removal of barriers to movement. Monopolies and restric- 
tions to entry in trades should be broken down, Among the positive measures 
the author makes an interesting suggestion for a National Outlook to serve 
labor similar to that developed for agriculture. Grants-in-aid for migration 
and enlarged facilities for training rural youth also appear warranted. 

In so far as instability of agricultural income arises within agriculture, 
the solution seems to be at hand. A crop insurance program and storage of 
feed grains on public account to stabilize livestock production promises to 
do a great deal. 
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Diminishing income instability caused by fluctuations in demand are out- 
side the power of intemal adjustment of agricultural affairs. The first line 
of defense in stabilizing agricultural income would be the stabilization of the 
whole economy, probably through fiscal-monetary policy. Should this fail, 
then the author would advocate compensatory payments to farmers during 
the depression periods as the second line of defense. Farm prices would be 
left free to seek their own levels and perform their allotted functions with 
respect to allocating supplies. The author was among the early advocates of 
this approach to our price problems and has done much to bring about its 
acceptance as a general principle. These compensatory payments would be 
made to farmers to sustain their income without interfering with prices and 
their function. Payments might begin when unemployment or factory pay- 
rolls reached a certain level. The author suggests that they be made to pro- 
vide a price equivalent amounting to about 85 per cent of some pre-depression 
level. Parity prices would be completely abandoned. Under such a policy 
the principal production adjustments would flow from relative prices. In 
addition, however, some aid might be given toward soil conservation, storage 
of feed crops, improvement of farm practices, improvement of tenure and aids 
to depressed areas, Adjustment aids are especially essential to the South. 

In price policy, Dr. Schultz is the leading exponent of “forward prices” 
among the agricultural economists. The details of this part of his positive 
program are not entirely clear. Forward prices are, however, prices announced 
far enough in advance to enable farmers to develop their next production 
program in harmony with the announced prices. They should also be prices 
which will achieve a desired output, presumably desired by governmental ex- 
perts after review of the prospects for the future. Nearly all agricultural 
economists will agree with the author that our system of parity and support 
prices is undesirable and dangerous, but there is a wide divergence of opinion 
on forward pricing. 

WARREN C. WAITE 

University of Minnesota 


Reconstruction of World Agriculture, By Kart BrRanDrT, (New York: Norton. 
1945. Pp. viii, 416. $4.00.) 
_ This book was written during the war, anticipating the task of rebuilding 
agriculture and reéstablishing a world economy. It was written in the belief 
that Germany, Italy, and Japan would be defeated, that the post-combat 
period of disorganization would be brief, that the food relief requirements for 
Europe would be moderate, that land reforms long overdue in Europe would 
be undertaken, and that an opportunity would present itself for the restora- 
tion of agriculture in a setting of world trade shaped along liberal lines. ‘The 
book is packed with information, ideas, and insights about agriculture, es- 
pecially European agriculture. 
Dr. Brandt, drawing upon his rich experiences, has allowed himself to 
range widely. No American has at his fingertips so much detailed knowledge 
about Europe’s land institutions, excess population on farms, the price- 
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making machinery serving agriculture, the political rôle of farm groups, and 
the state of the technology in agriculture as has Brandt. P, Lamartine Yates 
and D. Warriner have focused on the economics of the European peasant. 
Wilbert E. Moore, in his Demography of Eastern and Southern Europe, has © 
given us a much needed analysis of the excess supply of labor on farms 
in eastern and southern Europe. Brandt, however, seeks a more comprehen- 
sive understanding, namely, the rôle of agriculture in a modern world economy. 
In his explorations he draws not only on his European background but also 
takes in his stride recent developments in nutrition, the technological advances 
in farming in countries with a highly developed agriculture, the lessons in food 
and agriculture drawn from the experiences of World War I, and the basic 
forces that were shaping world trade during the inter-war years. 

Brandt starts with the effects of World War I and then sketches the trends 
of the twenties in which he includes Hoover’s efforts at food relief, the 
agrarian reforms in eastern Europe, the gradual recovery of agriculture in 
Europe, the appearance of maladjustments in supply and demand, the decline 
in farm prices toward the end of the decade and its portent of depression, 
efforts at farm relief and market monopoly, and the failure of the monopolist 
approach along with much higher tariffs in the United States and autarchy in 
Germany. The analysis then shifts to the decade of the thirties, starting with 
the collapse of the credit structure, the spread of protectionism, the transi- 
tion in Europe from the failure of peace to the preparation for war, New 
Deal farm policies, the cartelization of agriculture in Great Britain and 
Germany, and the added public control of the farm economy in other parts 
of Europe including the Soviet Union. 

The impact of World War II on the food and agricultural economy and 
the prospects at the end of hostilities is then considered, which sets the stage 
for estimating the conditions in agriculture during demobilization. Because 
he expected the food relief requirements for Europe to be moderate, the task 
of the United Nations Relief and Rehabilitation Administration appeared to 
him comparatively easy. This discussion ends with the warning that America 
“. . . will be rudely shaken by the discovery that European agriculture is very 
competent and is a serious competitor with American agriculture In European 
markets.” Recovery in agriculture is expected to come quickly; a vigorous, 
highly productive European agriculture will emerge soon after the end of the ` 
war after a brief relief period, as was the case following November, 1918. 
The outlook in 1946 is indeed not nearly so assuring. 

There then follows what is probably the best part of the book, a treatment 
of the basic controversial issues in formulating a world agricultural policy. 
We are living in a century when people and governments are concerned about 
the welfare of farmers; the claims of importing countries for agricultural 
protectionism and the claims of agricultural exporting companies for special 
measures to dump and to engage in price discrimination in forcing supplies 
into export channels have been freely supported. The effects, of industrial 
activity on agricultural progress is touched upon, and the importance of the 
division of labor between the temperate and tropical zones is stressed. 
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Brandt then introduces a very provocative topic; collective versus individual 
farming, reviewing very briefly the cultural history that has shaped, first, 
feudal society and later the small family farms in western Europe. The split 
in the socialist parties with regard to breaking up rich estates deserves much 
more attention than he has given it. In fact, this particular topic is of such 
basic importance that one hopes he will find time to enlarge and to prepare 
a modest monograph for our professional literature on the size and structure 
of farm units viewed in terms of the historical stages through which agri- 
culture has passed, the institutions that have become established, and the 
goals that are appropriate to policy in this sphere. Brandt appears to make 
altogether too much of the idea that there are many people in farming who 
are so low in their capacity that large-scale farms are necessary to employ 
them, Certainly this a very short-run view, for much can be achieved through 
education, nutrition and other welfare measures to enhance the efficiency of 
such people and thus enlarge the productive réle they can play in agriculture 
and in other occupations, The penetrating comments on agrarian feudalism 
in Germany, Hungary, Poland, and Spain should be carefully studied by 
students of political institutions as well as those interested in agriculture. 

Brandt then throws his weight for a reconsideration of world trade; 
freer trade is a basic prerequisite for the reconstruction of agriculture. 
He conceives this rebuilding in a liberal tradition and relates it to the founda- 
tions of political democracy and then turns to the necessity of an expanding 
economy in order to achieve a‘redistribution of the labor force to lessen the 
overpopulation of agriculture. There is also a need for the resumption of 
efforts for the improvement of nutrition but he holds that the prosperity of the 
agriculture of the world is dependent primarily upon European political sta- 
bility and industrial recovery. 

Planning with regard to agriculture is viewed by Brandt largely as a threat 
rather than a promise. Planning takes on all of the adverse political connota- 
tions that Hayek has ascribed to it. It “means that all economic affairs are 
subject to political decisions. . . . Under agricultural planning, as it is exe- 
cuted today, for example in the U.S. .. . it is decided by vote in both 
houses of Congress, When Congress thus acts it is planning.” This book 
is devoted to policy objectives—policies which will shape the use of resources, 
the channels of trade, and the functioning of the price system. Such policies, 
if they are to have expression, must also be decided by vote in both ‘houses 
of Congress. 

One might well wish that this book had been more condensed without los- 
ing any of its comprehensiveness, less detailed without losing its rich reality, 
less descriptive, leaving more room for the formulation of the main issues 
and analysis. There is also considerable repetition and inclusion of materials 
that are quite obvious to most readers. These shortcomings are, however, for 
the reader a small price to pay for the wealth of information and insight that 
this book encompasses. 

THEODORE W. SCHULTZ 

The University of Chicago 


450 THE AMERICAN ECONOMIC REVIEW [ JUNE 


USDA—Manager of American Agriculture. By Fernie DEERING. (Norman: 
Univ. of Oklahoma Press. 1945. Pp. xvi, 213. $2.50.) 

The genesis and purpose of Mr. Deering’s book is explained in the Preface: 
“When I became editor of The Farmer-Stockmen in 1942, I decided that 
I ought to know how the USDA was organized, how it operated, and what 
it did. So I started in to learn about/it. The farther I went in my research, 
the less I understood the USDA, eventually arriving at the conclusion that no 
man living understands the complex setup. The observations contained herein 
grew out of that conclusion. ... This book is an appeal for revaluation of our 
approach to the farm problems so that solutions may be found and for 
organization of the USDA on that basis” (pp. ix-x). 

In the process of ascertaining what is wrong with the U. S. Department of 
Agriculture, Mr. Deering touches a great number of problems. Chapter 1 
contains a generalized account of the activities of the department; criticism - 
of the wartime organization and the 1945 reorganization of Secretary Ander- 
son; plus a proposal for reorganization under three broad functions: (1) 
administration, (2) research and (3) education and information. Chapter 2 
touches on the historical development of the Department and returns to 
recent organizational defects and the need to remedy them. Chapter 3 dis- 
cusses the shortcomings of a number of specific programs, and gives special 
attention to the Agricultural Adjustment Administration and the Commodity 
Credit Corporation. Chapter 4 describes in rather sketchy fashion the work 
of the agencies within the Agricultural Research Administration. Chapter 5, 
entitled The Number One Problem, is devoted entirely to soil conservation. 
Chapter 6 is directed toward post-war problems, with some discussion of pro- 
duction control, price policy,and subsidies. Chapter 7 is devoted entirely to 
the farm credit problem. Chapter 8 begins with a discussion of the work 
of the agencies administering the regulatory laws and winds up with a 
number of proposals for reorganization of the administrative functions of the 
whole department, Chapter 9 is a catch-all for comments on the department’s 
services in the fields of rural health, housing, electrification, roads, public 
lands, and codperative associations. Chapter 10, entitled Education and In- 
formation, is another omnibus chapter referring to the work of the Office of 
Information, the Extension Service, the Bureau of Agricultural Economics, the 
4-H Clubs, and agricultural education generally. Chapter 11, entitled The 
New USDA, returns once more to the theme of general reorganization; while 
Chapter 12, Tomorrow’s Agriculture, contains the author’s ideas on a number 
of problems of economic policy, including production adjustment and prices. 

There are a lot of things about the Department of Agriculture that Mr. 
-Deering does not like. He does not like the way it is organized in Washington, 
where it threshes about “like the proverbial bull in a china shop and then, 
following the example of the famous knight of literature, leaps on his horse 
and dashes off in every direction” (pp. 13-14). He does not, for a large 
number of reasons, like its organization in the field. He does not like what 
he calls the “dollar-minded” point of view of the department—a tendency 
“to think of farm production only in terms of statistics and dollars and cents” 
(p. 122). He does not like the bulk of its activities in the fields of production 
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and prices. Although he does not specifically charge the department with any 
substantial abridgement of freedom of action by the individual farmer, there 
is a tone of apprehension in this regard. The following statement is an example: 
“The power of directive has been exercised freely in regard to agriculture; 
and in the hands of unscrupulous or power-hungry officials, the vast powers 
held by the department could be used to divest farmers of virtually all con- 
trol over their commodities” (p. 58). 

In short, it seems fair to say that Mr. Deering views the Department 
of Agriculture as a mixture of bad organization, bad administration and bad 
economics. There can be no doubt that the Department of Agriculture, as 
well as some other departments of the federal government, has many 
deficiencies. These are quite generally recognized and are of great concern 
to all who have considered the problems of government, including a large 
proportion of the bureaucrats themselves, However, Mr. Deering’s book adds 
but little to our ability to deal with these deficiencies. Instead of following 
through with an independent and thoughtful analysis of the large amount 
of material which he has so industriously gathered, he largely confines him- 
self to repeating a lot of generalized criticisms, most of them of the familiar 
anti-bureaucratic variety. The whole book abounds in statements that one 
would like to rebut or at least tone down. However, comment will have to 
be confined to a few selected items. 

Mr. Deering argues at the outset that no man living understands the USDA. 
This statement has considerable truth, but other attempts show that it is 
possible to come much closer than he. The careful study of John N. Gaus and 
Leon O. Wolcott, Public Administration and the United States Department 
of Agriculture, published in 1940, is only one example. In this connection, it 
may be noted that the staff functions of the department, which are so im- 
portant in obtaining codrdination, and were particularly emphasized by these 
authors, are completely overlooked. Under Deering’s reorganization, the staff 
agencies appear either to be eliminated or consolidated into one of the three 
super-divisions, with unification within and among them apparently being 
effected by some sort of magic, Another striking feature is a tendency to regard 
the department as entirely a service agency for farmers, It is true that this is 
a large and vital phase of the department’s work, but the department is also 
a public agency and faces the problem of integrating its efforts to aid agri- 
culture with the requirements of the public interest. This important problem 
gets no attention whatever. 

In attempting to understand and appraise operations of the Department 
of Agriculture, and to produce a brief and readable book, Mr. Deering under- 
took a most formidable and commendable task. It is regrettable that the 
readable book which he has written contributes so little toward either an 
understanding or a solution of the problems to which he addressed himself, 
particularly in view of the fact that he is in a position to reach and influence 
a large number of farm people who have a vital stake in the successful 
operation of the USDA. 

J. P. Cavin 

Washington, D.C. 
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Negro Labor: A National Problem, By Ropert C. Weaver, (New York: 
Harcourt Brace. 1946. Pp. xiv, 329. $3.00.) 


The subject matter of this volume is the effect of World War II upon the 
employment opportunities available to Negro workers. To provide the proper 
background the author sketches briefly the employment history of the Negro 
worker prior to the defense emergency, showing the racial employment patterns 
that prevailed and the obstacles that confronted Negroes in their quest for 
desirable jobs. Under the stress of the defense emergency and then all-out 
war, the color bar slowly gave way, especially in areas of acute labor shortage, 
with a long-delayed measure of racial justice a desirable by-product. 

As the Office of Production Management official in charge of Negro train- 
ing and employment, and later as director of Negro Manpower Service 
for the War Manpower Commission, Dr. Weaver participated actively in 
governmental efforts to promote effective utilization of Negro labor in war 
industry, He has brought to this study, along with his excellent background, 
a wealth of detailed information on Negro employment in a variety of in- 
dustrial areas. He has not allowed his sympathy for the black worker denied 
opportunity for employment or advancement by a color occupational system, 
nor his indignation at the prejudices both of management and white labor, 
to interfere with an objective analysis of the problem of Negro employment 
in the war and post-war periods, The careful marshaling of factual material, 
the dispassionate account of prejudice and injustice, speak with their own 
eloquence. 

World War I gave American Negroes their first opportunity on a large 
scale to enter industrial employment. Though that period marked a sig- 
nificant gain for colored workers, the occupational color-caste system remained 
unchanged in that Negroes were still restricted, with rare exceptions, to the 
unskilled jobs in hot, heavy, and dirty industries. Management thought in 
terms of Negro jobs and white jobs, white workers feared the Negro as a 
competitor for a limited volume of employment, and craft unions frequently 
discriminated against colored workers. Their entrance into certain northern 
industries via the strikebreaking route further intensified the prejudices of 
white workers against Negroes. 

Between 1940 and 1945, however, and especially after 1942 when acute 
labor shortages became apparent, changes of tremendous significance oc- 
curred. With white workers no longer available, factories hired Negroes 
for production jobs, and upgraded qualified colored workers from the ranks 
of the unskilled to semi-skilled and skilled grades. Though they were ham- 
pered by inadequate vocational training opportunities, by the fall of 1944 
a million and a half Negroes were employed in war industries, about half of 
them in areas of acute labor stringency. As Negroes moved from rural to 
industrial areas, from south to north and west, they faced problems of urbani- 
zation, overcrowding and housing shortages, and insecurity once peace and 
reconversion reduced industry’s need for them. 

The areas and industries that Dr. Weaver considers at greatest length 
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are Detroit; aircraft throughout the country; and local transportation in 
Philadelphia, Los Angeles, and Chicago, In some of these cases management 
insisted upon the color bar, whereas elsewhere management wished to widen 
employment opportunities for Negroes but was held back by opposition of 
white employees. In extreme cases, as in Detroit, there were wildcat strikes 
against the upgrading of Negroes, strikes that the ‘national heads of the union 
opposed with vigor and effectiveness, In Philadelphia the color issue became 
involved in a struggle between the CIO and the lineal descendant of a com- 
pany union, which tied up transportation for almost a week in an effort to 
prevent the use of Negroes as motormen. Elsewhere the introduction of 
Negroes into new types of employment proceeded without incident, especially 
where management planned its actions carefully and the union leadership 
was sympathetic. 

Regardless of how the transition to peacetime employment is handled, thé 
Negro is certain to be among the chief sufferers. Almost half the Negroes 
in war industries, Dr. Weaver points out, were concentrated in aircraft, 
shipbuilding, and iron and steel (including ordnance), and large numbers 
were also employed in the production branches of the armed services and 
in government-owned plants. These branches of industry will offer rela- 
tively little opportunity for post-war employment. In addition, because the 
Negro was so recent an entrant into many plants his seniority standing is 
low, Should seniority provisions be modified to give him preferred treat- 
ment, the resulting enmity on the part of white workers would lead to a 
highly dangerous situation, particularly should we enter a period of wide- 
spread unemployment, 

Though many of the employment gains registered by Negroes during the 
war will not survive, there will be a substantial residue of progress. In the 
iron and steel and the automobile industries, for example, the Negro has 
made numerical and occupational advancement, and in both these industries 
he exercises an important influence within union ranks. Even in those inm- 
dustries, such as shipbuilding and aircraft, from which the great bulk of 
Negroes, as of others, will be displaced, skills were acquired which may help 
colored workers obtain more desirable types of civilian employment, 

The volume discusses at some length the formation and activities of the 
Fair Employment Practices Committee, which provided a mechanism for the 
processing and adjustment of complaints of discrimination, and which was 
instrumental in widening employment opportunities for Negroes. Dr, Weaver 
believes that there is a special need for FEPC in the reconversion period, 
that state FEPC’s should be established for intrastate activities, and that 
there should be a permanent FEPC not restricted to war industries. He 
is pessimistic about the prospects for full employment, upon which the eco- 
nomic welfare of all workers, but especially of minority groups, so largely 
depends, and likewise about the prospects for racial understanding in the 
post-war period. 

The author believes that a permanent FEPC, with powers of enforcement, 
can do much to sustain the morale of Negroes and their belief in American 
democracy. Its contribution would be significant, he thinks, if it merely 
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established equal employment opportunities for Negroes in federal employ- 
ment and on public-financed construction. In a work-world in which unions 
are so important, he points out, colored workers must be oriented by the 
Negro community to understand unions and participate in their activities. 
Agencies that train and place Negroes must think realistically in terms of the 
industries, such as construction, in which the post-war demand for labor will 
increase. The federal government, besides providing for a permanent FEPC, 
can help best by achieving a smooth and quick reconversion and planning to 
assure full employment. 

Dr. Weaver’s volume deserves a wide reading. Its careful marshaling of 
facts, its competent analysis of complicated problems, and its objective treat- 
ment of an issue so highly charged with emotion and prejudice make it an 
important contribution to the literature on the subject of Negro labor. 
To some extent the chapter organization might have been improved, to 
eliminate a tendency toward repetition and to make the book more an inte- 
grated whole and less a collection of related essays, This, however, is a rela- 
tively minor criticism of an excellent piece of work, 


JOEL SEIDMAN 
Washington, D.C. 


The Indian Working Class. By RADHAKAMAL MUKERJEE. (Bombay: Hind 
Kitabs. 1945. Pp. xvii, 336. Rs, 12-8.) 

This little volume is deceptively slim, as it contains much more meat than 
its size might suggest. Professor Mukerjee has produced a thorough tech- 
nical analysis of the multitude of grievances which beset Indian labor today. _ 
His pages are densely packed with illustrative data and’ with more than a 
hundred tables, detailing working and living conditions throughout Indian 
industry. 

The presentation is organized by problems, taking up in order those major 
difficulties which industrial workers experience, from first recruitment or 
employment, through working conditions, working hours and wages, and 
standards of living and housing. The ramifications of each problem are 
thoroughly documented by factual material, both by geographical area and by 
industry. Special recurring attention is given to employment in coal mines 
and quarries, in tea gardens, in jute and other textile mills, and in iron and 
steel fabrication. The final chapters are devoted to more general discussion of 
India’s needs for increased social security, trade unionism, and collective 
bargaining methods to assure industrial peace, Here, also, the author is quite 
as much scholar as advocate, tracing carefully the historical background and 
present status of each problem. 

The book does not lend itself to review in the usual sense, as its very in- 
clusiveness makes summary difficult, From his background of thirty-five 
years’ experience with Indian labor problems Professor Mukerjee has reached 
conclusions as to what should be done about a wide variety of particular 
sore spots, Among the more important measures advocated are the elimina- 
tion of the widespread contract system of hiring by middlemen, the in- 
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creased use of labor exchanges, recognition of changing costs of living in 
prevailing wages, and gradual establishment of minimum wages and maximum 
hours of work. In this latter connection, the author presents a great deal of 
valuable data on Indian standards of living, conveniently compared with those 
of other lands. One chapter is devoted to the problems of technological 
advance; and a plea is made for controlled introduction of more efficient 
processes, with some proportionate share of resulting profits being allocated to 
labor. An analysis of housing conditions culminates in an advocacy of a large- 
scale government housing program. 

The guiding assumption of the study is that “Indian industry can advance 
only on the basis of a progressively higher scale of production, wages and 
standard of living. Industry cannot enjoy peace and prosperity so long as the 
elementary needs of the worker as a human being, and not merely an instru- 
ment of production remain unsatisfied. ... The foundations of industrial 
. . . progress accordingly rest on increased efficiency and improved standard 
of living and social security for the working class and enlarged and adequately 
distributed purchasing power for the entire population.” 

The approach is essentially sociological, and reliance is placed upon the 
sheer impact of factual data, interpreted by common-sense reasoning, to sup- 
port the various corrective measures indorsed. These generally reflect merely 
an application to particular Indian conditions of currently prevailing convic- 
tions of organized labor and “liberal” labor sociologists of the English- 
speaking world. It is to be regretted that serious economic analysis of the 
impacts of such individually “progressive” measures on a semi-competitive 
economy is so rarely undertaken. On the other hand, it must be conceded 
that the teeming, unstable complexity that is India hardly seems the simplest: 
economy to which to begin applying such an analysis of repercussions. 

The book is to be recommended to serious labor technicians rather than to 
a more general public. Even professional labor students who are fully con- 
versant with current problems in occidental countries may find it wise to 
absorb this present volume by installments; for the repeated use of unfamiliar 
Indian terms and local industrial jargon (frequently unexplained) mark this 
study as intended primarily for those actively working on day-to-day prob- 
lems of Indian labor. For such specialists it should prove a mine of informa- 
tion for ready reference, and a useful sociological summary of particular 
defects in policies and practices which prevail in Indian industry as of the 
end of the Second World War. 

Omar B, PANCOAST, JR. 

OMGUS, 

Berlin, Germany 


Seasonal Farm Labor in the United States. By HARRY Scuwartz. Stud. in 
hist. of Am. agric., no. 11. (New York: Columbia Univ. Press. 1945. 

Pp. xii, 172. $2.25.) 
This little volume gives an instructive review of the situation faced by 
seasonal farm laborers on whom producers depend not only for the harvest 
of fruit crops but also for the production and harvest of many of the truck 
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crops of the Pacific Coast, the irrigated areas of the Great Plains, the humid 
acres of the Middle West, and the Atlantic Coast. Special attention is devoted 
to the problems surrounding the production of sugar beets, a crop which in- 
volves two comparatively short seasonal peaks. 

Along with his own personal observations, the author gives a commendable 
review of reports of other investigators who have from time to time studied 
the problem of migrant seasonal workers. The descriptive matter is well sup- 
ported with statistical evidence, showing the importance of seasonal labor 
in agricultural production and the level of earnings achieved by migratory 
workers in certain typical cases. Many of the earnings data are drawn from 
years when earnings in other phases of agriculture were likewise modest, so 
that correctly interpreting this evidence involves taking into account the 
general economic situation of the period, 

The author makes an important point of the significance to the producer 
of harvest labor cost from a bargaining standpoint. He shows how producers 
have frequently curtailed the amounts they were willing to pay for labor at 
harvest time when the price outlook for the product was particularly discourag- 
ing. He does not follow this point up with evidence which would indicate 
whether or not the labor thus bargained for was any more or less profitable 
than that used at other times when bargaining was not so evident. The 
general impression given is that the employer has often been guilty of great 
injustice and unjustified discrimination against seasonal workers, One might 
reasonably inquire whether the fault lies with the employer or with an 
economy which requires the incurring of heavy costs in producing a crop 
the price of which remains an unknown quantity until harvest time and the 
perishable character of which precludes the possibility of storage and holding 
for any considerable period of time in anticipation of a more favorable 
market.: Instances are given where producers chose to permit the crop to re- 
main in the field rather than incur further costs in the face of an already im- 
possible market situation. There are enumerated the various support pro- 
grams which have been afforded producers in the sugar beet industry in 
particular, and the author wonders why some comparable program could not 
be forthcoming for the worker. This seems a reasonable question. 

Available experiment station studies tend to show that labor earnings 
of producers in the case of many of these commodities, especially deciduous 
fruit crops and some truck crops, are, outside of certain large corporate 
interests, very modest indeed. The grower with his investment and his 
entire family’s time devoted to the project has, on an average, realized little 
more than a laborer’s earnings. For this meager reward these entrepreneurs 
have had to risk their capital and their year’s effort for an uncertain prospect. 

In the latter part of this report occurs a statement which indicates 
possible unfamiliarity with the factors involved in causing employers to 
adhere to a production program which provides only seasonal employment. 
The author comments: “Farmers would be hard to convince that it would 
be to their advantage to employ only certain workers and to modify their 
farm plan so as to give maximum employment.” Difficulties encountered 
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in developing a farming system which provides year-round employment for 
workers on truck farms in western New York or strawberry and grape farms 
in northwest Arkansas are very real. 

The author correctly identifies the chief difficulty in the pathway of 
“decasualization,” which is, as he indicates, “the distribution of peak needs 
and non-peak needs.” A more practicable proposal made by the author seems 
to be that of combining farm and non-farm employment for workers on whom 
producers of seasonal crops must depend. He indicates further that migration 
difficulties can be minimized by local urban populations responding to tempo- 
rary need for additional farm help, He gives considerable attention to accom- 
. plishments in this direction in the past three or four years. 

Consumers may have become so accustomed to prices for fruits and vege- 
tables which provide very meager returns to both seasonal laborers and their 
employers that great resistance might be met in attempting to establish 
prices which would permit paying seasonal workers adequate annual in- 
comes for only five to seven months’ employment. No doubt the general public 
would be more interested in efforts to find productive employment for such 
seasonal workers in non-season periods. Thus the burden of providing ade- 
quate annual incomes to seasonal workers would not fall entirely on seasonal 
crops. 

O. R, JOHNSON 

University of Missouri 


Human Relations in Industry. By BURLEIGH B. GARDNER. (Chicago: Richard 
D. Irwin, Inc. 1945. Pp. xi, 307. $3.00.) 


This is a significant book for economists specializing in industrial relations 
and personnel administration; but certain sections of it, particularly the 
first four chapters, deserve wider reading among economists generally. Pro- 
fessor Gardner’s purpose is to provide a systematic presentation of the social 
structure of industry. He does an able job of describing the various groups 
and levels in the hierarchy from top management to workers in an enterprise, 
and he points out with many illustrations the pressures and conflicts that 
develop between these groups and levels, This view of the industrial organiza- 
tion should be a part of the intellectual equipment of every economist, even 
though he approaches the study of industry from a different point of view. 

The book owes a heavy intellectual debt to the pioneer research studies 
by members of the Harvard Graduate School of Business Administration at 
the Hawthorne plant of the Western Electric Company. The author spent 
five years in charge of employee relations research in connection with the 
personnel counseling program at Western Electric, and he has drawn heavily 
on this experience, as well as on Management and the Worker.’ In fact, 
readers who are familiar with this and other reports of the Hawthorne 
research will find little that is basically new in the present book. But the 
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material, with many new illustrations, is presented more briefly and in a 
livelier style than has heretofore been available. 

It is the author’s belief, shared by many others, that because a business 
firm “is such a closely integrated system of co-operative effort, it is important 
that everyone concerned with increasing its effectiveness, whether they be 
executives, personnel people, or supervisors, have an understanding of the 
nature of such a system and of the problems of maintaining effective co- 
operation within it.” 

To provide this understanding, Professor Gardner begins by describing the 
man-boss relationships that exist in-a factory hierarchy, and the importance 
of status as attached to particular jobs. Then he considers the line of 
authority from top to bottom, and how, in practice, information is often 
distorted and filtered and how it moves “by fits and starts.” Next, the 
functions and problems at each level in the hierarchy-—foremen, department 
chiefs, division chiefs, superintendents, and top management—are described. 
The divisive influences that operate between these levels get particular 
attention, as do the cleavages between informal groups and between line, 
staff, and control organizations. There is a particularly interesting discussion 
of the conflicts between the engineers and the shop and between the accounting 
or cost control organization and the shop. | 

In unionized plants, the union is also an integral part of the social structure 
of the factory, as Professor Gardner points out. His chapter on “The Union: 
Its Functions and Place in the Structure,” however, is rather brief and over- 
simplified, although suggestive of areas for further study. Some readers will 
question that “the chief function of the union is to force management to 
consider the effects of company policies and practices upon the workers” 
(p. 114). In many firms, unions have gone beyond the “consultation” stage, 
and actually participate in policy-making and in administering job evaluation, 
wage incentive systems, etc. Yet the author apparently overlooks the impact 
of these developments. 

There are two chapters on wages, dealing with differentials, merit increase 
systems, job evaluation, piece rates, and restriction of output. While there 
are many interesting illustrations, the discussion is on a pretty elementary 
level, and some of the conclusions reached do not square with experience 
elsewhere as reported in the specialized literature. In fact, the absence of 
any references to other studies (in addition to Management and the Worker) 
limits the usefulness of the book except as an introduction to the subject. 

In these chapters, as in the earlier ones on the social structure of an 
industrial organization, the difficulties. confronting effective coöperation are 
stressed. There is an admission that a “sound piece-work system usually does 
increase efficiency and actually gets more output per man than a straight 
day-work system,” but a discussion of the components of such a system is 
lacking. 

Methods of securing coöperation within an industrial organization are 
finally presented in the last two chapters of the book. Such procedures as 
advance explanation and consultation, sympathetic listening, etc., are clearly 
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helpful, but their value would have been impressed upon the reader more 
forcibly if they had been offered when the numerous difficulties in the way of 
securing coöperation were discussed earlier. This was done effectively, for 
example, in the brief discussion of the human problems resulting from organi- 
zational changes (pp. 218-21). 

Executives and students of management, to whom the book is primarily 
addressed on an introductory level, will get a better understanding of the 
social structure of industry by reading this book, and they will be impressed 
with the complexity of the problems of getting codperation between groups 
and levels in the factory organization. But they are less likely to understand 
clearly how to handle those problems effectively. 

CHARLES A, MYERS 

Massachusetts Institute of Technology 


Consumption: Codperation 


The Co-operative Movement and Present-Day Problems, with Special Refer- 
ence to Rehabilitation and- Reconstruction. (Montreal: semat Labour 
Offce. 1945. Pp. 232. 4 shillings.) 


This report, it is explained, is mainly documentary; it attempts, not to 
formulate a plan for the future, but to provide material for the carrying out 
of such plans as are made, Dealing with the comparatively long-range prob- 
lems, the report is a companion piece to a previous report, Co-operative Or- 
ganizations and Post-war Relief, which dealt with the immediate post-war 
problems. It is an appraisal of the codperative movement throughout the 
world with respect to (1) restoration of basic economic functions (food and 
agriculture, transport, power and housing) in the various countries; (2) | 
social problems of rehabilitation, such as employment, improvement of the 
standard of living, and democratic management of the economy; and (3) 
conditions and forms of the codperative contribution to rehabilitation and 
reconstruction effort. 

Though the study is not statistical in nature, it presents summary figures 
showing the number of codperative associations in these various fields and in 
many cases indicates the proportion of national trade accounted for by the 
codperatives operating therein. In nearly all the countries of Europe the co- 
Operatives were an important factor in the national economy before the war, 
and even the German conquerors were forced to make use of them—and in 
some cases even expand them—in order to keep the productive and distributive 
system functioning. 

The report calls attention to the “practically unlimited variety” of eco- 
nomic and social functions which the codperatives perform. Among those dis- 
cussed in Part I are the agricultural supply associations (separate sections be- 
ing devoted to those handling feeding stuffs and fertilizer, seeds, and farm 
implements and machinery), livestock-breeding associations, rural credit 
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associations, and codperatives marketing specific commodities (grain, live- 
stock and meat, eggs and poultry, dairy products, fruits and vegetables, etc.) 
in the various countries. The contributions that each of these forms can 
make toward the rehabilitation of Europe are discussed. The report makes 
a special plea for the restoration and expansion of the fishery associations— 
one type of association the product of which constitutes a net addition to 
much-needed supplies of animal protein, whereas “stock and poultry are in 
competition for their food with animals and men.” As problems of supplying 
fuel, transportation, power, and housing will be of “tremendous urgency and 
importance in the immediate postwar period,” a chapter is devoted to the de- 
velopment of codperatives in each of these fields. 

Part I thus presents a remarkably able cross section of the codperative 
movement, by type of association——a task much more difficult than descrip- 
tion country by country. If any criticism can be made, it is that the data, 
representing as they do in most cases the pre-war situation, are open to the 
objection that they may no longer picture the actual situation. The writers 
anticipate such criticism by acknowledging this at the outset and stating their 
conviction that “it seemed better to have some gaps in a documentation which 
was otherwise generally sufficient than to have a more perfect documentation 
too late to be of use.” 

In many of the German-dominated countries reports indicate that the co- 
Operative movement even expanded during the war, though of course under 
strict nazi domination and probably with little or no control of policy by 
the members, It is probable, also, that the original members—especially where 
they were largely trade unionists and Social Democrats—have been scat- 
tered or slain under the German policy of extermination, and the extent 
of really democratic views among the later members is open to guess only. 
In these countries there was also widespread destruction of physical plant 
in the last, desperate stages of the war, In view of all this, rehabilitation of the 
movement itself must necessarily precede any contribution it can possibly 
make toward economic rehabilitation of the countries. Reports indicate a — 
surprising degree of codperative recovery even in the early months after libera- 
tion, but the extreme prostration of the economic system in the war-torn 
countries and the lack of even the most elementary necessities in some cases 
make the process of reconstruction a long one. As the report frequently 
points out, the most promising immediate sources of codperative help are 
the codperative movements of the uninvaded countries and that of the 
United States. 

The infinitely greater potential advantages of collective use and action, as 
compared to individual use and effort, are the ground for the special considera- 
tion bespoken for the codperative movement. 

In Part II, which deals with the social problems of rehabilitation, the report 
discusses the value of various types of codperatives, such as productive asso- 
ciations (self-help codperatives among unemployed, workers’ productives, 
and labor-contracting associations) and collective farming and land-leasing 
associations, as employers of labor. It points out the great stability of employ- 
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ment in codperative associations and the little-recognized fact that, even in 
times of depression when employment in general is falling off, codperative 
employment keeps on going up, as a consequence of the codperatives’ greater 
resistance to economic disturbances. Also, the codperatives offer some resist- 
ance to the “uncompensated disturbances of equilibrium from which the 
prevalent economic system suffers” in their influence toward price stabilization 
and more equitable distribution of national income through the mechanism of 
the patronage return and their influence on “the orientation of the economic 
process.” The private producer and seller, the authors state, has to depend ona 
problematical market and use his ingenuity to market a product for which a 
demand may not exist but must be created; the “service” enterprise—the 
codperative—is “concerned to satisfy expressed needs.” Again, the private 
producer, being interested in activities yielding the greatest profit, may leave 
basic needs unsatisfied or insufficiently satisfied, keeping prices high on a 
market that could otherwise be much wider. The codperatives’ nonprofit 
operation, which increases the purchasing power of the members, tends to 
raise their level of living, a tendency which has been furthered by the codpera- 
tives’ work for the improvement of quality of goods and the education of their 
members for better nutrition, 

As for the codéperative contribution to a democratic economy, the report 
notes that, to the extent that the codperative members exercise their rights 
and assume their responsibilities, “each codperative enterprise is a successful 
democracy in microcosm.” The movement is a “breeding ground of adminis- 
trators of the type which the democratic economy needs,” and one of the 
places where the people’s economic will is formed, The codperators them- 
selves, the report says, view their function as even more fundamental: “They 
think that there cannot be real reconstruction in general and democratic 
reconstruction in particular, without a broad and persistent effort of re-edu- 
cation, for the paramount need of democracies is for well-informed and active 
citizens. They hold that it is within genuine people’s institutions, especially 
within trade-union and codperative organizations, that habits of passive 
obedience can be most quickly dissolved and that a sense of democratic 
discipline and responsibility can be restored.” 

Part III emphasizes, however, that the importance of the post-war co- 
Operative contribution depends not only on the readiness of the movement to 
play its part, but also on the degree to which it is asked to participate and 
“most of all, on the way in which it can be fitted-into the general framework 
of the intervention that the public authorities of most countries will be led 
to make in the economic field.” There are in codperative history many 
instances of collaboration between state and codperatives, by (1) “simple 
mandate conferred by public authorities on a codperative or a group of co- 
Gperatives; (2) delegation, which establishes a real mutual collaboration” 
when the public authority entrusts codperatives with certain functions which 
it enables or assists them to perform by giving them help of various kinds; 
(3) association of state and codperative movement in semi-public joint service 
enterprises; and (4) integration of codperatives in public administrations or 
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1915-1941. Stud. in econ., Vol. 16. (Washington: Catholic Univ. of Am. Press. 1945. 
Pp. x, 122. $1.50.) 


Nocaro, B, La monnaie et les systèmes monétaires. L’écon, pol. contemp., Vol. VII. (Paris: 
Lib. Gen, de Droit et de Jurisprudence. 1945. Pp. 251.) 


Urovinr, V. L. Problemas de moneda y crédito. Mesa redonda. Segundo Cong. Mex. de 
Cienc. Soc. (México, D.F.: Artes Graf. del Estado. [1946.] Pp. 89.) 


Bank for International Settlements: fifteenth annual report, 1st April 1944-31st March 
1945. (Basle: Bank for Internat, Settlements. 1945. Pp. 158.) 


Credit sources for small business. Bur. of Foreign and Domestic Commerce, econ. ser. 46, 
(Washington. Supt. Docs. 1945. Pp. 34. 15c.) 
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International Trade, Finance and Economic Policy 


Borcnarp, E. M. American foreign policy. (Indianapolis: Nat, Foundation Press, 1946. 
Pp. 77. $1.) ` 


FAULKNER, E. H. Uneasy money. (Norman, Okla.: Univ. of Oklahoma Press. 1946. Pp. 
114. $1.50.) 
Proposed reductions in production costs and agricultural costs and lowered price scales 
for American goods sold abroad, as good business and as effective international co- 
operation. 


Finer, H. The United Nations Economic and Social Council. America looks ahead, no. 12. 
(Boston: World Peace Found. 1946, Pp. 121. 50c; paper, 25c.) 


GERSBACH, C. J. Foreign exchange control. (Cambridge: Bankers Pub. Co. 1945, Pp. 64. 
$5.) 
Offers a system of accounting contro] for foreign exchange transactions with repro- 
ductions of the necessary forms and vouchers, 


Henius, F. Dictionary of foreign trade. (New York: Prentice-Hall. 1946. Pp. xxi, 745. $10.) 


Hitter, S. Exporting our standard of living. (San Francisco: John Howell. 1945. Pp. 63. 
$1.50.) 


Hurcsinson, K. Rival partners: America and Britain in the postwar world. (New York: 
Macmillan. 1946. Pp. ix, 262. $2.) 


JENKINS, S. Trading with Asia. Pamph. no. 18. (New York: Inst. of Pacific Relations. 1946. 
Pp. 64. 25c.) 


Lin, W. Y. China and foreign capital. China counc. ser. no. 2. (New York: Inst. of Pacific 
Relations. 1945. Pp. 53. 35c.) 


McDiurmm, O. J. Commercial policy in the Canadian economy. (Cambridge: Harvard 
Univ. Press. 1946. Pp. xii, 397. $4.50.) 


Sawver, E. W. Insurance as interstate commerce. (New York: McGraw-Hill. 1945. Pp. xi, 
169, $2.50.) 


Sprout, H. and M., editors. Foundations of national power: readings on world politics and 
American security, (Princeton: Princeton Univ. Press. 1945. Pp. x, 774. $4.25.) 


STANLEY, A. O. Approach to Latin American markets. (New York: Dun and Bradstreet. 
1945. Pp. 154.) 


Tavior, A. E. Foreign trade and full employment. (New York: Inst. on Postwar Recon- 
struction, New York Univ. 1946. Pp. 20. 25c.) 


Anglo-American financial and commercial agreements. Dept. of State, comm, pol. ser. 80. 
(Washington: Supt. Docs. 1945. Pp. 12. 5c.) 
Contains statement by the President of the United States and the Prime Minister 
of Great Britain; joint statement on commercial policy; joint statement on settlement for 
lend-lease and reciprocal aid, surplus war property, and claims; financial agreement. 


Channels for trading abroad. Bur. of Foreign and Domestic Commerce, econ. ser. 52. (Wash- 
ington: Supt. Docs. 1946. Pp. 26. 10c.) 


Economic controls and commercial policy in Mexico. Tariff Commission. (Washington: 
Supt. Docs. 1945. Pp. 46. 15c.) 


Fifteen facts on the proposed British loan. (New York: Committee on Internat. Econ. 
Policy. 1946. Pp. 11.) 


Industrialization and foreign trade. League of Nations pub. IT. Econ. and finan. A.10. (New 
York: Internat. Doc. Serv., Columbia Univ. Press. 1945. Pp. 167.) 


International trade, foreign investment and domestic employment including Bretton Woods 
proposals: a statement on national policy by the Research Committee of the Committee 
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for Economic Development. (New York: Committee for Econ. Development. 1945, Pp. 
26.) 


Proposals for expansion of world trade and employment. Dept. of State. (Washington: 
Supt. Docs. 1945. Pp. 28. 10c.) 


What peace can mean to American farmers, expansion of foreign trade. Dept. of Agric., 
misc, pub. 582, (Washington: Supt, Docs. 1945. Pp. 21, 10c.) 


Work of the League during the war, report submitted to the Assembly by the Acting 
Secretary~General. League of Nations Pub. gen. 1945. 2. (Geneva: League of Nations. 
New York: Internat. Doc, Serv., Columbia Univ. Press. 1945. Pp. 167, 50c.) 


Work of the League, 1943-1944, report submitted by the Acting Secretary-General, C. 14. 
M. 14. 1945. (Geneva: League of Nations. New York: Internat. Doc. Serv., Columbia 
Univ. Press. 1945. Pp. 100. 50c.) 


Business Finance; Insurance; Investments, 


Securities Markets 


Lutz, F. A. Corporate cash balances, 1914-43, manufacturing and trade. Finan. research 
prog., stud. in bus, finan. (New York: Nat. Bur. of Econ, Research. 1945. Pp. 146.) 


Nossaman, W. L. Trust administration and taxation. 2 vols. (Albany: Bender. 1946, Pp. 
1188. $20.) 


Stewart, B. M. and Couper, W. J. Profit sharing and stock ownership for wage earners 
and executives, Indus. monog. no. 10. (New York: Indus. Rel. Counselors. 1945. Pp. vil, 
143. $1.25.) 


Public Control of Business; Public Administration; 
National Defense and War 


Bowtes, C. Can we have higher wages without higher prices? Bull. of America’s Town 
Meeting of the Air, Vol. 11, no. 33. (New York: Town Hall. 1945. Pp. 24, 10c.) 


Corwin, E. S. The Constitution and what it means today. 8th ed. (Princeton: Princeton 
Univ, 1946. Pp. 281. $2.50.) 


: Constitutional revolution, lid. Rev. ed. (Claremont, Calif.; Claremont Colleges. 
1946. Pp. 130. $2.) 


Picarp, R. La reconversion économique aux Etats-Unis—de l'économie de guerre à 
économie de paix, (Paris: SPID. 1945. Pp. 90.) 


Rover, B. W. Government financial aids to small business. Bur. of For. and Dom. Com- 
merce, econ. ser. no. 48. (Washington: Supt. Docs. 1945. Pp. 39. 15c.) 


: 187 bills—a digest of proposals considered in Congress in behalf of small business 
1943-1944, Bur. of For. and Dom. Commerce, econ. ser, no, 49. (Washington: Supt. Docs. 
1946. Pp. v, 118. 25c.) 


SWISHER, C. B. The growth of constitutional power in the United States. (Chicago : Univ. 
of Chicago Press. 1946. Pp. x, 261, $2.50.) ; 
Charles R. Walgren Foundation lectures. 


Wicox, J. K. Official war publications—guide to state, federal and Canadian publications. 
Vol. IX. (Berkeley: Bur. of Bus. Admin., Univ, of California. 1945. Pp. 236, mimeo.) 


Antitrust laws with amendments, 1890-1945. House of Representatives. (Washington: Supt. 
Docs. 1945, Pp. 90. 20c.) 


Battle for production, 5th report to the President, the Senate and the House of Repre- 
sentatives, by the Director of War Mobilization and Reconversion, Jan, 1, 1946. (Wash- 
ington: Supt. Docs. 1946, Pp. 73. 15c.) 








1946] TITLES OF NEW BOOKS 469 


Government financial aids to small business. Bur. of For. and Dom, Commerce, econ. ser. 
48. (Washington: Supt. Docs. 1945, Pp. 39. 15c.) 

Government policy on price and wage control in the transition period; changes in wage 
control. (Ottawa: Cloutier. 1946, Pp. 14.) 

Lectures on administrative regulation. Pub. admin. pubs., Dept. of Agric., Grad, School. 
(Washington: Supt. Docs. 1945. Pp. 84. 50c.) 

Location and effects of wartime industrial expansion in Canada, 1939-1944, (Ottawa: Dept. 
of Reconstruction and Supply Directorate of Econ. Research. 1945. Pp, vi, 65, mimeo.) 

Postwar employment and the removal of wartime controls: a statement on national policy 
by the Research Committee of the Committee for Economic Development. (New York: 
Committee for Econ. Development. 1945. Pp. 31.) 

War contract terminations and settlements: Sth report by the Director of Contract 
Settlement to the Congress, October, 1945. Office of War Mobilization and Reconversion. 
(Washington: Supt. Docs. 1945. Pp. 70. 15c.) 


Wartime production achievements and the reconversion outlook, report of the Chairman, 
War Production Board, Oct, 9, 1945. (Washington: Supt. Docs. 1945. Pp. 110. $1.) 


Industrial Organization; Price and Production 
Policies; Business Methods 


DECHESNE, L. La localisation des diverses productions, règles, rationnelles déduites de 
Pexpérience. (Bruxelles: Les Editions Comptables, Commerciales et Financiéres, 1945. 
Pp. 239.) 

Frurert1, G. Industrial management in transition. (Chicago: Richard D. Irwin. 1946. 
Pp. vii, 311.) 

Lincotn, J. F. Lincoln’s incentive system: covering the basic principles of the incentive 
system in manufacturing. (New York: McGraw-Hill. 1946. Pp. 201. $2.) 

SEAVER, C. H. Industry in America, (New York: Harper. 1946. Pp. 349. $1.60.) 

SPRIEGEL, W. R. Principles of business organization. (New York: Prentice-Hall. 1946. 
Pp, xii, 564. $6.35.) 

Stowers, H. Management can be human. (New York: McGraw-Hill. 1946. Pp. 137. $1.50.) 

A dynamic equipment policy for America (an excerpt). (Chicago: Machinery and Allied 
Products Inst. [1946.] Pp. 26. 25c.) 


Economic and pricing problems in postwar. Finan, management ser., no. 81. (New York: 
Am. Management Assoc. 1945. Pp. 38.) 


International Business Conference: final reports. Westchester Country Club, Rye, New 
York, Nov. 10-18, 1944. (New York: Internat. Bus. Conf., 14 W. 49th St. 1946. Pp. 
64.) | 


Postwar views of American manufacturers: supplement to American industry looks ahead; 
a digest of views and opinions received from manufacturers and manufacturers as- 
sociation on postwar subjects. (New York: Committee for Econ. Development. 1945. 
Pp. 34.) 


A program for sustaining employment: report of Committee on Economic Policy. (Wash- 
ington, D.C.: Chamber of Commerce of the U.S.A. 1945. Pp, 32.) 
Marketing; Domestic Trade 


Braprorp, E. S. Survey and directory of marketing research agencies in the United 
States, 1945. (New York: Bur. of Bus. Research, City College. 1945. Pp. 40. $3.) 


Sevin, C. H. Distribution cost analysis—a management tool for cost reduction. Bur. of 
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For. and Dom. Commerce, econ. ser. no. 50. (Washington: Supt. Docs. 1946. Pp. v, 
56. 15c.) 


Handbook fer retailers: planning the future of your business. (New York: Committee for 
Econ. Development. 1946. Pp. 24.) 


How long do retail and wholesale establishments tend to survive? Bur. of For. and 
Dom. Commerce, econ. ser. no. 54. (Washington: Dept. of Commerce, [1946.] Pp. 61, 
mimeo.) 


Price spreads between farmers and consumers for food products, 1913-44. Dept. of 
Agric., misc. pub. 576, (Washington: Supt. Docs. 1945. Pp, 290. 45c.) 


Mining; Manufacturing; Construction 
Haynes, W. American chemical industry—the World War I period: 1912-1922. Vols. II 
and III. (New York: Van Nostrand. 1945. Pp. xliii, 440; xv, 606. $8 per vol.) 


Vosxum, W. H. Postwar issues in the petroleum industry. Bus. stud. no. 3. (Urbana: 
Univ. of Illinois, Coll. of Commerce and Bus. Admin., Bur. of Econ. and Bus. Research. 
1946. Pp. 32.) 


Magnesium plants and facilities: report of the Surplus Property Administration to the 
Congress, Dec, 7, 1945, (Washington: Supt. Docs. 1945. Pp. 48. 15c.) 


Report to Congress on disposal of government iron and steel plants and facilities, Oct. 
8, 1945, Surplus Property Board. (Washington: Supt. Docs. 1945. Pp. 48. 15c.) 


Shipyards and facilities: report of the Surplus Property Administration to the Congress, 
Jan. 31, 1946. (Washington: Supt. Docs. [1946.] Pp. 35. 10c.) 


Synthetic-rubber plants and facilities: interim report of the Surplus Property Administra- 
tion to the Congress, Jan, 14, 1946. (Washington: Supt. Docs. [1945.] Pp. 30. 10c.) 


Transportation; Communication; Public Utilities 
Douxas, K. A. The French railroads and the state, Stud. in hist., econ. and pub. law, no. 
517. (New York: Columbia Univ. Press. 1945. Pp. 287. $3.50.) 


Foy, B. L., compiler. An indexed bibliography of the Tennessee Valley Authority: 
cumulative supplement, January 1943-December 1944. (Knoxville: Tennessee Valley 
Authority. 1945. Pp. 81, mimeo.) 

Howe tz, W. S. editor. Problems and styles of communication. (New York: Crofts. 1945. 
Pp. 443. $2.50.) 

Jretrann, T. The Great Lakes-St. Lawrence Seaway and power project. (New York: 
Putnam, 1945. Pp. 62. 50c.) 


Kress, W. S. Types of utility rete bases under depreciation reserve accounting. Soc. 
and phil. sci. no. 6. (St. Louis: Washington Univ. Stud. 1946. Pp. 85.) 


ParMLEE, M. Economic factors influencing railroad employment. (Chicago: U. S. 
Railroad Retirement Board. 1946. Pp. vi, 152, mimeo.) 


Tiwari, R. D. Railways in modern India. (Bombay: New Book Co. 1941. Pp. x, 284. 
Rs. 10.) 


Winmeprrra, H. E. Aviation. (New York: Oxford. 1946. Pp. 184. $1.25.) 


Aircraft and aircraft parts: report of Surplus Property Administration to the Congress, 
Nov. 23, 1945. (Washington: Supt. Docs. 1945. Pp. 31. 10c.) 


Aviation transport. Law and Contemp. Probs., Vol. XI, no. 3. (Durham: School of Law, 
Duke Univ. 1946. Pp. 202.) 


Columbia Basin joint investigations: highway development, problem 19. Reclamation 
Bureau. (Washington: Supt. Docs. 1945. Pp. 34. 15c.) 
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Gives need and opportunity for planning, recommended stafe highway system, and 
proposed county road systems. 


Foreign commerce and navigation of the United States for the calendar year 1942, (Wash- 
ington: Bur. of the Census. 1945. Pp. 971. $3.50.) 


Freight commodity statistics, class 1 steam railways in the United States, year ended 
Dec. 31, 1944, Interstate Commerce Commission. (Washington: Supt. Docs. 1945, 
Pp, 149. $1.) 


Government-owned pipe lines: report of the Surplus Property Administration to Con- 
gress, Jan, 4, 1946. (Washington: Supt. Docs. 1945. Pp. 68. 20c.) 
Gives information relating to government and the pipe-line industry, economic aspects 
of disposal, and disposal problems and policy. 


Interstate commerce acts, annotated, 1944 supplement. Vol. 12. Interstate Commerce 
Commission. (Washington: Supt. Docs. 1945. Pp. 10109-10860. $2.) 


Interstate Commerce Commission: 59th annual report, November 1, 1945. (Washington: 
Supt. Docs. 1946. Pp. iii, 172. 75c; paper 25c.) 


: reports, Vol. 257. Decisions (finance reports), Jan. 1944-Feb. 1945, (Washington: 
Supt. Docs. 1944. Pp. 875. $2.) 

Port and terminal facilities at the U. S. ports on Lake Superior, 1945, Engineer Dept., 
Army. (Washington: Supt. Docs. 1945. Pp. 150. 75c.) 


> preliminary abstract of railway statistics (steam railways, Railway Express 
Agency, Inc., and the Pullman Company) for the year ended Dec, 31, 1944. (Wash- 
ington: Supt. Docs. 1945, Pp. 46. 50c.) 


Transportation facilities: report of the Surplus Property Administration to the Congress, 
Jan. 4, 1946. (Washington: Supt. Docs. 1945. Pp. 26. 10c.) 

Civil Aeronautics Board: Vol. IV. Economic decisions. Dec. 1942-June 1944, ia 
Supt. Docs. 1945, Pp. 737. $1.75.) 

: Vol. 39. Motor carrier cases, decisions (finance reports), Feb. 1943-Dec. 1944. 

(Washington: Supt. Docs. 1945. Pp. 870. $3.) 











Agriculture; Forestry; Fisheries 


ALEXANDER, W. M. Farm ownership in Louisiana finance under the Bankhead-Jones farm 
tenant act. Bull. no. 397. (Baton Rouge: Dept. of Agric. Econ., Louisiana State Univ. 
1945. Pp. 30.) 


BARTLETT, R. W. The milk industry—a comprehensive survey of production, distribu- 
tion, and economic importance. (New York: Ronald Press. 1946. Pp. xii, 282. $4.50.) 


Bunce, A. C., Fisser, W. H., RAUBER, E. L. Agricultural adjustment and income. Postwar 
econ. stud., no. 2. (Washington: Div. of Admin. ca Board of Govs. of the Fed. 
Reserve System. 1945. Pp. iv, 66. 25c.) 

Ecororr, P. P. Argentina’s agricultural exports during World War II. War-peace pamph. 
no. 8 (Stanford Univ., Calif.: Food Research Inst. 1945. Pp. 52. 50c.) 

Jeswess, O. B. The dairy farmer and world trade. Carnegie Endowment for Internat. 
Peace, Div. of Econ. and Hist. agric, ser. no. 3. (Berkeley: Univ. of California Press. 
1945.) 

Recan, M. M., and others. The farm real estate situation, 1944-45. Dept. of Agric. circ. 
no. 743. (Washington: Supt. Docs. 1946. Pp. 47. 10c.)} 

Agriculture in an expanding economy. Statement by the Research Committee of the Com- 
mittee for Econ. Development. (New York: Committee for Econ. Development. 1946. 
Pp. 45.) 
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Balance sheet of agriculture, 1945. Dept. of Agric., misc. pub. 583. (Washington: Supt. 
Docs. 1945. Pp. 44, 10c.) 
Gives asset items, equity items, and significance of financial changes. 


Domestic cotton surplus disposal programs. Dept. of Agric., misc. pub. 577. (Washington: 
Supt. Docs. 1945. Pp. 51. 10c.) 


The farm real estate situation, 1944-45, Dept. of Agric., circ, 743. (Washington: Supt. 
Docs. 1946. Pp. 47. 10c.) 


Looking ahead with cotton: some trends and some choices. (Washington: Supt. Docs. 
1945. Pp. 22. 10c.) : 


Agricultural Adjustment Agency: report of the chief; director of the Field Service 
Branch, 1945. (Washington: Supt. Docs. 1946. Pp. 43. 10c.) 


Federal Trade Commission: report on distribution methods and costs. Pt. 8. Cost of 
production and distribution of fish in New England. (Washington: Supt. Docs. 1945. 
Pp. 118. 20c.) 


Secretary of Agriculture: report, 1945. (Washington: Supt. Docs. 1946, Pp. 171 30c.) 


Revue international des industries agricoles: index bibliographique. No. 1, 1945. (Paris: 
Pub. de la Commission Internat. des Industries Agric. 1945. Pp. 150.) 


Economic Geography; Regional Planning; 
Urban Land; Housing 


Frecp, A, M. An outline for a community industrial development program by the 
American Industrial Development Council. (Charleston, S.C.: Am. Indus. Development 
Counc. 1946. Pp. 76. $1.50.) 


Grrrorp, J. C. Living by the land: conservation with special reference to proper use of 
the land. (Coral Gables, Fla.: Glade House. 1945. Pp. 139. $2.50.) 


Haynes, W. Southern horizons. (New York: Van Nostrand. 1946. Pp. xiii, 316. $2.75.) 


JUSTEMENT, L. New cities for old: city building in terms of space, time, and money. 
(New York: McGraw-Hill. 1946. Pp. 237. $4.50.) 


Krncssury, L. M. The economics of housing—as presented by economists, appraisers and 
other evaluating groups. (New York: King’s Crown Press, 1946. Pp. xii, 177. $2.50.) 


LascH, R, Breaking the building blockade. (Chicago: Univ. of Chicago Press. 1946. Pp. 
329. $3.) 


Straus, N. The seven myths of housing. 2nd ed. (New York: Knopf. 1945. Pp. 354. $3.) 


Columbia Basin joint investigations: special land units, problem 7, Reclamation Bureau. 
(Washington: Supt. Docs. 1945. Pp. 175. 65c.) 


Regional authority developments: a selected list of references, including legislative bills 
introduced in Congress, 1933-1945. (Knoxville: Tennessee Valley Authority. 1946, Pp. 13, 
mimeo.) 


Labor and Industrial Relations 


BAKER, H. The office library of an industrial relations executive. 5th ed. (Princeton: 
Indus. Rel. Sec., Princeton Univ. 1946. Pp. 35. 50c.) 


Durry, J. F., Jr. State administrative machinery for the conciliation and mediation of 
labor disputes, (Berkeley: Bur. of Pub. Admin., Univ. of California. 1945. Pp. 48, 
mimeo.) 


Foster, W. Z. The strike situation and organized labors wage and job strategy. (New 
York: New Century Publishers. 1945. Pp. 23. 5c.) 


GOLDENWEISER, E. A., and others. Jobs, production, and living standards. Postwar econ. 
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stud., no. 1. (Washington: Div. of Admin. Serv., Bd. of Govs. of the Federal Reserve 
System. 1945. Pp. 89, 25c.) 


Gorpon, E. M. Wartime employment, production, and conditions of work in shipyards. 
Bur. of Lab. Stat., bull. no. 824. (Washington: Supt. Docs. 1945. Pp. 64. 10c.) 


HUBERMAN, L, The truth about unions, (New York: Reynal and Hitchcock. 1946. Pp. 87. 
$1.) 

Kirxarpy, H. S. Industrial relations in conditions of full employment. (New York: 
Macmillan. 1946. Pp. 26. 50c.) 


Kurraara, K. K. Labor in the Philippine economy. Issued under the auspices of the Am. 
Coun., Inst. of Pacific Relations. (Stanford University, Calif.: Stanford Univ. Press. 
1945. Pp. xv, 97. $2.) 


Lerrur, M. Government and union-employer relations. (Chicago: Public Admin. Service. 
1945, Pp. 36. $1.) 


Locan, R. W. The Negro and the post-war world: a primer, (Washington: Minorities 
Publishers. 1945. Pp. 103. $1.50.) 


Lytte, C. W. Job evaluation methods. (New York: Ronald Press. 1946. Pp. xiv, 329. $6.) 


McNaucuton, W. L. Industrial economy and labor control. (Los Angeles: Golden State 
Publishers. 1945. Pp. 287. $3.25; paper, $2.75.) 


MELHOLLAND, R. Pay day: labor and management in the American system of free enter- 
prise. (New York: Morrow. 1946, Pp. 252. $2.50.) 


Mooney, P. Profitable labor relations and how to develop them. (New York: Harper. 
1946. Pp. xi, 209. $2.50.) 


Moore, W. E. Industrial relations and the social order. (New York: Macmillan. 1946. 
Pp. xii, 555. $4.) | 

MUuKERJEE, R. The Indian working class. (Bombay: Hind Kitabs. 1945, Pp. xvii, 336. 
Rs. 12-8.) 


Ramsay, A. M, Unions and veterans: including a directory of leading unions. (Washington: 
Public Affairs Press. 1946. Pp. 32. 25c.) 


STEWART, B. M. and Couper, W. J. Fact finding in industrial disputes. Indus, monog. no. 
11. (New York: Indus. Rel. Counselors. 1946. Pp. vii, 61. $1.50.) 


SILVERBERG, L. G., editor. The Wagner act: after ten years, (Washington: Bur, of Nat. 
Affairs, 1945. Pp. 130. $2.) 


VANCE, R. B. All these people—the nation’s human resources in the South. (Chapel Hill: 
Univ. of North Carolina Press, 1945. Pp. xxxiii, 503. $5.) 


Wotrson, T. Labors coming of age. (New York: New York Soc. for Ethical Culture. 
1946. Pp. 24. 10c.) 


Annual digest of state and federal labor legislation, enacted August 1, 1944 to August 1, 
1945, Div. of Lab. Stand. bull, no. 75. (Washington: Supt. Docs. 1945. Pp. xv, 84. 20c.) 


Changes in population and in the labour force. Suppl. to The Labour Gazette, Dec., 1945, 
(Ottawa: Dept. of Labour, 1945. Pp. 31.) 


Continuous employment for seafarers, Internat. Lab. Conf., 28th sess., 1946. Rept. VII. 
(Montreal: Internat. Lab. Off. 1946. Pp. 12.) 


National Labor Relations Board: Vol, 60-62. Decisions and orders, Jan. 15-Mar. 24, 
1945; Mar. 26-May 31, 1945; June 1-Jul. 30, 1945. (Washington: Supt. Docs. 1945, 
Pp. 1487; 1660; 1528. $3 each.) 


Director's report. Third Conf, of Am. States Members of the Internat. Lab. Organisation, 
Mexico City, Apr. 1946. Rept. I. (Montreal: Internat. Lab. Off. 1946. Pp. 151.) 
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Earnings and wage practices in municipal governments of 15 cities, 1944. Bur. of Lab. 
Stat., bull. 848. (Washington: Supt. Docs. 1945. Pp. 26. 10c.) 


Eniry, training and promotion of seafarers. Internat. Lab. Conf., 28th sess., 1946. Rept. V. 
(Montreal: Internat. Lab. Office. 1946. Pp. 51.) 


Industrial relations. Third Conf. of Am. States Members of the Internat. Lab. Organisation, 
Mexico City, Apr. 1946. Rept. IV. (Montreal: Internat. Lab. Off. 1946. Pp. tii, 94.) 


Labor’s library: a bibliography for trade unionists, teachers, students, librarians, (New 
York: Workers Education Bur. of Am. 1945. Pp. 41. 20c.) 


Labour inspection. Third Conf, of Am. States Members of the Internat. Lab. Organisation. 
Mexico City, Apr. 1946. Rept. III. (Montreal: Internat. Lab. Off. 1946. Pp. 62.) 


Labour organisation in Canada: 34th annual report (for the calendar year 1944). (Ottawa: 
Cloutier. 1946. Pp. 89. 25c.) 


Legislative series, Oct.-Dec., 1945. (Montreal: Internat. Lab. Off. 1945. Various pp. $5. 
yearly.) 

Memorandum on university research programs in the field of labor. By the Committee on 
Labor Market Research. (Washington: Soc, Sci. Research Counc. 1946. Pp. 27.) 

Post-war employment survey—-employer estimates of covered employment in Ohio by 
county and industrial group, Jan. 15, 1946, and April 15, 1946. (Columbus: Ohio Bur. 
of Unemployment Compensation and U. S. Employment Serv. in Ohio. 1946.) 


The President’s National Labor-Management Conference, November 5-30, 1945: summary 
and committee reports. Div. of Lab. Stand. bull. no. 77. (Washington: Supt. Docs. 1946. 
Pp. 89.) 


The problem of changeover unemployment: a statement o national policy by the Research 
Committee of the Committee for Economic Development, (New York: Committee for 
Econ. Development. 1945. Pp. 29.) 


Proposed international labour obligations in respect of non-self-governing territories. Inter- 
nat. Lab. Conf., 29th sess., 1946. Rept. IV (1). (Montreal: Internat. Lab. Off. 1946. 
Pp. 190.) 


Résumé of the proceedings of the Twelfth National Conference on Labor Legislation, Dec. 
5-6, 1945. Div. of Lab. Stand. bull. no. 76. (Washington: U. S. Dept. of Labor. 1946. 
Pp. vii, 40. 10c.) 


Statutes and congressional reports pertaining to the National Labor Relations Board. 
(Washington: Supt. Docs. 1945, Pp. 141. 25c.) 


Trends in urban wage rates, October 1944 to April 1945. Bur, of Lab. Stat., bull. 846. 
(Washington: Supt. Docs. 1945. Pp. 11. 5c.) 


Union agreements in the tobacco industry, Jan. 1945. Bur. of Lab. Stat., bull. 847. (Wash- 
ington: Supt. Docs. 1945. Pp. 25. 5c.) 


Vocational training. Third Conf. of Am. States Members of the Internat. Lab. Organisation, 
Mexico City, Apr. 1946. (Montreal: Internat. Lab. Off, 1946. Pp. 134.) 


Wages and hours in the primary textiles industry in Canada, 1944, Suppl. to the Labour 
Gazette, February, 1946. (Ottawa: Cloutier: 1946. Pp. 21.) 


Wages; hours; manning. Internat. Lab. Conf., 28th sess., 1946. (Montreal: Internat, Lab. 
Off. 1946. Pp. 131.) 
Social Insurance; Relief; Pensions; Public Welfare 


ANDERSON, H. B. Public health the American way. (New York: Citizens Medical Refer- 
ence Bur., Inc. 1945. Pp, 238. $2.50.) 
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Benepict, M. R. A retirement system for farmers. Pamph. no. 49. (Washington: Nat. 
Planning Assoc, 1946. Pp. 43. 25c.) 


Fark, I. S., Sanprrs, B. S., and Feperman, D. Disability among gainfully occupied per- 
sons—an introduction to disability insurance statistics. Bur. memo. no. 61. (Washington: 
Soc, Security Board, 1945. Pp. iv, 60.) 


Gray, H. Should state unemployment insurance be federalized? Nat. econ. probs. no. 419. 
(New York: Am. Enterprise Assoc. 1946. Pp. 71. 50c.) 


Hirscurietp, G. Security the American way. (Chicago: Insurance Econ. Soc. of America. 
1945, Pp. 16.) 


Horper, T. J., editor. Health and social welfare, 1945-1946. (New York: Frances ma 
1946. Pp. 519. $6.) 


Pearse, I, H., M.D., and Crocker, L. H. The Peckham experiment: a study in the living 
Structure of society, Sir Halley Stewart Trust pub, (New Haven: Yale Univ. 1946. Pp. 
333. $3.50.) 


Ricsarpson, J. T. The origin and development of group hospitalization in the United 
States, 1890-1940. Univ. of Missouri stud., Vol. XX, no. 3. (Columbia: Univ. of Mis- 
souri. 1945. Pp. 101. $1.25.) 


Stern, B. J. Medicine in industry.’ Stud. of N. Y. Acad. of Medicine, Committee on 
Medicine and Changing Order. (New York: Commonwealth Fund. 1946. Pp. 313. $1.50.) 


THARP, C. R. Social security and related services in Michigan, their administration and 
financing. Govt. stud., no. 16. (Ann Arbor: Bur. of Govt., Univ. of Michigan. 1946. 
Pp. vii, 180.) 


Compensation or pension to veterans or their dependents: analysis of elements of entitle- 
ment to and rates of compensation or pension. 79th Cong., 1st sess., S. doc. 99. (Wash- 
ington: Supt. Docs. 1945. Pp. 29, 10c.) ‘ 


Proceedings of the National Conference of Social Work: selected papers seventy-second 
annual meeting 1945. (New York: Columbia Univ. Press. 1945. Pp. 417. $5.) 


Social security complications in New Zealand. (Chicago: Insurance Econ. Soc. of Am. 
[1946.]) 


Social security for seafarers, (Montreal: Internat. Lab. Off. 1946. Pp. vi, 264. $1.50.) 


: Internat. Lab. Conf., 28th sess., 1946. i . (Montreal: Internat. Lab. Off. 
1946. Pp. 53.) 





Consumption; Codperation 


Warsasseé, J. P. The codperative way: a method of world reconstruction. (New York: 
Barnes and Noble. 1946. Pp. 190, $2.) 


High-level food consumption in the United States. Dept. of Agric., misc. pub. 581. (Wash- 
ington: Supt. Docs. Pp. 48. 10c.) 


Impact of the war on civilian consumption in the United Kingdom, the United States, 
and Canada, report of a special combined committee set up by the Combined Produc- 
tion and Resources Board. Combined Production and Resources Board, United States, 
Great Britain, and Canada. (Washington: Supt. Docs. 1945. Pp. 157. 30c.) 


Inventory of farmers’ codperatives, Pennsylvania, 1943. Pennsylvania State Coll. Agric. 
Exp. Sta., bull. 474. (State College, Pa.: State Coll. 1945. Pp. 63.) 


Operations of consumers’ codperatives in 1944, Bur. of Lab. Stat., bull. 843. (Washington: 
Supt. Docs. 1945. Pp. 22. 10c.) 
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Organizing a farmers coöperative. Farm Credit Admin., circ. C-108, (Washington: Supt. 
Docs. 1945. Pp. 44. 15c.) 


Population; Migration; Vital Statistics 


Dave, M. R. What shall we do about immigration? Pamph. no, 115. (New York: Public 
Affairs Committee. 1946. Pp. 32. 10c.) 


Horner, F. K. Europes homeless millions. Headline ser., no. 54, (New York: For. Pol. 
Assoc. 1946. Pp. 96. 25c.) 


Luck, J. M. Tke war on malnutrition and poverty—the rôle of consumer coöperatives. 
(New York: Harper. 1946. Pp. xi, 203. $2.50.) 


Moore, W. E. Economic demography of eastern and southern Europe, (Geneva: League of 
Nations. New York: Internat. Documents Serv., Columbia Univ. Press. 1945. Pp. 299. 
$3.) 


Vital statistics of United States, 1943. Pt. 1. Natality and mortality data for the United 
States tabulated by place of occurrence with supplemental tables for Hawati, Puerto 
Rico, and the Virgin Islands. Pt. 2. Natality and mortality data for the United States, 
tabulated by place of residence. (Washington: Bur. of the Census, 1945. Pp. 228; 580. 
$1.50; $2.50.) 


Unclassified Items 


GurvitcH, G. and Moors, W. E., editors. Twentieth century sociology. (New York: 
Philosophical Library. 1945. Pp. x, 754. $6.) 


SHovp, E. L. The government of the American people. (Boston: Ginn. 1946. Pp. ix, 
1206, xli. $4.50.) 


The effects of strategic bombing on the German war economy. (Washington: War Dept., 
Overall Econ. Effects Div., U. S. Strategic Bombing Survey. 1945. Pp. ix, 286. $1.) 


Social Science Research Council: annual report, 1944-1945, (New York: Soc. Sci, Re- 
search Counc. 1946. Pp. 69.) 


A study of business and employment among Negroes in Louisville. By Associates of Louis- 
ville Municipal College, and others. (Louisville: [Louisville Municipal Coll.] 1944. Pp. 
92.) 


United States strategic bombing survey, over-all report (European War), Sept. 30, 1945. 
War Department. (Washington: Supt. Does. 1945, Pp. 109. 50c.) 


RECENT FRENCH PUBLICATIONS 


Editor’s Note-——-Through the kindness of Bertrand Nogaro, professeur à la Faculté de 
Droit de Paris, we have received the following list of books which he regards as the 
more important economic works published in France during recent years. A number of 
the volumes have been received and reviews will appear in early numbers, 


Economie Politique 


AFTALIYON, A. L'oeuvre scientifique. (Volume collectif.) (Paris: Domat-Montchrestien. 
1945.) 


ANTONELLI. L’economie pure du capitalisme. (Paris: Rivière, 1939.) 
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Nocaro, B. Cours d’économie politique. 2 vols. 3rd ed, (Paris: Domat-Montchrestien.) 





. Le développement de la pensée économique. (Paris: Lib. Gen. de Droit et Juris. 
1941.) 


. La méthode de économie politique. (Paris. Lib. Gen. de Droit et Juris. 1939.) 
. La monnaie et les systèmes monétaires. (Paris: Lib. Gen. de Droit et Juris. 1945.) 
. Principes de théorie économique. (Paris: Lib. Gen, de Droit et Juris. 1941.) 


Rist, C. Précis des mécanismes économiques élémentaires, (Paris: Sirey. 1945.) 











Histoire Economique 


Lasrousse, Le crise économique en France à la fin de Vancien régime et au début de la 
Révolution. (Paris: Presses Univ. de France. 1944.) 


SEE, H. Histoire économique de la France, 2 vols. (Paris: Colin, 1939; 1942.) 


Statistique 


Marcuatr, A. Economie politique et technique statistique. (Paris: Lib. Gen. de Droit et 
Juris. 1945.) 


Finances 


Brikm ET Brisson. Finances publiques françaises. 2 vols, (Paris: Berger-Levrault. 1943 ; 
1945.) 

LAUFENBURGER. Crédit public et finance de guerre. (Paris: Médicis, 1944.) 

. Précis d'économie et de législation financière. (Paris: Sirey. 1941; 1943.) 





Nocaro, B. Le financement des dépenses publiques et la liquidation des dépenses de 
guerre. ; : 


Pose. La monnaie et ses institutions. (Paris: Presses Univ, de France. 1942.) 
Marcar. Rendements fiscaux et conjonctures. (Paris: Médicis. 1942.) 


Agriculture 


AUGĖ-LARIBÉ, Situation de Vagriculiure française—1930-1939. (Paris: Berger-Levrault. 
1945.) 


Demographie 
LANDRY. Traité de démographie. (Paris: Payot. 1945.) 


PERIODICALS 


Economic Theory; General Works 


Bonoras, E. Remarques sur la théorie du capital en économie libre et en économie dirigée. 
Schweiz. Zeitschr. f, Volkswirtschaft und Stat., June, 1945. Pp. 11. 

CoRNEJO, B. La competencia imperfecta y la teorie tradicional. III. Rev. Econ. y Estad., 
No. 4, 1944; No. 1-2, 1945. Pp. 25; 51. 

DERVAUX, P. Réflexions sur Vintérét, Vépargne et Vinvestissement, A propos de la théorie 
générale de J. M. Keynes. Rev. d’Econ. Pol., Mars-Dec., 1945. Pp. 29. 

GOTTLIEB, M. The theory of optimum population for a closed economy. Jour. Pol, Econ., 
Dec., 1945. Pp. 28. 

GUARESTI, J. J. La economia politica. Rev. de Ciencias Econ., Dec., 1944. Pp. 8. 

Harris, A. L. The scholastic revival: the economics of Heinrich Pesch. Jour. Pol. Econ., 
Feb., 1945. Pp. 22. 

Hicks, J. R. Recent contributions to general equilibrium economics. Economica, Nov., 
1945. Pp. 8. ` 

LACHMANN, L. M. A note on the elasticity of expectations. Economica, Nov., 1945. Pp. 6. 

LEonTIEF, W. The pure theory of the guaranteed annual wage contract. Jour. Pol. Econ., 
Feb., 1945. Pp. 4, 

Ovuzrès, F. Le simili-rationalisme dans l'économie politique à apparence rationaliste. Schweiz. 
Zeitschr. f. Volkswirtschaft und Stat., Juni, 1945. Pp. 30. 


Rocuer, P. Remarques sur le principe: “Autant d’ équations que d’inconnues” appliqué 
aux théories de ’équilibre économique. Rev. d’Econ. Pol., Mars-Dec., 1945. Pp. 16. 


SPENGLER, J. J. The Physiocrats and Say’s law of markets. II. Jour. Pol. Econ., Dec., 
1945. Pp. 21. 

TINTNER, G. A note on welfare economics. Econometrica, Jan., 1946. Pp. 10. 

UNTERBERGER, S. H. and Henc, H. Theory of wage control in the transition period. So. 
Econ. Jour., Jan., 1946. Pp. 13. 


Economic History 


Grampp, W. D. A reéxamination of Jeffersonian economics. So. Econ. Jour., Jan., 1946. 
Pp. 20. 

HAMILTON, E. J. The first twenty years of the Bank of Spain. I. Jour. Pol. Econ., Feb., 
1946. Pp. 21. 

Micuert, H, The impact of sudden accessions of treasure upon prices and real wages. 
Canadian Jour. Econ. and Pol. Sci., Feb., 1946. Pp. 17. 


National Economies 


Baupin, L. An outline of economic conditions in France under the German occupation. 
Econ. Jour., Dec., 1945. Pp. 20. 

Corcoran, T. F. Economic review of the Republic of Panama for 1943. Estad., Sept., 
1945. Pp. 12. 

Leax, H. and Mazes, A. The structure of British industry. Jour. Roy. Stat. Soc., Vol. 
CVIII, Pts. I-II, 1945. Pp. 66, 
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Rosertson, H. M. The economic development of the Cape under Van Riebeek, Pt. IV. So. 
Afr. Jour. Econ., Dec., 1945. Pp. 18. 


SCHWEITZER, A, Big business and the Nazi party in Germany, Jour. Bus., Univ. of Chicago, 
Jan., 1946. Pp. 24. 


Economic Systems; Post-War Planning 


Dursin, E. F. M. Professor Hayek on economic planning and political liberty, Econ. Jour., 
Dec., 1945. Pp. 14. 


Exits, H. S. Postwar economic policies. Rev. Econ. Stat, Feb., 1946, Pp. 6. 


Harpy, C. O. Schumpeter on capitalism, socialism and democracy. Jour. Pol. Econ., Dec., 
1945, Pp. 9. 


MArquez, J. Libertad, planeación y Hayek. El Trimestre Econ., Jul.-Sept., 1945. Pp. 15. 
WISKEMANN, E. Socialism and communism in Italy. F oreign Affairs, Apr., 1946. Pp. 10. 


WUNDERLICH, F, The National Socialist agrarian problem, Soc. Research, Mar., 1946. 
Pp. 18. 


Statistical Methods; Econometrics; Economic 
Mathematics; Accounting 


Kenpatt, M. G. On the analysis of oscillatory time-series. Jour. Roy. Stat. Soc., Vol. 
CVIII, Pts. I-II, 1945. Pp. 49. 


Koopmans, T, Statistical estimation of simultaneous economic relations. Jour. Am. Stat. 
Assoc., Dec., 1945. Pp. 19. 


Paton, W. A. Cost and value in accounting. Jour. Accountancy, Mar., 1946. Pp. 8. 


Marrry, A. Inter-American standards and procedures in foreign trade statistics. Estad., 
Sept., 1945. Pp. 4. 


Murer, W. W. Standard costs and their relation to cost control. N.A.C.A. Bull, Apr., 1, 
1946, Pp. 11. 


SANDERS, T. H, A review of reviews of accounting progress. Jour. Accountancy, Jan., 
1946. Pp. 18. 


Tintwer, G. Multiple regression for systems of equations. Econometrica, Jan., 1946. 
Pp. 32. 


National Income and Product; Income Distribution; 
Consumption Statistics 


GILBERT, M. and Jaszi, G, The 1945 White Paper on national income and expenditure. 
Econ. Jour., Dec., 1945. Pp. 10. 


Kerry, T. H. Social and economic statistics in the Union (review article). So. Afr. Jour. 
Econ., Dec., 1945, Pp. 14. 


Maver, J. Deficiencies in the gross-national-product concept as a national measure. Jour. 
Pol. Econ., Dec., 1945. Pp. 7. 


Ouzsson, I. Löpande nationalinkomstberadkningar (England, Tyskland och USA), Ekon. 
Tid., Juni, 1945, Pp. 11. 


Ortiz M., R. Producto nacional e ingreso nacional. El Trimestre Econ., Oct.-~Dic., 1945. 
Pp. 21. 


PEDERSEN, J. Fuld beskaeftigelse og leveomkostningerne. Nationalgkon. Tid., 1-2 Hefte, 
1945. Pp. 21. 


| Price, G. Labor income in Bolivia. Estad., Jun., 1945. Pp. 17. 


Wovtinsxy, W. S. Relationship between consumers’ expenditures, savings and disposable 
income. Rev. Econ. Stat., Feb., 1946, Pp. 12. 


Prices in fourth quarter and year 1945. Mo. Lab. Rev., Mar., 1946. Pp. 17. 
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Business Cycles and Fluctuations 


HANSEN, À. H. Some notes on Terborgh’s The Bogey of Economic Maturity. Rev. Econ. 

` Stat., Feb., 1946. Pp. 5. 

KaALEcKI, M. The maintenance of full employment after the transition period: a compari- 
son of the problem in the United States and the United Kingdom. Internat. Lab. Rev., 
Nov., 1945. Pp. 16, 

Marx, F. M., editor. Maintaining high-level production and employment: a symposium. 
Am. Pol. Sci. Rev., Dec., 1945. Pp. 61. 

MerrY, D. H. and Bruns, G. R. Full employment—the British, Canadian and Australian 
White Papers. Econ. Record. Dec., 1945. Pp. 13, 

OHLIN, B. Det Amerikanska konjunkturproblemet. Ekon. Tid., Sept., 1945. Pp. 8. 

Pearson, F. A. and PAARLBERG, D. Sixty million jobs and six milion farmers. Jour. Farm 
Econ., Feb., 1946. Pp. 14. 

Picou, A. C, Some considerations on stability conditions, employment and real wage rates. 
Econ. Jour., Dec., 1945. Pp. 11. 

Wricut, D. McC. “The great guessing game”: Terborgh versus Hansen. Rev. Econ. Stat., 
Feb., 1946. Pp, 5. 

Full employment in the transition period. Internat. Lab. Rev., Dec., 1945. Pp. 20. 


Public Finance; Fiscal Policy; Taxation 


Booker, H. S. Income tax and incentive to effort. Economica, Nov., 1945. Pp. 5. 

BurscHer, W. C. The revenue act of 1945. Jour. Accountancy, Jan., 1946. Pp. 10. 

CLARK, C, Public finance and changes in the value of money. Econ, Jour., Dec., 1945. 
Pp. 19. 

Horton, D. C. and Larsen, H. C. Federally sponsored farm-mortgage credit agencies: war- 
time operations and postwar prospects. Agric. Finan. Rev., Nov., 1945. Pp. 13. 

Isaac, G. J. Taxing farmers’ income, Bull. Nat. Tax Assoc., Feb., 1946. Pp. 6. 

LITTERER, O. F. Corporation income tax and production. Bull. Nat. Tax Assoc., Apr., 1945. 
Pp. 7. 

Maroner, P. E. Property tax developments since 1932, Agric. Finan, Rev., Nov., 1945. Pp. 7. 

Sims, L. B. and BEROLZHEIMER, J. Tax yields and tax policy at the state level in the war- 
peace transition. Bull. Nat. Tax Assoc., Feb.; Mar., 1946, Pp. 6; 5. 

TreEvIsAN, E. C. La experimentación del impuesto a la renta en la Repiblic Argentina. 
EI Trimestre Econ., Jul.-Sept., 1945. Pp. 18. 

Waris, K, Inflationsproblemet i Finland. Ekon. Tid., Dec., 1945. Pp. 18. 

Wurtams, R. D. Fiscal policy and propensity to consume. Econ. Jour., Dec., 1945. Pp. 8. 

Wvycxorr, V. J. Tax classification and public finance. Bull. Nat. Tax Assoc., Jan., 1946. 
Pp. 4. 

The federal budget in the transition economy. Fed. Res. Bull., Feb., 1946. Pp. 9, 


Money and Banking; Short-Term Credit 


CasTILLERO R., E. J. and Benrenot, R. F. El sistema monetario de Panama. Rev. Econ. 
y. Estad., No. 4, 1944. Pp. 38. 

CATTANEO, N. B. El redescuento en la República Argentina. Rev. la Ciencias Econ., Abr., 
1945, Pp, 28. 

Krace, B. Sparande, kipkraftsdverskott och likviditet. Ekon, Tid., Mars, 1945. Pp. 15. 

TCHERNOFF, J. Le rôle économique des syndicats financiers. Rev. d'Econ. Pol, Mars-Dec., 
1945. Pp, 19. 
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Watt, N, J. and Jones, L. A. Short-term agricultural loans of commercial banks, 1910-45. 
Agric. Finan. Rev., Nov., 1945. Pp. 14. 


International Trade, Finance and Economic Policy 


Apter, J. H. The postwar demand for United States exports. Rev. Econ. Stud., Feb., 
1946. Pp, 11. 


Cray, H. Britain’s declining rôle in world trade. Foreign Affairs, Apr., 1946. Pp. 18. 


Dominguez, L. M. Precios de exportación en la Republic Argentina. Estad., Sept., 1945. 
Pp. 13. 


ENKE, S, Monopolistic output and international trade. Quart. Jour. Econ., Feb., 1946. 
Pp. 27. 


FLORINSKY, M. T. The Soviet Union and international agreements. Pol. Sci. Quart., Mar., 
1946. Pp. 29. 


GERHARD, I, Multilateralismen i Sveriges utrikeshandel. Ekon., Tid., Juni, 1945, Pp. 18. 
Kworr, K. E. World rubber problems. Harvard Bus. Rev., Spring, 1946. Pp. 11. 


Lreontier, W. W. Exports, imports, domestic output and employment. Quart. Jour. Econ., 
Feb., 1946. Pp. 23. 


Luna O., A. Factores que inflayen en la balanza de pagos de Mexico. El Trimestre Econ., 
Oct.-Dic., 1945. Pp, 33. 


DE LA PeNa, M. T. La industrializacion de Mexico y la politica arancelaria, El Trimestre 
Econ., Jul.-Sept., 1945. Pp. 32. 


PoLk, J. and PATTERSON, G. The British loan. Foreign Affairs, Apr., 1946. Pp. 12. 
Porsott, L, Om utrikeshandelns ekonomiska verkningar. Ekon. Tid., Mar., 1945, Pp. 17. 
Rosertson, D. H. The problem of exports. Econ. Jour., Dec., 1945. Pp. 5. 

Rose, W. J. A “made to measure” tariff. Econ. Record, Dec., 1945. Pp. 11. 


ScHWENGER, R. B. The prospect for postwar agricultural exports from the United States, 
Jour. Farm Econ., Feb., 1946. Pp, 12. 


Yates, P, L. Food and agriculture organization of the United Nations. Jour. Farm Econ., 
Feb., 1946. Pp. 17. 


Business Finance; Insurance; Securities Markets 


Peterson, H. G. The codrdination of company financial planning with external economic 
conditions, N.A.C.A, Bull., Mar. 1, 1946. Pp. 13, 


SZATROWSKI, Z. The relationship between price change and price level for common stocks. 
Jour. Am, Stat. Assoc., Dec., 1945, Pp. 17. 


¢ 


Public Control of Business; Public Administration; National Defense 


GUTHRIE, J. A. Price regulation in the paper industry. Quart. Jour. Econ., Feb., 1946. 
Pp. 25, 


KronstEin, H. and Lercaton, G. C. K. Cartel control: a record of failure, Yale Law 
Jour., Feb., 1946. Pp. 39. 


O'Leary, P. M. Wartime rationing and governmental organization. Am. Pol. Sci. Rev., 
Dec., 1945. Pp. 18. 


PARKIN, N. C. Some economic concepts affecting the renegotiation of war contracts. Jour. 
Bus., Univ, of Chicago, Jan., 1946. Pp. 12. 


PETERSEN, E. Hva har den tyske okkupasjon kostet Norge? Ekon. Tid., Juni, 1945. Pp. 13. 


Scumivt, E. Offentlig prispolttik med henblik paa behovsdaekning. Nationaldkon. Tid., 
1-2 Hefte, 1945. Pp. 20. 


Wuson, T. Price and outlay policy of state enterprise. Econ. Jour., Dec., 1945. Pp. 7. 
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Industrial Organization; Price and Production Policies; 
Business Methods 


AKERMAN, G, Vår prispolitik efter kriget. Ekon. Tid., Sept., 1945. Pp. 16. 
LEontTiEr, W. The economics of industrial interdependence. Dun’s Rev., Feb., 1946. Pp. 7. 
Lewis, W. A. Competition in retail trade. Economica, Nov., 1945. Pp. 33. 


Swan, T. W. Price flexibility and employment (review article). Econ. Record, Dec., 1945. 
Pp. 18. 


Transportation; Communication; Public Utilities 


CHIANELLI, P. El costo y precio del transporte ferroviario y su situación económica- 
financiera.en los ejercicios de 1937/38 a 1941/42. Rev. de Ciencias Econ., Enero, Feb., 
1945, Pp. 28, 36. 


EHRNROOTH, N. E. Det teoretiska studiet av transportudsendets problem, Ekon. Tid., Dec., 
1945, Pp. 10. 


HeatH, M. S, The uniform class rate decision and its implications for southern economic 
development. So. Econ. Jour., Jan., 1946. Pp. 25. 


Paxson, F. L, The highway movement, 1916-1935. Am, Hist. Rev., Jan., 1946. Pp. 18. 


Comments on “The railroad land grant legend in American history texts.” Miss. Valley 
Hist. Rev., Mar., 1946. Pp. 20. 


Agriculture; Forestry; Fisheries 


Hur, F. F. Research developments in farm finance. Jour. Farm Econ., Feb., 1946, Pp. 12. 


Jesness, O. B. Postwar agricultural policy—pressure vs. general welfare. Jour. Farm Econ., 
Feb., 1946. Pp. 14. 


ScHuttz, T. W. Changes in economic structure affecting American agriculture. Jour. Farm 
Econ., Feb., 1946, Pp, 13. 


Labor unions in American agriculture. Mo. Lab, Rev., Jan, 1946. Pp. 12. 


Economic Geography; Regional Planning; Urban Land; Housing 


Vininc, R. Location of industry and regional patterns of business-cycle behavior. 
Econometrica, Jan., 1946. Pp. 32. 


Labor and Industrial Relations 


Arno, A. R. Experience rating. Yale Law Jour., Dec., 1945. Pp, 24. 


Barkin, S. Labor's wage policy in our transitional controlled price economy. Adv. Manage- 
ment, Mar., 1946. Pp. 4. 


Bernstetn, I. Labor and the recovery program, 1933, Quart. Jour. Econ., Feb., 1946. 
Pp. 19. 


Dare, E. The American foreman unionizes. Jour. Bus., Univ. of Chicago, Jan., 1946. 
Pp. 16. 

Dyane, T. K. Some problems of labour law enforcement in China, Internat. Lab. Rev., 
Jan.-Feb., 1946. Pp. 10. 

Harsison, F. H. Some reflections on a theory of labor-management relations. Jour. Pol. 
Econ., Feb. 1946. Pp. 16. 

Lester, R. A. Diversity in North-South wage differentials and in wage rates within the 
South. So. Econ. Jour., Jan., 1946, Pp. 25. 

.. Effectiveness of factory labor: South-North comparisons. Jour, Pol. Econ, Feb. 

1946. Pp. 16. 
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Norrurup, H. R. The appropriate bargaining unit question under the Railway Labor act, 
Quart. Jour. Econ., Feb., 1946. Pp. 20. 


Reynotps, L. G. Problems in the administration of wages. Adv. Management, Mar., 1945. 
Pp. 6. 


SNIDER, J. L. Management's approach to the annual wage. Harvard Bus. Rev., Spring, 
1946, Pp. 13. 


Tart, P. Dues and initiation fees in labor unions. Quart. Jour. Econ., Feb., 1946. Pp. 14. 


Van Sickie, J. V. Geographical aspects of a minimum wage. Harvard Bus. Rev., Spring, 
1946. Pp. 18. 


Witter, E. E. Steadying the workers income. Harvard Bus. Rev., Spring, 1946. Pp. 20. 


Employment situation in foreign countries: Pt. 1—United Nations and neutral industrial 
countries not devastated by war, Pt. 2—Liberated and enemy countries. Mo. Lab. Rev., 
Jan., Feb., 1946. Pp. 19, 24. 


Social Insurance; Relief; Pensions; Public Welfare 


BENEGAS, C. C. Seguridad social—plan Beveridge. Rev. de Ciencias Econ., Feb., 1945. Pp. 10. 


Borserc, L. P. and ZevrHen, F. Den offentlige sygeforsikring. Nationalgkon. Tid., 1-2 
Hefte, 1945. Pp. 14. 


Burns, E. M. Unemployment compensation and socio-economic objectives. Yale Law 
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NOTES 


Editor’s Note 


Beginning September 15, 1946, the editorial office of the Review will return to McGraw 
Hall, Cornell University, Ithaca, New York. 


Miss Mary Connally has resigned as assistant to the managing editor of the Review to 
become administrative assistant to the Executive Vice Chairman of the American National 
Red Cross. 


It was hoped that, with the current issue of the Review, the difficulties with printing 
schedules would have disappeared and permitted appearance on the pre-war scheduled 
date of June 15. Unfortunately, the effects of the war were not yet so far liquidated as to 
make this possible. As soon as dependable printing schedules are restored, the date of 
publication will be brought forward to the first day of March, June, September and 
December, principally for the purpose of permitting advance notice of the annual 
meetings of the Association in the December number, 


The following names have recently been added to the membership of the AMERICAN 
Economic ASSOCIATION : 


Abraham, W., 520 Yale Station, New Haven, Conn. 

Allgood, Miss Carrie L., 2551-15th St., N.W., Washington, D.C. 

Anderson, C. E., 2321 N, Wakefield St., Arlington, Va. ` 

Armore, S. J., Federal Home Loan Bank Admin. (NHA), 101 Indiana Ave, N.W. 
Washington 25, D.C, 

Arlt, C. T., 131 Forest St., Oberlin, Ohio. 

Ayre, Miss J., 2016 D St., N.E., Washington 2, D.C, 

Bates, S., Dept. of Reconstruction and Supply, Ottawa, Canada. 

Bangs, R. B., 1606 Ripon Pl, Alexandria, Va. 

Bates, E. W., American Book Co., 88 Lexington Ave., New York 16, N.Y. 

Beele, J. W., 151 Amity St., Brooklyn 2, N.Y. 

Beal, T. B., 944 Military Dr., Salt Lake City 5, Utah. 

Becker, Father J., Georgetown University, Washington 7, D.C. 

Begdes, K., Yapi ve Kredi Bankasi, Istanbul, Turkey. 

Belzak, C. T. T/5, Port Hq. Det., Station Complement, NYPE, BABT, Brooklyn, N.Y. 

Bigelow, K. W., Teachers College, Columbia University, 525 W. 120th St., New York 27, 
N.Y, 

Bigler, W. R., 86 Highland Ave., Columbus, Ohio. 

Bing, R. A., 78-11 Kew Forest Lane, Forest Hills, L.I, N.Y. 

Blaisdell, P. H., 3316 Coryell Lane, Parkfairfax, Alexandria, Va. 

Blum, F. H., 1804 N. Oak Street, Arlington, Va. 

Bowers, R., Carnegie Institute of Technology, Pittsburgh, Pa. 

Bronson, Miss M. C., 130 Whitman Ave., West Hartford 7, Conn. 

Brown, The Rev. L. C., St. Louis University, St. Louis 3, Mo. 

Bry, G., 695 Clinton Ave., Newark, N.J. 

Bryant, L. C., 1602 N. McKinley Rd., Arlington, Va. 

Buchanan, M. T., State College of Washington, College of Agriculture, Pullman, Wash. 

Burns, R. K., 1700 Prairie Ave., Chicago 16, 11. 

Bursler, N., University of Chicago, Law School, Chicago 37, I. 

Burstein, H., 570 Isham St., New York 34, N.Y. 

Butler, Col. H. D., 1559-44th St., N.W., Washington 7, D.C. 

Carwell, J., UNRRA-—Shanghai, APO 907, c/o P.M., San Francisco, Calif. 

Chattas, C., Santa Rosa 37, Dep. 7, Cordoba, Argentina, So, Amer. 

Chen, S. Y. C., National University of Amoy, Amoy, Fukien, China. 
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Chernick, J., University of Minnesota, School of Bus. Admin., Minneapolis 14, Minn. 

Chernick, S., 319 Manitoba Ave., Winnipeg, Canada. 

Childs, F. E., University of Minnesota, Dept. of Economics, Minneapolis, Minn. 

Christensen, K. C., 245 Market St., Room 214, San Francisco 6, Calif. 

Chung-Tse Shih, C., Lancashire College, Whalley Range, Manchester 16, England. 

Claydon, A., Syracuse University, Dept. of Economics, Syracuse 10, N.Y. 

Coase, R, H., London School of Economics, Houghton St., Aldwych, London W.C. 2, 
England, 

Connor, J., Loyola Univ., New Orleans 15, La. 

Coblentz, W. K., 2579 Yale Station, New Haven, Conn. 

Cohen, Miss E., 2078-62nd St., Brooklyn 4, N.Y. 

Cowherd, Mrs. H. S, W. E. Upjohn Inst. for Com. Res., American Nat. Bank Bldg., 
Kalamazoo 4, Mich. 

Crisafalli, V. C., Wage Stabilization Board, Guardian Bidg., Cleveland, Ohio. 

Curtis, D. W., 1630 Hobart St, N.W., Washington, D.C, 

Dake, S. W., Southern Missionary College Library, Collegedale, Tenn. 

Dalal, R. D., c/o Swiss Bank Corp., 11 c, Regent St., Waterloo Pl, London S.W. 1, 
England. 

Dannemann, G., 519 S. Rotherwood Ave,, Evansville 4, Ind. 

Darling, H. J., 464 Wood Ave., Westmount, Montreal, Canada. 

Davey, H. W., New York University, Inst. on Postwar Reconstruction, Washington Square, 
New York 3, N.Y. 

Davis, D. D., 3121-16th St, N.W., Apt. 43, Washington 10, D.C. 

Davisson, M. M., University of California, 119 South Hall, Berkeley, Calif, 

Deimel, H. L., Jr., Dept. of State, Washington, D.C. 

DeMott, J. P., 76 Palmer St., Passaic, N.J. 

Detlefsen, G.-R., Pillsbury Mills, Inc., Minneapolis 2, Minn. 

Devine, C. T., 5014 Spruce St., Philadelphia 39, Pa. 

Devine, Mrs, C. T., 5014 Spruce St., Philadelphia 39, Pa. 

Dimmler, G. F., 1411 John Jay Hall, Columbia University, New York 27, N.Y. 

Dulin, W. C., 4500 Chase Ave., Bethesda, Md. 

Duckworth, R. F., 2516 Tunlaw Rd., N.W., Washington, D.C. 

Durham, W. A. Jr, 3761 N.E. Milton St., Portland 13, Ore. 

Dyer, L. A., 50 Federal St., Boston, Mass. 

Eddy, N. H., The Best Foods, Inc., 88 Lexington Ave., New York 16, N.Y. 

Edwards, F. K., 4841 Rodman St., N.W., Washington, D.C. 

Edwards, W. O., 261 Church St., Romeo, Mich. 

Eisenberg, G. G., Box 94, Bullville, N.Y. 

Eucharia, Sister M., Saint Joseph’s College for Women, 245 Clinton Ave., Brooklyn 5, 
N.Y. 

Faught, W. A., Federal Reserve Bank, Station K, Dallas 13, Texas. 

Fein, J. A., 114 Sterling Lane, Wilmette, Il. 

Finn, Sister I. M., Marymount College, Salina, Kan. 

Firestone, Dr. O. J., Dept. of Reconstruction and Supply, Ottawa, Canada. 

Fitzgerald, Miss G., American Bankers Assoc., 12 E. 36th St., New York 16, N.Y. 

Forward, K. A., Graduate College, Princeton, N.J. 

Fox, Mrs. D. G., Box 156, Station H, New York 25, N.Y. 

Franck, L. R; 1355 Peabody St, N.W., Washington, D.C. 

Friend, I., U. S. Securities and Exchange Commission, Philadelphia 3, Pa. 

Gainsbrugh, M. R., 247 Park Ave., New York, N.Y. 

Galigniana, L. M., Arendles 2439, Buenos Aires, Argentina, So. Amer. 

Galenson, Dr. W., c/o L. P. Galenson, 11 Park PI, New York, N.Y. 

Garbuny, 5., 120 W. 105th St., New York, N.Y. 

Gilmartin, Lt. W. M., 01043961, Nat. Res. Sec. GHQ SCAP, APO 500 (Adv. Ech.), c/o 
Postmaster, San Francisco, Calif. 

Gomberg, W., Internat. Ladies’ Garment Workers’ Union, 1710 Broadway, New York 
19, N.Y. 
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Gordon, H. S., Columbia University, 715 Furnald Hall, New York, N.Y. 

Gordon, M. J., The Stratford Arms Hotel, 117 W. 70th St, New York 23, N.Y. 

Gotschall, J. C., 400 Font Blvd., Parkmerced, San Francisco 12, Calif. 

Gourdiaan, Dr. I. J., Bachlaan 18, Hilversum, Holland. 

Graber, Miss A., 87 Columbia St., New York 2, N.Y. 

Grey, A., 520 W. 110th St., New York, N.Y. 

Grosscup, G. C., Jr., 312 N. Prospect Ave., Madison, Wis. 

Gross, R. N., 21 Perkins Hall, Cambridge 38, Mass. 

Hadjidotou, T., 77, rue Charles Degroux, Brussels 4, Belgium. 

Halvorson, L. C., The National Grange, 744 Jackson Pl, Washington, D.C. 

Hammerman, H., 1701-16th St, N.W., Washington 9, D.C. 

Hance, Lt. W. D., Cherry St, R.F.D. 1, Middleboro, Mass. 

Hartley, A. E., 15 Kingston St., Subiaco, Western Australia, 

Hazlitt, H., 37 Washington Sq. W., New York, N.Y. 

Helmreich, Dr. T. C., DePauw University, Box 111, Greencastle, Ind. 

Hobbah, R. V., 8417 Woodcliff Ct., Silver Spring, Md. 

Horsch, A. C., Pitman Publishing Corp., 2 W. 45th St, New York 19, N.Y. 

Howard, Miss M. C., 25 Claremont Ave., Apt. 11 A, New York 27, N.Y. 

Himmelfarb, M., 1967-81st St., Brooklyn 14, N.Y. 

Hutcheson, B. C., 1426 Varnum St., N.W., Washington 11, D.C. 

Ischboldin, Dr. B., St. Louis University, School of Commerce and Finance, St. Louis, Mo. 

Johnson, Lt. M. M., 1600 W. Erie Ave., Philadelphia 40, Pa. 

Johnson, W. E., Box 68, Palos Heights, Ill. 

Jones, J. C., II, Jones, Hocker, Gladney and Grand, 407 N. 8th St., St. Louis 1, Mo. 

Jones, J. P., 200 Forest Ave., Vermillion, S.D, 

Jones, S., R.F.D. 2, Falls Church, Va. 

Joyce, R. K., 8713 Lasalle Blvd., Town of Lasalle, Quebec, Canada. 

Kass, D., 126-35th St., S.E., Washington 19, D.C. 

Kennedy, C. J., Iowa Wesleyan College, Dept. of Soc. Science, Mount Pleasant, Iowa. 

Kent, L., University of Chicago, Haskell Hall, Chicago 37, Ill. 

King, L., 3512 Avenue du Parc, Montreal, Canada. 

King, R. C., 1705-37th St., N.W., Washington 7, D.C. 

Kito, F. E., 4508 S. Ellis Ave., Chicago 15, II. 

Kjellstrom, E. T. H., National Assoc. of Mfrs., 14 W. 49th St., New York 20, N.Y. 

Klarman, Capt. H. E., 2000 H St., N.W., Washington, D.C. 

Kurihara, K. K., 1919 S St, N.W., Washington 9, D.C. 

Landuyt, B. F., University of Detroit, College of Commerce and Finance, Detroit, Mich. 

Lary, H. B., 4834 Langdrum Lane, Chevy Chase 15, Md. 

Leland, T. W., A. and M. College of Texas, College Station, Texas. 

Liebenburg, M., 3924 W St, N.W., Washington 7, D.C. 

Lieberman, I. M., 5542 Everett Ave., Chicago, IH. 

Lishan, J. M., 147 N. Windsor Blvd., Los Angeles, Calif. 

Loftus, J. E., c/o Dr. John A. Loftus, 4426 Volta PL, N.W., Washington, D.C. 

Luedtke, C. L., U. S. Maritime Commission, Div. of Econ. and Statis, Washington, D.C. 

Mach, R. M., 4733 Fulton St, N.W., Washington, D.C. 

MacMorland, R. B., College Station, Berrien Springs, Mich. 

Matheson, K. G., 3487 S. Wakefield St., Arlington, Va. 

Mathy, L., University of Washington, College of Economics and Business, Seattle 5, Wash. 

Mayer, T., Incoming Records Separation CTR “B,” Camp Shelby, Miss. 

Mayne, A., 76 Brighton Ave., Bloomfield, N.J. 

McComas, F. W., Jr, 1137 Bergen St., Brooklyn 16, N.Y. 

McCracken, D., University of Minnesota, Room 3, Vincent Hall, Minneapolis, Minn. 

McCracken, E. M., University of Miami, Coral Gables 34, Fla. 

McGrew, J. G., 14004 Viola Ave., Cleveland, Ohio, 

McPherson, W. W., North Carolina State College, Dept. of Agricultural Economics, Raleigh, 
N.C. 

Meek, W. T., New York University, School of Commerce and Finance, Washington Sq., 
New York 3, N.Y. ' 
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Méndez M., J. A, Graduate College, Princeton, N.J. 

Molano M., A., Washington University, Lee Hall, St. Louis, Mo. 

Morgan, J. D., 1741 Vermont, Lawrence, Kan. 

Mui, K. C., 195 Mercer St., Princeton, N.J. 

Myers, L. B., University Club, Madison, Wis. 

Naessens, M., Ministry of Finance, 35 Rue Franklin, Brussels, Belgium. 

Nelson, B. N., University of Chicago, Faculty Exchange, Chicago, Il. 

Neufeld, M. F., 160 Giles St., Ithaca, N.Y. 

Newark, Miss C., Ohio State University, School of Home Economics, Columbus 10, Ohio. 

Newman, W. H., University of Pennsylvania, Wharton School, Philadelphia, Pa. 

Nielsen, Dr. A., Wilh. Smidtavej 7, Gentofte, Denmark. 

Nordin, J. A., Iowa State College, 308 Agricultural Annex, Ames, Iowa. 

Orrington, L. J., 190614 Fairview Rd., Raleigh, N.C. 

Oxenfeldt, Dr. A, R., 5912-14th St., N.W., Washington, D.C. 

Parker, G. L., 1718 N. Utah St., Arlington, Va. 

Perreten, P. H., American Enterprise Assoc., 4 E. 41st St., New York 17, N.Y. 

Phelan, T., St. Louis Union Trust Co., 323 N. Broadway, St. Louis 2, Mo. 

Poole, E. W., 866 West End Ave., New York 25, N.Y. 

Poole, W. H., 133 Kenaston Ave., Montreal 16, P.Q., Canada. 

Robinson, D. E., c/o Mrs. Chas. S. Whitman, 455 E. 57th St, New York 22, N.Y. 

Rankin, A. F., 23 E. Elm Ave., Wollaston 70, Mass. 

Record, Miss J. C., 10 Pine Circle, N.E., Atlanta, Ga. 

Reed, S. H., 3839 Garfield St, N.W., Washington, D.C. 

Reifman, A., 128 Wayne PI., S.E., Washington 20, D.C. 

Robock, S. H., Berlin, Wis. 

Rood, J. R., 1231 Majestic Bldg., Detroit 26, Mich. 

Roos, C. F., Econometric Institute, 500 Fifth Ave, New York 18, N.Y. 

Rosen, M., Indiana University, Economics Dept., Bloomington, Ind. 

Rothbard, M. N., 370 Central Park W., New York, N.Y. 

Sackett, R. L., 631 San Esteban Ave., Coral Gables 34, Fla. 

Sacks, S., 3451 Giles Pl., New York, N.Y. 

Saenz, E. R., 2700 Q St, N.W., Washington 7, D.C. 

Sametz, A. W., 184 Graduate College, Princeton, N.J. 

Schabacker, E. E., Jr., 46 Berkley PL, Buffalo 9, N.Y. 

Scheyling, H. K., Pleasant Ridge Rd., Harrison, N.Y. 

Scott, Dr. K. M., Marietta, Ohio. 

Segal, R. M., 36 Arcacia Ave., Chestnut Hill 67, Mass. 

Seibert, J. C., Miami University, Oxford, Ohio. 

Shafer, Dr. J. E., 522 N. Thomas, Arlington, Va. 

Shallcross, Miss R., Institute of Paper Chemistry, Appleton, Wis. 

Shapiro, L. A., 1900 F St., N.W., Washington, D.C, 

Sharfman, N., 41 Arctic St., Worcester, Mass. 

Sharfman, S., 41 Arctic St., Worcester, Mass. 

Shute, J., c/o George Shute, 51 Park Dr., Suite 32, Boston 15, Mass, 

Simmons, Dr. E, C., 238 S. Elmwood Ave., Oak Park, IH. 

Smith, S. G., 428 St, James Pl., Chicago 14, IIL. 

Solomon, M. J., 1141 President St., Brooklyn 25, N.Y. 

Staebler, N., 424 S. Main St, Ann Arbor, Mich. 

Steele, H. E., 10310 Shaker Blvd., Toledo, Ohio. 

Stein, H., 7005 Aspen Ave., Takoma Park 12, Md. 

Stucki, R., University of Utah, Salt Lake City, Utah. 

Sweezy, P. M., Carolfield, Wilton Centre, N.H, 

Tannenbaum, R., University of Chicago, School of Business, Chicago 37, Il. - 

Teper, Dr. L., Internat. Ladies’ Garment Workers’ Union, 1710 Broadway, New York 
19, N.Y. 

Terrill, R. P., 1746 N. Rhodes St., Arlington, Va. 

Theodore, D. E., 3611 S. Four Mile Run Dr., Arlington, Va. 

Thompson, C. C., Amarillo College, Amarillo, Texas. 
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Timlin, Miss M. F., 500 Riverside Dr., New York 27, N.Y. 

Tobin, J., Dunster F22, Harvard University, Cambridge 38, Mass. 

Tostlebe, A. S., 839 Forest Dr., Wooster, Ohio. 

Towsend, J. J., 42 S. Caroline St., Baltimore 31, Md. 

Van Arsdell, P. M., The Hedges, Library Rd., R.D. 1, Library, Pa. 

Vanier, G., 57 St. James St., W., Montreal, P.Q., Canada. 

Wallich, H., C., 33 Liberty St., New York 7, N.Y. 

Wallin, J. R., State Teachers College, Eau Claire, Wis. 

Warner, D. A., 4815 N. Capital St., Apt. 302, Washington 11, D.C. 

Weber, C. J., P.O. Box 63, Chappaqua, N.Y. 

Weinberg, M., 349 Crown St., Brooklyn 25, N.Y. 

Weinfeld, W., 505 Brook Dr., Falls Church, Va. 

Weinstein, A. H., 1650 Lee Rd., Cleveland Heights 18, Ohio. 

Weisblat, A. M., 1833 New Hampshire Ave., N.W., Washington, D.C. 

Weyl, N., 1505-28th St., N.W., Washington, D.C. 

Whitlow, C. J., 435 Canby St., Vermillion, S.D. 

Wilson, G. L., University of Pennsylvania, 203 Logan Hall, Philadelphia, Pa. 

Wilson, J. D., 12 Orchard Pkwy., White Plains, N.Y. 

Wright, W. F., 2322 Kenmore Ave., Chicago, Ill. 

Wu, C. Y., National Southwestern Associated University (Lien-ta), Kunming, Yunnan, 
China, 
The Allied Social Science Associations are being served by the following officers during 

the present year: 


American Accounting Association—Eric L. Kohler, 1 North La Salle Street, Chicago, 

Illinois, president; Ernest C. Davies, Northwestern University, secretary-treasurer. 
American Association of University Teachers of Insurance-—-C. A. Kulp, University of 

Pennsylvania, president; Chester A. Kline, University of Pennsylvania, secretary- 

treasurer. 

American Farm Economic Association—F. V. Waugh, United States Department of 

Agriculture, president; Asher Hobson, University of Wisconsin, secretary-treasurer. 
American Finance Association—Harry Guthmann, Northwestern University, president; 

Neil Jacoby, University of Chicago, secretary-treasurer. 

American Marketing Association—Lyman L, Hill, Evansville, Indiana, president; Harvey 

W. Huegy, University of Illinois, secretary. 

American Sociological Society-——-Carl C. Taylor, United States Department of Agriculture, 
president; Conrad Taeuber, United States Department of Agriculture, secretary. 

American Statistical Association—Isador Lubin, United States Department of Labor, presi- 
dent; Lester S. Kellogg, 1603 K Street, N.W., Washington 6, D.C., secretary-treasurer. 

Econometric Society—Jacob Marschak, University of Chicago, president; Alfred Cowles, 

University of Chicago, secretary-treasurer. 

Rural Sociological Society-—-Paul H. Landis, Washington State College, president; Leland 

B. Tate, Farm Foundation, secretary-treasurer. 

Two Sarah Frances Hutchinson Cowles Fellowships for women will be awarded by the 
University of Chicago for the academic year 1947-48 upon nomination by the Cowles 
Commission, for Research in Economics, Applicants must be students of outstanding 
promise, preparing for the degree of master or doctor in the field of social sciences and sta- 
tistics, preferably in quantitative economics or mathematical statistics, The Fellowships 
amount to $1000 each, but may be supplemented by an additional grant of $500. 

The Economic and Social Council of the United Nations in February, 1946, established 
a Statistical Commission with general responsibilities for assisting the Council in coérdinat- 
ing the statistics which will be required from member governments and developing the 
central statistical services of the Secretariat. The Council elected the following persons as 
initial members of the Statistical Commission: H. Campion (United Kingdom), head of 
the Central Statistical Office of the British Cabinet; M. G. Jahn (Norway), president of 
the Bank of Norway; M. A. Teixera de Freitas (Brazil), secretary general of the Brazilian 
Institute of Geography and Statistics; P. C. Mahalanobis (India), Statistical Laboratory, 
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Presidency College, Calcutta; Stuart A. Rice (United States), assistant director of the 
Bureau of the Budget in Charge of the Division of Statistical Standards; and Professor 
Alfred Bernard Sauvy (France). Three other initial members of the Commission are to 
be designated by members of the Council for China, Ukraine and the U.S.S.R. 

Gilbert H. Barnes died on August 12, 1945. 


Alva H. Benton of the Bureau of Agricultural Economics, Washington, D.C., died in 
November, 1945. 


Thomas F, Conway died on November 9, 1945, 

Joseph Gordon died on October 12, 1945. 

Eugene A. Heinmann died on November 11, 1945, 

H. John Stratton died on August 12, 1945, while on leave from Illinois College. He 
was serving the New England office of the Office of Price Administration as regional 
economist at the time of his sudden death. 

Orlando F. Weber died September 6, 1945. 


Appointments and Resignations 


William H. Andrews, formerly of Purdue University and recently discharged from the 
Navy, joined the staff at Indiana University as instructor in economics in June, 1946. 


Harold B. Baker has resigned as assistant professor of management at Indiana University 
and is now at General Motors Institute as assistant to the director and head of the business 
administration division. 


Everett Clair Bancroft of the economics department of Colgate University was given 
a leave of absence from the beginning of November through February to serve as economic 
consultant to the State of New York Department of Commerce and, on his return to the 
university, will continue his relations with the State Department of Commerce. 


Robert B. Bangs has resigned from the Department of Economics, Indiana University, 
and returned to the Bureau of Foreign and Domestic Commerce. 


Robert J. Baxter, assistant professor of finance in the School of Business Administration 
at the University of Pittsburgh, has resigned. 

Richard F. Behrendt was promoted from associate professor to professor of international 
affairs at Colgate University. 

J. N. Berretoni, formerly instructor at the University of Minnesota, has been appointed 
assistant professor of statistics at Iowa State College. 

Francis M. Bird, professor and head of the department of commerce in the College of‘ 
Engineering and Commerce, University of Cincinnati, was appointed dean of the univer- 
sity’s new College of Business Administration on March 1, 1946. 

Robert L. Bishop has been promoted to the rank of assistant professor of economics in 
the Department of Economics and Social Science at the Massachusetts Institute of 
Technology. 

Harry C. Bredemeier has been appointed instructor in sociology at Princeton University. 


Douglas S. Brown has resigned as instructor of economics at Temple University to accept 
an appointment as assistant professor of economics at Pennsylvania State College. 

Douglass V. Brown of the Industrial Relations Section at the Massachusetts Institute 
of Technology has been appointed Sloan professor of industrial management in the 
department of business and engineering administration. 

P. S. Brown of the Department of State conducted courses in the department of 
economics of the University of Michigan during the 1946 summer session. 

J. Murray Carroll, professor of economics, will be on leave from Bates College during 
the second semester. 

Joseph Carwell has been appointed chief of economics for the UNRRA mission in 
Shanghai. 
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Francis R. Cella was separated from the Army in December and is now director of the 
research bureau and head of the statistical department at the University of Oklahoma. 


Arthur Claydon is teaching in the department of economics at Syracuse University. 

William H. Conley has accepted an appointment as dean of the School of Commerce, 
Loyola University, Chicago. 

M. C. Cravens, formerly of Cornell University, has been appointed assistant professor 
in agricultural economics at Michigan State College. 


Raymond E. Crist, formerly of the Institute of Tropical Agriculture, Mayaguez, Puerto 
Rico, has joined the staff of the College of Business and Public Administration, Depart- 
ment of Natural and Human Resources, University of Maryland, as professor of geography 
of Latin America. 


Ernest A. Dauer has returned to the Federal Deposit Insurance Corporation, Washing- 
ton, D.C., where he is principal economist in its division of research and statistics, after 
three years’ active duty with the Navy. 


Pearce Davis, formerly assistant wage stabilization director of the National War Labor 
Board and later chairman of the National Telephone Commission, has been appointed 
chairman of the department of business and economics at Illinois Institute of Technology. 


E. D. Domar, who has“L.-n "connected with the Board of Governors of the Federal 
Reserve System, conducted courses in the department of economics at the University of 
Michigan during the 1946 summer session. 


Walter A. Durham, Jr., is now engaged as director of research for the Lumberman’s 
Industrial Relations Committee, Inc. 


Walter P. Egle has resigned his position at Ohio State University to accept a professor- 
ship at the University of Cincinnati. 


Walter L. Eisenberg, formerly executive secretary of the Second Regional Trucking 
Panel and a member of the staff of the wage stabilization director of the Second Regional 
War Labor Board, has been appointed to a senior assistantship in the department of eco- 
nomics of the School of Commerce, Accounts and Finance of New York University. 

J. Harold Ennis, professor of sociology, Cornell College, Iowa, conducted courses in the 
department of economics at the University of Michigan during the 1946 summer session. 

Grover W. Ensley has returned to his position as senior fiscal analyst in the Bureau 
of the Budget after separation from the Navy where he served with the rank of Lieu- 
tenant (j.g.) as Control Group Officer, Ordnance Supply Branch, in Guam. l 

George Farmer is now instructor of business administration at West Virginia University. 

Paul Fisher has been appointed assistant professor of economics at Dartmouth College. 

Cleo Fitzsimmons has resigned her position at the University of Illinois and is now 
professor and head of home management in the School of Home Economics in Purdue 
University. 

John H. Frederick, formerly of the University of Texas, has been added to the staff of 
the College of Business and Public Administration, University of Maryland, as professor 
of transportation and foreign trade. 

S. H. Frankel is vacating his chair of economics and economic history at the University 
of the Witwatersrand in order to take up an appointment to the chair of colonial eco- 
nomic affairs at Nuffield College, Oxford. 

John Dean Gaffey has been named district price economist of the Los Angeles office of the 
Office of Price Administration. 

George C. Grosscup completed his war service as Captain in the Army Air Corps and 
will join the department of economics at the University of Vermont as assistant professor. 

Harold W. Guest has resumed his duties at Baker University after teaching at the Army 
University in Biarritz and lecturing in Germany. 

David B. Hamilton has been appointed instructor in economics in the School of Busi- 
ness Administration of the University of Pittsburgh. 
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Wesley J. Hansen, recently discharged from the Navy after 27 months’ duty, has become 
associated with the Brentwood Egg Company, Washington, D.C. 


Clifford M. Hardin has been promoted from associate professor to professor in agri- 
cultural economics at Michigan State College. 


C. Lowell Harriss has resumed his teaching of economics and contemporary civilization 
at Columbia University after five years’ service in the Division of Tax Research of the 
Treasury Department and with the Army Air Forces on various phases of procurement. 


Penelope C. Hartland has been appointed instructor of economics at Brown University. 


Gabriel 5. Hauge, an instructor in economics at Princeton University when he joined 
the Navy in January, 1942, was discharged in December, 1945, and is now at Harvard 
University on a Social Science Research Council Demobilization Award, 


Harry Henig, after war service with the War Labor Board and at the Army University 
abroad, has resumed his work at the University of Cincinnati with the rank of associate 
professor. 


William W. Hewett of the University of Cincinnati served as a member of the faculty 
of the Institute of International Relations held at Antioch College during July. 


John Hope, II, after two years as Fair Practice Examiner, Atlanta Regional office of 
the FEPC while on leave from Atlanta University, on Octol er 1, 1945, joined the Social 
Science Institute, Fisk University, as specialist on industrial relations to organize a section 
concerned with minorities problems in industry and labor organizations. 


Hervey D. Hotchkiss, who recently returned from teaching in the American University 
at Biarritz, France, has been discharged as a Lieutenant Colonel and is now teaching at 
the College of the City of New York and at New York University. 


E. Jay Howenstine has been associated with the Office of Price Administration as adjust- 
ment analyst. l 


Simeon Hutner has recently served as a part-time assistant in economics in Princeton 
_ University. 

J. Hugh Jackson, professor of accounting, and dean of the Graduate School of Busi- 
ness, Stanford University, has been appointed Dickinson lecturer at Harvard University 
for the academic year 1946-47. 


David R. Jenkins has recently returned from work in Japan and China as economic 
advisor to the U. S. Reparations Mission, and has resumed work in the Division of 
Monetary Research of the Treasury Department. 

E. A. J. Johnson has resumed his duties as professor of economic history at New York 
University after war service as Lieutenant Colonel. As chief of the economics branch of 
the Allied Land Forces in Norway, he was the first American to enter Norway, having 
been attached then to the ist (British) Airborne Division. He was decorated with the 
Cross of King Haakon VII, the Bronze Star and the Order of the British Empire, 

B. M. Joffe has been elected executive director of the National Wage Stabilization 
Board, Washington. 

Matthew A. Kelly of Princeton University has been promoted to the grade of assistant 
professor. 


C. J. Kennedy has been appointed assistant professor of economics at the University of 
Nebraska for the coming year. 


Maurice Kirsch has been appointed instructor of accounting at West Virginia University. 


Albert Lauterbach of Sarah Lawrence College is teaching also in the Graduate Division 
of Brooklyn College. 


Ben W. Lewis, professor of economics at Oberlin College, conducted courses in the 
department of economics of the University of Michigan during the 1946 summer session. 


Raymond H. Lounsbury has been appointed assistant professor of economics at Dart- 
mouth College. 


Arthur F. Lucas, who has been absent on leave for war service since 1943, will return 
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to his position as professor of economics and sociology at Clark University for the year 
beginning September, 1946. 


Samuel Lutzker, formerly with the U. S. Employment Service as research assistant, is 
now employed as a senior economist with the New York State Division of Housing. 

Edward B. Malloy has been appointed instructor in accounting in the School of Business 
Administration of the University of Pittsburgh. 

Fritz Karl Mann, professor of economics and public finance at American University, has 
been invited by the University of Cologne through the British Military Government to 
reoccupy his former chair in the department of economic and social sciences which in 1935 
he had to give up under nazi pressure. Since he plans to continue serving this country, 
he has declined the invitation. 

Theodore F. Marbury has been appointed instructor in economics in Princeton University. 


Donald B. Marsh will be on a leave of absence from Barnard College during the academic 
year 1946-47, but will continue his association with the department of finance and business 
research of the Chase National Bank. 

Edgar W. Martin in the fall will assume new duties as professor and head of the depart- 
ment of economics at Illinois College. 

Will E. Mason was an instructor in economics in Princeton University during the sum- 
mer term of 1946. l 

James A. Maxwell, on leave from Clark University for governmental work since 1942 
and most recently as economic consultant in the Department of State, will return to his 
position as professor of economics in September, 1946. : 

J. M. McDaniel, Jr., has resigned as professor of economics at Dartmouth College to 
continue in government work with the Department of Commerce, Washington. 

Wiliam J. McLarney, formerly of the faculty of Iowa State College, has joined the 
faculty of the College of Business and Public Administration at the University of Maryland 
as associate professor of industrial administration. 

Sidney L. Miller, formerly head of the transportation department at the University of 
Iowa, is now professor and head of the department of transportation in the School of 
Business Administration of the University of Pittsburgh. 

Lloyd G. Mitten, head of the department of economics at Olivet Nazarene College, was 
visiting lecturer in economics at Indiana University during the past summer session. 

Eduardo Montealegre is working as an advisor to the Ministry of National Economy 
of Guatemala. 

Theodore Morgan has been appointed an instructor in the department of economics of 
Harvard University for the year beginning July 1, 1946. 

J. E. Morton of the National Bureau of Economic Research is joining the faculty of 
Cornell University. 

Charles A. Myers has been promoted to the rank ‘of associate professor of industrial 
relations in the department of economics and sociology at the Massachusetts Institute of 
Technology. 

John H. Myers has been appointed assistant professor of business statistics in the 
School of Commerce of Northwestern University. 

Ruby Turner Norris, who has been serving as chief economist for the Office of Price 
Administration in Honolulu during the war, will return to her position as assistant professor 
of economics at Vassar College in the fall. 

Bert E. O’Beirne has been promoted from instructor to assistant professor in economics 
at Michigan State College. 

Andreas G. Papandreou has been appointed an instructor in the department of eco- 
nomics at Harvard University for the year beginning July 1, 1946. 

Clyde William Phelps, head of the department of economics in the University of 
Chattanooga, has been commissioned by the Board of Directors of the National Retail 
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Credit Association to prepare an official handbook on credit granting for the association. 


Addison Pond is in the investment research section of the National Life Insurance 
Company following. his discharge from the Army Air Forces as a Lieutenant Colonel and 
after two and a half years’ service as chief of personnel and operations of the Air Forces 
Reinforcement Command in Europe, for which he was awarded the Legion of Merit, the 
Bronze Star and the French Croix de Guerre with Palm. 

Charles Prince resigned his position as Soviet Russian expert of the Chamber of Com- 
merce of the United States to accept a similar assignment on the editorial staff of World 
Report. 

Harry L., Purdy has resigned his position as professor of economics at Dartmouth Col- 
lege to continue his work as assistant director of research for the Missouri Pacific Railroad. 

Daniel W. Raaf, formerly instructor of economics at Lafayette College, has been ap- 
pointed instructor of economics at Brown University, . 

- Joseph S. Ransmeier has been appointed assistant professor of economics at Dartmouth 
College. 

C. J. Ratzlaff, formerly head of the economics department of Lafayette College and 
recently with the U. S. Tariff Commission, has joined the faculty of the College of Busi- 
ness and Public Administration of the University of Maryland as professor of international 
finance and economic relations. 

Raymond de Roover has resigned his position at Oberlin College to return to Wells 
College with the rank of associate professor of economics, 

George Rosen has been a part-time assistant in economics at Princeton University. 

Myron Rosenfield has accepted a position with the Continental Converters Corporation 
as economic analyst. 

Richard F. Ruggles has been appointed an instructor in the department of economics gf 
Harvard University for the year beginning July 1, 1946, 

Arnold W. Sametz has been, a part-time assistant in economics in Princeton University. 

Richard Scheuch has been a part-time assistant in economics in Princeton University. 

Arthur Schweitzer of the University of Wyoming has been promoted to associate 
professor. 

I. L. Sharfman, chairman of the department of economics at the University of Michigan, 
served on the emergency board established under the Railway Labor Act with reference 
to wages of railway express employees, 

Harold W. Smart will resume his duties in September as assistant professor of economics 
at the Massachusetts State College, after a two years’ leave of absence. 

Arnold W. Soloway has been appointed part-time instructor of economics at Brown 
University. 

William A. Spurr, formerly a Lieutenant Commander in the Navy, has joined the staff 
of the University of Chicago School of Business as associate professor of statistics. 

George J. Stigler, formerly professor of economics at the University of Minnesota, has 
been appointed professor of economics at Brown University. n 

Merton P. Stoltz has been promoted from assistant professor to associate professor of 
economics at Brown University, 

Milton C. Taylor, formerly of the University of British Columbia, has been appointed 
as graduate assistant in economics at Michigan State College. 

Arthur P. L. Turner is now with the Bank of the Manhattan Company, after completing 
his wartime assignment with the Treasury Department and upon resignation from Montana 
State University. 

John V. VanSickle, research professor of economics at Vanderbilt University, has accepted 
the position of chairman of economics at Wabash College, Indiana. 

Jacob Viner has been appointed professor of economics at Princeton University. 
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Charles Walsh has resigned his position as chief of the Office of Export-Import, Office 
of Price Administration, Washington, to resume his duties as assistant professor of 
economics at the Graduate School of Fordham University. 

William N. Watson is at present with the Department of State in. London. 

George W. Westcott will return in September to his position as extension specialist 
in the department of agricultural economics at the Massachusetts State College. 

James M. Whitsett has returned to his position as associate professor of banking and 
finance at Western Reserve University after serving as a Major in the Army Air Forces 
at Wright Field. 

Edmund Whittaker, formerly associated with Brown University and the University of 
Illinois, has joined the staff of Indiana University as professor of economics, 

John A. Wolfard, after three years’ active duty in the Supply Corps of the Navy, has 
been appointed assistant professor of economics at Montana State University. 

Nathaniel Wollman, assistant professor of economics at Colorado College, was a visiting 
lecturer in economics at Indiana University during the past summer session. 

James R. Young, formerly a Lieutenant in the Navy and on leave of absence from 
Centre College, has joined the staff at Indiana University as instructor in economics. 
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JOHN MAYNARD KEYNES 
1883-1946 


By JOSEPH A. SCHUMPETER” 


I 


In his sparkling essay on the Great Villiers Connection, Keynes re- 
vealed a sense of the importance of hereditary ability——of the great 
truth, to use Karl Pearson’s phrase, that ability runs in stocks—that 
fits but ill into the picture many people seem to harbor of his intellectual 
world. The obvious inference about his sociology is strengthened by the 
fact that in his biographical sketches he was apt to stress ancestral back- 
grounds with unusual care. He would therefore understand my regret 
at my inability, owing to lack of time, to probe into the past of the 
Keynes Connection. Let us hope that someone else will do this, and 
content ourselves with an admiring glance at the parents. He was born 
on the fifth of June, 1883, the eldest son of Florence Ada Keynes, daugh- 
ter of the Reverend John Brown, D.D., and of John Neville Keynes, 
Registrar of the University of Cambridge—a mother of quite exceptional 
ability and charm, one-time mayor-of Cambridge, and a father who is 
known to all of us as an eminent logician and author, among other 
things, of one of the best methodologies of economics ever written.” 

Let us note the academic-clerical background of the subject of this 
memoir. The implications of this background—both the eminently Eng- 
lish quality of it and the gentry element in it—become still clearer when 
we add two names: Eton and King’s College, Cambridge. Most of us 
are teachers, and teachers are prone to exaggerate the formative influence 
of education. But nobody will equate it to zero. Moreover, there is 


* The author is professor of economics at Harvard University. 


1 The essay, a review of W. I. J. Gun, Studies in Hereditary Ability, was published in The 
Nation and Athenaeum, March 27, 1926, and has been reprinted in the volume Essays in 
Biography, 1933. This volume sheds more light on Keynes the man and Keynes the scholar 
than does any other publication of his. I shall accordingly refer to it more than once. 


2 Scope and Method of Political Economy (1891). The well-earned success of this admirable 
book is attested by the fact that a reprint of its fourth edition (1917) was called for as late as 
1930: in fact, so well has it kept its own amidst the surf and breakers of half a century’s 


controversies about its problems that even now students of methodology can hardly do better 
than choose it for guide. 
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nothing to show that John Maynard’s reaction to either place was any- 
thing but positive. He seems to have enjoyed a thoroughly successful 
scholastic career.” In 1905 he was elected President of the Cambridge 
Union. In the same year he emerged as twelfth Wrangler. 

Theorists will notice the latter distinction which cannot be attained 
without some aptitude for mathematics plus hard work—work hard 
enough to make it easy for a man who has gone through that discipline 
to acquire any more advanced technique he may wish to master. They 
will recognize the mathematical quality of mind that underlies the 
purely scientific part of Keynes’s work, perhaps also the traces in it of a 
half-forgotten’ training. And some of them may wonder why he kept 
aloof from the current of mathematical economics which gathered de- 
cisive momentum at just about the time when he first entered the field. 
Nor is this all. Though never definitely hostile to mathematical eco- 
nomics—he even accepted the presidency of the Econometric Society— 
he never threw the weight of his authority into its scale. The advice 
that emanated from him was almost invariably negative. Occasionally 
his conversation revealed something akin to dislike. 

Explanation is not far to seek. The higher ranges of mathematical 
economics are in the nature of what is in all fields referred to as “pure 
science.” Results have little bearing—as yet, in any case—upon practi- 
cal questions. And questions of policy all but monopolized Keynes’s 
brilliant abilities. He was much too cultivated and much too intelligent 
to despise logical niceties. To some extent he enjoyed them; to a still 
greater extent he bore with them; but beyond a boundary which it did 
not take him long to reach, he lost patience with them. L’art pour Pari 
was no part of his scientific creed. Wherever else he may have been pro- 
gressive, he was not a progressive in analytic method. We shall see that 
this also holds in other respects that are unconnected with the use of 
higher mathematics. If the purpose seemed to justify it, he had no ob- 
jection to using arguments that were as crude as those of Sir Thomas 
Mun. | 


II 


An Englishman who entered adult life from Eton and Cambridge, 
who was passionately interested in the policy of his nation, who had 
conquered the presidential chair of the Cambridge union in the symbolic 
year 1905 that marked the passing of an epoch and the dawn of another‘ 
—why did such an Englishman not embark upon a political career? 
Why did he go to the India Office instead? Many pro’s and con’s enter 

3? Eton always meant much to him. Few of the honors of which he was the recipient later on 


pleased him so much as did his election, by the masters, as their representative on Eton’s 
governing board. 


‘The Campbell-Bannerman victory was won and a parliamentary Labor Party emerged in 
January, 1906. 
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into a decision of this kind, money among others, but there is one point 
about it which it is essential to grasp. Nobody could ever have talked 
to Keynes for an hour without discovering that he was the most un- 
political of men. The political game as a game interested him no more 
than did racing—or, for that matter, pure theory per se. With quite un- 
usual gifts for debate and with a keen perception of tactical values, he 
yet seems to have been impervious to the lure—nowhere anything like 
as strong as it is In England—of the charmed circle of political office. 
Party meant little or nothing to him. He was ready to codperate with 
anyone who offered support for a recommendation of his and to forget 
any past passage of arms. But he was not ready to codperate with any- 
one on any other terms, let alone to accept anyone’s leadership. His 
loyalties were loyalties to measures, not loyalties to individuals or 
groups. And still less than a respector of persons was he a respector of 
creeds or ideologies or flags. 

Was he not, therefore, cut out for the rôle of an ideal civil servant, by 
nature made to become one of those great permanent Under-secretaries 
of State whose discreet influence counts for so much in the shaping of 
England’s recent history? Anything but that. He had no taste for poli- 
tics, but he had less than no taste for patient routine work and for 
breaking in, by gentle arts, that refractory wild beast, the politician. 
And these two negative propensities, the aversion to the political arena 
and the aversion to red tape, propelled him toward the rôle for which 
he was indeed’ by nature made, for which he quickly found the form that 
suited him to perfection, and from which he never departed throughout 
his life. Whatever we may think of the psychological laws which he was 
to formulate, we cannot but feel that, from an early age, he thoroughly 
understood his own. This is, in fact, one of the major keys to the secret 
of his success—and also to the secret of his happiness: for unless I am 
much mistaken his life was an eminently happy one. 

Thus, after two years at the India Office (1906-08) he went back to 
his university, accepting a fellowship at King’s (1909), and quickly es- 
tablished himself in the circle of his Cambridge fellow economists and 
beyond. He taught straight Marshallian doctrine with the Fifth Book 
of the Principles as the center, the doctrine that he mastered as few 
people did and with which he remained identified for twenty years to 
come. A picture survives in my memory of how he then looked to a 
casual visitor to Cambridge—the picture of the young teacher of spare 
frame, ascetic countenance, flashing eyes, intent and tremendously seri- 
ous, vibrating with what seemed to that visitor suppressed impatience, 
a formidable controversialist whom nobody could overlook, everybody 
respected, and some liked.® His rising reputation is attested by the fact 


č My own acquaintance with Keynes, productive of a totally different impression, dates 
only from 1927, 
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that as early as 1911 he was appointed editor of the Economic Journal 
in succession to its first editor, Edgeworth. This key position in the 
world of economics he filled without interruption and with unflagging 
zeal until the spring of 1945.6 Considering the length of his tenure of 
this office and all the other interests and avocations in the midst of 
which he filled it, his editorial performance is truly remarkable, in fact, 
almost unbelievable. It was not only that he shaped the general policy 
of the Journal and of the Royal Economic Society, of which he was 
secretary. He did much more than this. Many articles grew out of his 
suggestions; all of them received, from the ideas and facts presented 
down to punctuation, the most minute critical attention.’ We all know 
the results, and everyone of us has—no doubt—his own opinion about 
them. But I feel confident of speaking for all of us when I say that, 
taken as a whole, Keynes the editor has had no equal since Du Pont de 
Nemours managed the Ephémérides. 

The work at the India Office was not more than an apprenticeship 
that would have left few traces in a less fertile mind. It is highly reveal 
ing not only of the vigor but also of the type of Keynes’s talent that it 
bore fruit in his case: his first book--and first success—- was on Indian 
Currency and Finance. It appeared in 1913, when he was also appointed 
member of the Royal Commission on Indian Finance and Currency 
(1913-14). I think it fair to call this book the best English work on the 
gold exchange standard. Much more interest attaches, however, to an- 
other question that is but distantly related to the merits of this per- 
formance taken by itself; can we discern in it anything that points to- 
ward the General Theory? In the Preface to the latter, Keynes himself 
claimed not more than that his teaching of 1936 seemed to him “a 
natural evolution of a line of thought which he had been pursuing for 
several years.” On this I shall offer some comments later on. But now I 
will make bold to assert that, though the book of 1913 contains none 
of those characteristic propositions of the book of 1936 that have been 
felt to be so “revolutionary,” the general attitude taken toward mone- 
tary phenomena and monetary policy by the Keynes of 1913 clearly 
foreshadowed that of the Keynes of the Treatise (1930). 

Monetary management was then no novelty, of course—which is 
precisely why it should not have been heralded as a novelty in the 20’s 


€ Edgeworth served once more, as joint editor, 1918-1925. He was succeeded by D. H. 
Macgregor, who served, 1925-1934, to be in turn succeeded by Mr. E. A. G. Robinson (who 
had been appointed assistant editor in 1933). 

7 Once he patiently explained to a foreign contributor that, while it is permissible to ab- 
breviate exempli gratia into e.g., it is not permissible to abbreviate “for instance” into f. ¢.— 
and would the author sanction the alteration? 


8 In 1910-11 he gave lectures on Indian Finance at the London School of Economics. See 
F. A. Hayek, “The London School of Economics, 1895-1945,” Economica (Feb., 1946), p. 17. 
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and 30’s—and preoccupation with Indian problems was particularly 
likely to induce awareness of its nature, necessity, and possibilities. But 
Keynes’s vivid appreciation of its bearing not only upon prices and ex- 
ports and imports, but also on production and employment was never- 
theless something new, something that, if it did not uniquely determine, 
yet conditioned his own line of advance. Moreover, we must remember 
how closely his theoretical development in post-war times was related 
to the particular situations in which he offered practical advice and 
which neither he nor anyone else foresaw in 1913: add the theoretical 
implications of the English experience in the 20’s to the theory of Indian 
Currency and Finance, and you will get the substance of the Keynesian 
ideas of 1930. This statement is conservative. I could go further—a 
little—were I not afraid of falling into an error that is very common 
among biographers. 
III 


In 1915, the potential public servant in the academic gown turned 
into an actual one: he entered the Treasury. English finance during the 
First World War was eminently “sound” and spelled a moral perform- 
ance of the first order. But it was not conspicuous for originality, and 
it is possible that the brilliant young official then acquired his dislike 
of the Treasury Mind and the Treasury View that became so marked 
later on. His services were, however, appreciated, for he was chosen 
to serve as Principal Representative of the Treasury at the Peace 
Conference—which might have been a key position if such a thing could 
have existed within the orbit of Lloyd George—-and also as Deputy for 
the Chancellor of the Exchequer on the Supreme Economic Council. 
More important than this, speaking from the biographer’s standpoint, 
is his abrupt resignation in June, 1919, which was so characteristic of 
the man and of the kind of public servant he was. Other men had much 
the same misgivings about the peace, but of course they could not pos- 
sibly speak out. Keynes was made of different stuff. He resigned and 
told the world why. And he leapt into international fame. 

The Economic Consequences of the Peace (1919) met with a reception 
that makes the word Success sound commonplace and insipid. Those 
who cannot understand how luck and merit intertwine will no doubt say 
that Keynes simply wrote what was on every sensible man’s lips; that 
he was very favorably placed for making his protest resound all over 
the world; that it was this protest as such and not his particular argu- 
ment that won him every ear and many thousands of hearts; and that, 
at the moment the book appeared, the tide was already running on 
which it was to ride. There is truth in all this. Of course, there was an 
unique opportunity. But if we choose, on the strength of this, to deny 
the greatness of the feat, we had better delete this phrase altogether 
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from the pages of history. For there are no great feats without preéxist- 
ing great opportunities. 

Primarily the feat was one of moral courage. But the book is a master- 
piece—packed with practical wisdom that never lacks depth; pitilessly 
logical yet never cold; genuinely humane but nowhere sentimental; 
meeting all facts without vain regrets but also without hopelessness: it 
is sound advice added to sound analysis. And it is a work of art. Form 
and matter fit each other to perfection. Everything is to the point, and 
there is nothing in it that is not to the point. No idle adornment dis- 
figures its wise economy of means. The very polish of the exposition— 
` never again was he to write so well—brings out its simplicity. In the 
passages in which Keynes tries to explain, in terms of the dramatis 
personae, the tragic failure of purpose that produced the Peace, he rises 
to heights that have been trodden by few.? 

The economics of the book, as well as of A Revision of the Treaty (1922) 
that complements and in some respects amends its argument, is of the 
simplest and did not call for any refined technique. Nevertheless, there 
is something about it that calls for our attention. Before embarking on 
his great venture in persuasion, Keynes drew a sketch of the economic 
and social background of the political events he was about to survey. 
With but slight alterations of phrasing, this sketch may be summed up 
like this: Latssez-faire capitalism, that “extraordinary episode,” had 
come to an end in August, 1914. The conditions were rapidly passing in 
which entrepreneural leadership was able to secure success after success, 
propelled as it had been by rapid growth of populations and by abun- 

® See pp. 26-50, on the Council of Four, republished, with an important addendum, the 
Fragment on Lloyd George, in the Essays in Biography. It is painful to report that, at the time, 
some opponents of Keynes’s views, in full retreat before his victorious logic, seem to have 
resorted to sneers about his presentation of certain facts and his interpretation of motive, 
neither of which, so they averred, he was in a position to judge. Since this indictment of 
Keynes’s veracity has been repeated recently in a causerie published in an American magazine, 
it is first of all necessary to ask the reader to satisfy himself that nota single result of Keynes’s 
analysis and not a single recommendation of his depends on the correctness or incorrectness 
of the picture he drew of the motives and attitudes of Clemenceau, Wilson, and Lloyd George. 
But, secondly, since it is part of the purpose of this memoir to delineate a character, it is 
further necessary to prove that there is absolutely no foundation for the aspersion that Keynes 
indulged in a flight of “poetic fantasy” and that he pretended to an intimate knowledge of 
“arcana” that cannot have been known to him—which, at best, would convict him of petty 
vanity and, at worst, of more than that. But the proof in question is not difficult to supply. If 
the reader will refer to that masterly sketch, as I hope he will, he is bound to find that Keynes 
claimed no intimacy with those three men and personal acquaintance only with Lloyd George. 
He said nothing about the private meetings of the four (the fourth was Orlando), but merely 
described scenes at the regular meetings of the Council of Four, which, along with all other 
leading experts, he must have normally attended in his official capacity. Moreover, his presen- 
tation of the personal aspects of the steps on the road that led to the disastrous result is amply 
supported by independent evidence: his brilliant story is nothing but a reasonable interpreta- 
tion of a course of events that is common knowledge. Finally, critics had better bear in mind 


that this interpretation is distinctly generous and perfectly free from traces of any resent- 
ment, however justifiable, that Keynes may have felt. 


1946] SCHUMPETER: JOHN MAYNARD KEYNES 501 


dant opportunities to invest that were incessantly recreated by techno- 
logical improvements and by a series of conquests of new sources of 
food and raw materials. Under these conditions, there had been no dif- 
ficulty about absorbing the savings of a bourgeoisie that kept on baking 
cakes “in order not to eat them.” But now (1920) those impulses were 
giving out, the spirit of private enterprise was flagging, investment op- 
portunities were vanishing, and bourgeois saving habits had, therefore, 
lost their social function; their persistence actually made things worse 
than they need have been. 

Here, then, we have the origin of the modern stagnation thesis—as 
distinguished from the one which we may, if we choose, find in Ricardo. 
And here we also have the embryo of the General Theory. Every compre- 
hensive “theory” of an economic state of society consists of two comple- 
mentary but essentially distinct elements. There is, first, the theorist’s 
view about the basic features of that state of society, about what is 
and what is not important in order to understand its life at a given time. 
Let us call this his vision. And there is, second, the theorist’s technique, 
an apparatus by which he conceptualizes his vision and which turns the 
latter into concrete propositions or “theories.” In those pages of the 
Economic Consequences of the Peace we find nothing of the theoretical 
apparatus of the General Theory. But we find the whole of the vision of 
things social and economic of which that apparatus is the technical 
complement. The General Theory is the final result of a long struggle to 
make that vision of our age analytically operative. 


IV 


For economists of the “scientific” type Keynes is,-of course, the 
Keynes of the General Theory. In order to do some justice to the straight- 
line development which leads up to it from the Consequences of the Peace, 
and of which the main stages are marked by the Tract and by the 
Treatise, I shall have to brush aside ruthlessly many things that ought 
not to go unrecorded. Three foothills of the Consequences are, however, 
mentioned in the note below,” and a few words must be said on A 


10 These are: his article on population and the ensuing controversy with Sir William Beve- 
ridge (Econ. Jour., 1923); his pamphlet, The End of Laissez-Faire (1926); and his article on the 
“German Transfer Problem” in the Econ. Jour. (March, 1929), with subsequent replies to the 
criticism of Ohlin and Rueff. The first attempts to conjure Malthus’s ghost—to defend (at the 
threshold of the period of unsalable masses of food and raw materials!) the thesis that, since 
somewhere about 1906, nature had begun to respond less generously to human effort and that 
overpopulation was the great problem, or one of the great problems of our time: perhaps the 
least felicitous of all his efforts and indicative of an element of recklessness in his makeup 
which those who loved him best cannot entirely deny. All that needs to be said about The End 
of Laissez-Faire is that we must not expect to find in this piece of work what the title suggests. 
It was not at all what the Webbs wrote in that book of theirs that invites comparison with 
Keynes’s. The article on German reparations reveals another side of his character: it was 
evidently dictated by the most generous motives and by unerring political wisdom; but it was 
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Treatise on Probabiltiy which he published in 1921. There cannot be, 
I fear, much question about what Keynes means for the theory of proba- 
bility, though his interest in it went far back: his fellowship dissertation 
had been on the subject. The question that is of interest to us is what 
the theory of probability meant for Keynes. Subjectively, it seems to 
have been an outlet for the energies of a mind that found no complete 
satisfaction in the problems of the field to which, as much from a sense 
of public duty as from taste, he devoted most of his time and strength. 
He entertained no very high opinion about the purely intellectual pos- 
sibilities of economics. Whenever he wished to breathe the air of high 
altitudes, he did not turn to our pure theory. He was something of a 
philosopher or epistemologist. He was interested in Wittgenstein. He 
was a great friend of that brilliant thinker who died in the prime of life 
—Frank Ramsey, to whose memory he erected a charming monument.” 
But no merely receptive attitude could have satisfied him. He had 
to have a flight of his own. It is highly revelatory of the texture of his 
mind that he chose probability for the purpose—a subject bristling with 
logical niceties yet not entirely without utilitarian connotation. His 
indomitable will produced what, seen as I am trying to see It, was no 
doubt a brilliant performance, whatever specialists, non-Cambridge 
specialists particularly, might have to say about it. 

We are drifting from the work to the man. Let us then use this op- 
portunity for looking at him a little more closely. He had returned to 
King’s and to his pre-war pattern of life. But the pattern was developed 
and enlarged. He continued to be an active teacher and research worker; 
he continued to edit the Journal; he continued to make the public cares 
his own. But though he strengthened his ties with King’s by accepting 
the important (and laborious) function of Bursar, the London house, 
at 46 Gordon Square, became second headquarters before long. He ac- 
quired an interest in, and became chairman of, The Natson—which 
superseded the Speaker in 1921, absorbed the Athenaeum, and was, in 
1931, merged with The New Statesman (The New Statesman and Nation) 
—to which he directed a current stream of articles that would have been 
full-time work for some other men. Also, he became chairman of the 


not good theory and Ohlin and Rueff found it easy to deal with it. It is difficult to understand 
how Keynes can have been blind to the weak spots in his argument. But, in the service of a 
cause he believed in, he would sometimes, in noble haste, overlook defects in the wood from 
which he made his arrows. Perusal of the collection entitled Essays in Persuasion (1931), is 
perhaps the best method of studying the quality of his reasoning in the not-quite-professional 
part of his work. 

1 In The New Statesman and Nation, October 3, 1931, republished in the Essays in Biog- 
raghy. To this essay, the most warm-hearted thing he ever wrote, is appended an anthology of 
gleanings from Ramsey’s notes. These express Ramsey’s views, of course, and not Keynes’s, 
but, for an occasion like this, nobody would choose passages that do not strike a sympathetic 
note. Thus, Ramsey’s sayings become indicative of Keynes’s philosophy. 
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National Mutual Life Assurance Society (1921-38) to which he gave 
much time, and managed an investment company, earning a considera- 
ble income from such business pursuits. There was no nonsense about 
him, in particular no nonsense about business and money making: he 
frankly appreciated the comforts of a proper establishment; and not 
less frankly he used to say (in the 20’s) that he would never accept a 
professorial appointment because he could not afford to do so. In ad- 
dition to all this, he served actively on the Economic Advisory Council 
and on the Committee on Finance and Industry (Macmillan Commit- 
tee). In 1925, he married a distinguished artist, Lydia Lopokova, who 
proved a congenial companion and devoted helpmate—‘‘in sickness and 
in health’—to the end. 

That combination of activities is not unusual. What made it unusual 
and, indeed, a marvel to behold is the fact that he put as much energy 
in each of them as if it had been his only one. His appetite and his 
capacity for efficient work surpass belief, and his power of concentration 
on the piece of work in hand was truly Gladstonian: whatever he did, 
he did with a mind freed from everything else. He knew what it is to be 
tired. But he hardly seems to have known dead hours of cheerlessness 
and faltering purpose. 

Nature is wont to impose two distinct penalties upon those who try 
to beat out their stock of energy to the thinnest leaf. One of these 
penalties Keynes undoubtedly paid. The quality of his work suffered 
from its quantity and not only as to form: much of his secondary work 
shows the traces of haste, and some of his most important work, the 
traces of incessant interruptions that injured its growth. Who fails to 
realize this—to realize that he beholds work that has never been al- 
lowed to ripen, has never received the last finishing touch—will never 
do justice to Keynes’s powers.” But the other penalty was remitted to 
him. 

In general, there is something inhuman about human machines that 
fully use every ounce of their fuel. Such men are mostly cold in their 
personal relations, inaccessible, preoccupied. Their work is their life, no 
other interests exist for them, or only interests of the most superficial 
kind. But Keynes was the exact opposite of all this—the pleasantest 
fellow you can think of; pleasant, kind, and cheerful in the sense in 
which precisely those people are pleasant, kind, and cheerful who have 

2 The most obvious example for this is his most ambitious venture in research, the Treatise 
on Money, which is a shell of several pieces of powerful but unfinished work, very imperfectly 
put together (see below, p. 507). But the instance that will convey my meaning best is the 
biographical essay on Marshall (Econ, Jour., Sept., 1924). He evidently lavished love and 
care upon it. As a matter of fact, it is the most brilliant life of a man of science I have ever 
read. And yet, the reader who turns to it will not only derive much pleasure and profit, but 


also see what I mean. It starts beautifully, it ends beautifully; but in order to be perfect, it 
would have needed another fortnight’s work. 
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nothing on their minds and whose one principle it is never to allow any 


pursuit of theirs to degenerate into work. He was affectionate. He was ` 


always ready to enter with friendly zest into the views, interests, and 
troubles of others. He was generous, and not only with money. He was 
sociable, enjoyed conversation, and shone in it. And, contrary to a 
widely spread opinion, he could be polite, polite with an old-world 
puncitho that costs time. For instance, he would refuse to sit down to 
his lunch, in spite of telegraphic and telephonic expostulation, until his 
guest, delayed by fog in the Channel, put in appearance at 4 p.m. 

His extracurricular interests were many, and each of them he pursued 
with joyful alacrity. But this is not all of it. Once more, people are not 
uncommon who, in spite of absorbing avocations, enjoy some recreative 
activities in a passive way. The Keynesian touch is that with him recre- 
ation was creative. For instance, he loved old books, niceties of biblio- 
graphic controversy, details of the characters, lives, and thoughts of 
men of the past. Many people share this taste which may have been 
fostered in him by the classical ingredients in his education. But when- 
ever he indulged it, he took hold like the workman he was, and we owe 
to his hobby several not unimportant clarifications on points of literary 
history.” He also was a lover and, up to a point, a good judge of pic- 
tures, to a modest extent also a collector. He thoroughly enjoyed a good 
play, and founded and generously financed the Cambridge Arts Theatre, 
which no one who went to it will forget. And, once upon a time, an 
acquaintance of his received the following note from him, evidently 


dashed off in high good humor: “Dear... , if you wish to know what at. 


the moment exclusively occupies my time, look at the enclosed.’ The 
enclosure consisted of a program or prospectus of the “Carmago Ballet.” 


V 


I return to the highway. As stated above, our first stop is at the Tract 
on Monetary Reform (1923). Since, with Keynes, practical advice was 
the goal and beaconlight of analysis, I will do what in the case of other 
economists I should consider an offense to do, viz., invite readers to look 
first at what it was he advocated. It was, in substance, stabilization of 


18 The literature of philosophy and economics attracted him most. In this pursuit Professor 
Piero Sraffa became to him a much-appreciated ally. The best example I can offer of results is 
the edition of Hume’s abstract of his Treatise on Human Nature “reprinted with an Introduc- 
tion by J. M. Keynes and P. Sraffa,” 1938. The Introduction is a curious monument of philo- 
logical ardor. 


14 The acquaintance, a most disorderly person, does not keep letters. The exact wording of 
Keynes’s note can therefore not be verified. But I am positive that it contained a single brief 
sentence and that the import of this sentence was as stated. It must have been about ten or 
fifteen years ago, perhaps more.—In his last years, those artistic activities and tastes led to his 
being elected trustee of the National Gallery and Chairman of the Council for the Encourage- 
ment of Music and the Arts. More work! 


» 
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the domestic price level for the purpose of stabilizing the domestic busi- 
ness situation, secondary attention being paid also to the means of 
mitigating short-run fluctuations of foreign exchange. In order to 
achieve this he recommended that the monetary system created by the 
necessities of warfare should be carried over into the peace economy, the 
boldest of the various suggestions offered—with an evident trepidation 
quite unlike him-—being the separation of the note issue from the gold 
reserve which he wished, however, to retain and of which he was anxious 
to emphasize the importance. 

There are two things in this piece of advice that should be carefully 
noticed: first, its specifically English quality; second, ex visu of Eng- 
land’s short-run interests and of the kind of Englishman the adviser was, its 
sober wisdom and conservativism.» It cannot be emphasized too 
strongly that Keynes’s advice was in the first instance always English 
advice, born of English problems even where addressed to other nations. 
Barring some of his artistic tastes, he was surprisingly insular, even in 
philosophy, but nowhere so much as in economics. And, he was fervently 
patriotic—of a patriotism which was indeed quite untinged by vulgarity 
but was so genuine as to be subconscious and therefore all the more 
powerful to impart a bias to his thought and to exclude full understand- 
ing of foreign (also American) viewpoints, conditions, interests, and 
especially creeds. Like the old free-traders, he always exalted what was 
at any moment truth and wisdom for England into truth and wisdom 
for all times and places. But we can not stop at this. In order to locate 
the standpoint from which his advice was given it is further necessary to 
remember that he was of the high intelligentsia of England, unattached 
to class or party, a typical pre-war intellectual, who rightly claimed, 
for good and ill, spiritual kinship with the Locke-Mill connection. 

What was it, then, that this patriotic English intellectual beheld? The 
generalization we have already noticed in the pages of the Consequences. 
But England’s case was more specific than that. She had not emerged 
from the war as she had emerged from the war of the Napoleonic era. 
She had emerged impoverished; she had lost many of her opportunities 
for the moment and some of them for good. Not only this, but her social 
fabric had been weakened and had become rigid. Her taxes and wage 
rates were incompatible with vigorous development, yet there was 
nothing that could be done about it. Keynes was not given to vain re- 
grets. He was not in the habit of bemoaning what could not be changed. 
Also he was not the sort of man who would bend the full force of his 
mind to the individual problems of coal, textiles, steel, shipbuilding 


1 Tt should surprise no one that he was eventually (1942) elected director of the Bank of 
England. 


16 This also explains what his opponents called his inconsistency. 
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(though he did offer some advice of this kind in his current articles). 
Least of all was he the man to preach regenerative creeds. He was the 
English intellectual, a little deraciné and beholding a most uncomforta- 
ble situation. He was childless and his philosophy of life was essentially 
a short-run philosophy. So he turned resolutely to the only “parameter 
of action” that seemed left to him, both as an Englishman and as the 
kind of Englishman he was—monetary management. Perhaps he 
thought that it might heal. He knew for certain that it would sooth— 
and that return to a gold system at pre-war parity was more than fis 
England could stand. 

If only people could be made to understand this, they would also 
understand that practical Keynesianism is a seedling which cannot be 
transplanted into foreign soil: it dies there and becomes poisonous be- 
fore it dies. But in addition they would understand that, left in English 
soil, this seedling is a healthy thing and promises both fruit and shade. 
Let me say once and for all: all this applies to every bit of advice that 
Keynes ever offered. For the rest, the advocacy of monetary manage- 
ment in the Tract was anything but revolutionary. There was, however, 
a novel emphasis on it as a means of general economic therapeutics. 
And concern with the saving-investment mechanism is indicated in the 
first lines of the Preface and throughout the first chapter.’ Thus, though 
the immediate task before the author prevented him from going very 
far into these matters, the book does indicate further advance toward 
the General Theory. 

Analytically, Keynes accepted the quantity theory which “is funda- 
mental. Its correspondence with facts is not open to question” (p. 81). 
All the more important is it for us to realize that this acceptance, resting 
as it does on the very common confusion between the quantity theory 
and the equation of exchange, meant much less than it seems to mean 
exactly as Keynes’s later repudiation of the quantity theory means much 
less than it seems to mean. What he intended to accept was the equation 
of exchange—in its Cambridge form—which, whether defined as an 
identity or as an equilibrium condition, does not imply any of the propo- 
sitions characteristic of the quantity theory in the strict sense. Accord- 
ingly, he felt free to make velocity—or k, its equivalent in the Cam- 
bridge equation—a variable of the monetary problem, very properly 
giving Marshall credit for this ‘development of the traditional way of 
considering the matter” (p. 86). This is the Liquidity Preference in em- 
bryonic form. Keynes overlooked that this theory can be traced back 


17 See, e. g., the highly characteristic passages on p. 10, and also the description of the “in- 
vestment system” on p. 8, which anticipates some of the very inadequacies of the analysis of the 
General Theory. Even then, and indeed from first to last, Keynes displayed a curious reluctance 
to recognize a very simple and obvious fact and to express it by the no less simple and obvious 
phrase, that typically industry is financed by banks. 
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to Cantillon—at least—and that it had been developed, though sketch- 
ily, by Kemmerer," who said that “large sums of money are continually 
being hoarded” and that “the proportion of the circulating medium 
which is hoarded ...1s not constant.” We cannot go into the many 
excellent things in the Tract, e.g., the masterly section on the Forward 
Market in Exchanges (Chap. ITI, sec. IV) and on Great Britain (Chap. 
V, sec. I) which it is impossible to admire too highly. We must hurry 
on to our “‘second stop” on the road to the General Theory, the Treatise 
on Money (1930). ; 

With the exception of the Treatise on Probability, Keynes never wrote 
another work in which the hortatory purpose is less visible than it is in 
the Treatise on Money. It is there all the same, and not confined to the 
last book (VII), in which, among other things, we find all the essentials 
of Bretton Woods—what an extraordinary achievement! Primarily, 
however, those two volumes are no doubt Keynes’s most ambitious 
piece of genuine research, of research so brilliant and yet so solid that 
it is a thousand pities that the harvest was garnered before it was ripe. 
If only he had learned something from Marshall’s craving for “impos- 
sible perfection” instead of lecturing him about it! (Essays in Biography, 
pp. 211-12).!° Moreover, Professor Myrdal’s gentle sneer at “that Anglo- 
Saxon kind of unnecessary originality” is amply justified.” Neverthe- 
less, the book was the outstanding performance in its field and day. All 
I can do, however, is to collect the most important signposts that point 
toward the General Theory.” 


18 E. W. Kemmerer, Money and Credit Instruments (1907), p. 20. But on p. 193 of the Tract, 
Keynes commits himself to the untenable statement that “the internal price level is mainly 
determined by the amount of credit created by the banks” and from this he never departed. 
To the end, this credit remained for him an independent variable, given to the economic 
process, though determined, not by gold production as it was of old but either by the banks or 
by the “monetary authority” (Central Bank or Government). This, however~~considering 
quantity of money as “given”—is one of the characteristic features of the quantity theory in 
the strict sense. Hence my statement in the text that he never abandoned the quantity theory 
as completely as he thought he did. 

19 A serni-apologetic passage in the Preface of the Treatise shows that he was not unaware of 
the fact that he was offering half-baked bread. 

20 Gunnar Myrdal, Monetary Equilibrium (English tranlsation, by Bryce and Stolper 
[1939], of a German version of the Swedish original that appeared in the Ekonomisk Tidskrift 
in 1931), p. 8. Myrdal’s protest was not, of course, made on his own behalf but on behalf of 
Wicksell and the Wicksellian group. But a similar protest would have been in order on behalf 
of Böhm-Bawerk and his followers, especially of Mises and Hayek. The latter’s Geldtheorte und 
Konjunkturtheorie had been published, it is true, only in 1929. But Béhm-Bawerk’s work was 
available in English, and Taussig’s Wages and Capital dates from 1896. Nevertheless, Keynes 
wrote the capital theory of Book VI exactly as if they had never lived. But there was no ob- 
liquity in this. He simply did not know. Proof of his good faith is the ample credit he gave to 
all authors he did know, Pigou and Robertson among them. 

21 This, of course, involves injustice to the work as a whole, and in particular to the first two 
books: the conventional but nonetheless brilliant introduction (Nature of Money, Book I) 
and the almost independent treatise on price levels (Value of Money, Book II) which is full 
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There is, first, the conception of the theory of money as the theory of 
the economic process as a whole that was to be fully developed in the 
General Theory. This conception is, second, embedded in the vision or 
diagnosis of the contemporaneous state of the economic process that 
never changed from the Consequences. Third, saving and investment 
decisions are resolutely separated, quite as resolutely as in the General 
Theory, and private thrift is well established in its rôle of villain of the 
piece. The recognition extended to the work of “Mr. J. A. Hobson and 
others” (Vol. I, p. 179) is highly significant in this respect. And we learn 
that a thrift campaign is not the way to bring down the rate of interest 
(e.g., Vol. II, p. 207). Differences in conceptualization—sometimes only 
in terminology—obscure but do not eliminate the fundamental identity 
of the ideas the author strives to convey. Thus, fourth, much of the 
argument runs in terms of the Wicksellian divergence between the “‘nat- 
ural” and the ‘‘money” rate of interest. To be sure, the latter is not 
yet the rate of interest, and neither the former nor profits are as yet 
turned into the “marginal efficiency of capital.” But the argument 
clearly suggests both steps. Fifth, the emphasis upon expectations, upon 
the ‘‘bearishness” that is not yet liquidity preference from the specula- 
tive motive, and the theory that the fall in money wage rates in depres- 
sion (‘reduction in the rate of efficiency-earnings”) will tend to reéstab- 
lish equilibrium if and because it will act on interest (bank rate) by 
reducing the requirements of Indusirial Circulation—all these and many 
other things (bananas, widows’ cruses, Danaides’ jars) read like imperfect 
and embarrassed first statements of General Theory propositions. 


VI 


The Treaitse was not a failure in any ordinary sense of the word. 
Everybody saw its points and, with whatever qualifications, paid his 
respects to Keynes’s great effort. Even damaging criticism, such as Pro- 
fessor Hansen’s criticism of the Fundamental Equations,” or Professor 
von Hayek’s criticism of Keynes’s basic theoretical structure,” were as 
a rule tempered with well-deserved eulogy. But from Keynes’s own 
standpoint it was a failure, and not only because its reception did not 


of suggestive ideas. It must be remembered—and this is really the most fundamental dif- 
ference between the Treatise and the General Theory—that the work professes to be an analysis 
of the dynamics of price levels, ‘‘of the way in which the fluctuations of the price level actually 
come to pass” (Vol. I, p. 152), though in reality it is much more than this. 


2 Alvin H. Hansen, “A Fundamental Error in Keynes’ Treatise on Money,” this Review, 
1930; and Hansen and Tout, ‘Investment and Saving in Business Cycle Theory,” Econo- 
meirica, 1933. 


23 F, A. von Hayek, “Reflections on the Pure Theory of Money of Mr. Keynes,” I and I, 
Economica, 1931 and 1932. Hayek went so far as to speak of an “enormous advance.” Never- 


theless Keynes replied not without irritation. As he himself remarked on another occasion, 
authors are difficult to please. 
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measure up to his standard of success. It had somehow missed fire—it 
had not really made a mark. And the reason was not far to seek: he 
had failed to convey the essence of his own personal message. He had 
written a treatise and, for the sake of systematic completeness, over- 
burdened his text with material about price indices, the modus operandi 
of bank rates, deposit creation, gold and what not all of which, whatever 
its merits, was akin to current doctrine and hence, for his purpose, not 
sufficiently distinctive. He had entangled himself in the meshes of an 
apparatus that broke down each time he attempted to make it grind out 
his own meanings. There would have been no point in trying to improve 
the work in detail. There would have been no point in trying to fight 
criticisms, the justice of many of which he had to admit. There was 
nothing for it but to abandon the whole thing, hull and cargo, to re- 
nounce allegiances and to start afresh. He was quick to learn the lesson. 

Resolutely cutting himself off from the derelict, he braced himself for 
another effort, the greatest of his life. With brilliant energy he took hold 
of the essentials of his message and bent his mind to the task of forging 
a conceptual apparatus that would express these and—as nearly as 
possible—nothing else. He succeeded to his satisfaction. And so soon. 
as he had done so—in December, 1935—he buckled on his new armor, 
unsheathed his sword and took the field again, boldly claiming that he 
was going to lead economists out of errors of 150 years’ standing and 
into the promised land of truth. 

Those around him were fascinated. While Keynes was remodeling his 
work, he currently talked about it in his lectures, in conversation, in the 
“Keynes Club” that used to meet in his rooms at King’s. And there was 
a lively give and take. “ ... I have depended on the constant advice 
and constructive criticism of Mr. R. F. Kahn. There is a great deal in 
this book which would not have taken the shape it has except at his 
suggestion” (General Theory, Preface, p. viii). Considering all the impli- 
cations of Richard Kahn’s article on “The Relation of Home Invest- 
ment to Unemployment,” published in the Economic Journal as early 
‘as June, 1931, we shall certainly not suspect those two sentences of 
overstatement. Some credit was also given, in the same place, to Mrs. 
Robinson, Mr. Hawtrey, and Mr. Harrod.” There were others—some 


44 Mr. Hawtrey’s relation to the book can never have been any other than that of an under- 
standing and, up to a point, sympathetic critic. He never was, of course, a Keynesian. From 
the Tract to the Treatise, Keynes was a Hawtreyan. Mr. Harrod may have been moving inde- 
pendently toward a goal not far from that of Keynes, though he unselfishly joined the latter’s 
standard after it had been raised. Justice imposes this remark. For that eminent economist isin 
some danger of losing the place in the history of economics that is his by right, both in respect 
to Keynesianism and in respect to Imperfect Competition. Not less do I feel bound to advert to 
Mrs. Robinson’s claims. It is highly revelatory of the attitude of the academic mind to women 
that she was excluded from the above-mentioned seminar (at least she was not invited on the 
one occasion when I addressed it). But she was in the midst of things. Proofs of this are her 
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of the most promising young Cambridge men among them. And they 
all talked. Glimpses of the new light began to be caught by individuals 
all over the Empire and in the United States. Students were thrilled. 
A wave of anticipatory enthusiasm swept the world of economists. When 
the book came out at last, Harvard students felt unable to wait until it 
would be available at the booksellers: they clubbed together in order to 
speed up the process and arranged for direct shipment of a first parcel 
of copies. 
| Vil 


The social vision first revealed in the Economic Consequences of the 
Peace, the vision of an economic process in which investment oppor- 
tunity flags and saving habits nevertheless persist, is theoretically im- 
plemented in the General Theory of Employment, Interest, and Money 
(Preface dated December 13, 1935) by means of three schedule concepts: 
the consumption function, the efficiency-of-capital function, and the 
hquidity-preference function.” These together with the given wage- 
unit and the equally given quantity of money “determine” income and 
ipso facto employment (if and so far as the latter is uniquely determined 
by the former), the great dependent variables to be “explained.” What 
a cordon bleu to make such a sauce out of such scanty material! Let us 
see how he did it. 


“Parable on Saving and Investment” (Economica, February 1933), an article which was a 
most skillfully fought rear-guard action covering retreat from the Treatise; and, still more 
significant of her rôle in the evolution of the General Theory, her “Theory of Money and the 
Analysis of Output,” published as early as October, 1933, in the Review of Economic Studies. 


25 Distinctive terminology helps to drive home the points an author wishes to make and to 
focus his readers’ attention. This (though nothing else) justifies the re-naming of Irving Fisher’s 
marginal rate of return over cost—the priority of which Keynes fully recognized—and also the 
use of the phrase, liquidity preference, instead of the usual one, hoarding. Consumption func- 
tion is certainly a better shell for Keynes’s meaning than the Malthusian phrase, Effective 
Demand, which he also used, for nothing but confusion can come from using the concepts of 
Demand and Supply outside of the domain (partial analysis) in which they carry rigorously 
definable meaning. It is not without interest to note that Keynes called his assumptions about 
the forms of the consumption and liquidity preference functions Psychological Laws. This was 
of course, another emphasizing device. But no tenable meaning can be attached to it, not 
even so much meaning as attaches to the “law of satiable wants.” In this, as in some other 
respects, Keynes was distinctly old-fashioned. 


76 It is.really an injustice to Keynes’s achievement to reduce it to the bare bones of its 
logical structure and then to reason on these bones as if they were all. Nevertheless, great 
interest attaches to the attempts that have been made to cast his system into exact form. I 
want in particular to mention: W. B. Reddaway’s review in the Economic Record, 1936: R. F. 
Harrod, “Mr, Keynes and Traditional Theory,” Econometrica, January, 1937; J. E. Meade, 
“A Simplified Model of Mr. Keynes’ System,” Review of Economic Studies, February, 1937; 
J. R. Hicks, “Mr. Keynes and the ‘Classics’,” Econometrica, April, 1937; O. Lange, “The Rate 
of Interest and the Optimum Propensity to Consume,” Economica, February, 1938; P. A. 
Samuelson, “The Stability of Equilibrium,” Econometrica, April, 1941 (with dynamical re- 
formulation); and A. Smithies, ‘Process Analysis and Equilibrium Analysis,” Econometrica, 
January, 1942 (also a study in the dynamics of the Keynesian schema). In the hands of writers 
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(1) The first condition for simplicity of a model is, of course, simplic- 
ity of the vision which it is to implement. And simplicity of vision is in 
part a matter of genius and in part a matter of willingness to pay the 
price in terms of the factors that have to be left out of the picture. But 
if we place ourselves on the standpoint of Keynesian orthodoxy and 
choose to accept his vision of the economic process of our age as the 
gift of genius whose glance pierced through the welter of surface phe- 
nomena to the simple essentials that he below, then there can be little 
objection to his aggregative analysis that produced his results. 

Since the aggregates chosen for variables are, with the exception of 
employment, monetary quantities or expressions, we may also speak of 
monetary analysis and, since national income is the central variable, of 
income analysis. Richard Cantillon was the first, I think, to indicate a 
full-fledged schema of aggregative, monetary, and income analysis, the 
one worked out by Francois Quesnay in his tableau économique. Quesnay, 
then, is the true predecessor of Keynes, and it is interesting to note that 
his views on saving were identical with those of Keynes: the reader can 
easily satisfy himself of this by looking up the Maximes. It should, how- 
ever, be added that the aggregative analysis of the General Theory does 
not stand alone in modern literature: it is a member of a family that had 
been rapidly growing.”’ 

(2) Keynes further simplified his structure by avoiding, as much as 
possible, all complications that arise in process analysis. The exact skele- 
ton of Keynes’s system belongs, to use the terms proposed by Ragnar 
Frisch, to macrostatics, not to macrodynamics. In part this limi- 
tation must be attributed to those who formulated his teaching rather 
than to his teaching itself which contains several dynamic elements, 
expectations in particular. But it is true that he had an aversion to 
“periods” and that he concentrated attention upon considerations of 
static equilibrium. This removed an important barrier to success—a dif- 
ference equation as yet affects economists as the face of Medusa. 

(3) Furthermore, he confined his model—though not always his argu- 
ment—to the range of short-run phenomena. While points (1) and (2) 
are commonly emphasized, it does not seem to be realized sufficiently 
how very strictly short run his model is and how important this fact is 
for the whole structure and all the results of the General Theory. The 
pivotal restriction is that not only production functions and not only 
methods of production but also the quantity and quality of plant and 


less in sympathy with the spirit of Keynesian economics, some of the results presented in these 
papers might have been turned into serious criticisms. This is still more true of F. Modigliani, 
“Liquidity Preference and the Theory of Interest and of Money,” Econometrica, January, 
1944. 


27 The quickest way to learn how far aggregative analysis had progressed before the publica- 
tion of the General Theory is to read Tinbergen’s survey article in Econometrica, July, 1935. 
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equipment are not allowed to change, a restriction which Keynes never 
tires of impressing upon the reader at crucial turns of his way (see, e.g., 
p. 114 and p. 295). l 

This permits many otherwise inadmissible simplifications: for in- 
stance, it permits treating employment as approximately proportional 
to income (output) so that the one is determined as soon as the other is. 
But it limits applicability of this analysis to a few years at most— per- 
haps the duration of the “40 months’ cycle”—and, in terms of phe- 
nomena, to the factors that would govern the greater or smaller utiliza- 
tion of an industrial apparatus zf the latter remains unchanged. AU the 
phenomena incideni to the creation and change in this apparatus, that is to 
say, the phenomena that dominate the capitalist processes, are thus excluded 
from constderaiton. 

As a picture of reality this model becomes most nearly justifiable in 
periods of depression when also liquidity preference comes nearest to 
being an operative factor in its own right. Professor Hicks was therefore 
correct in calling Keynes’s economics the economics of depression. But 
from Keynes’s own standpoint, his model derives additional justification 
from the secular stagnation thesis. Though it remains true that he tried 
to implement an essentially long-run vision by a short-run model, he 
secured, to some extent, the freedom for doing so by reasoning (almost) 
exclusively about a stationary process or, at all events, a process that 
stays at, or oscillates about, levels of which a stationary full-employment 
equilibrium is the ceiling. With Marx, capitalist evolution issues into 
breakdown. With J. S. Mill, it issues into a stationary state that works 
without hitches. With Keynes, it issues into a stationary state that 
constantly threatens to break down. Though Keynes’s “breakdown 
theory” is quite different from Marx’s, it has an important feature in 
common with the latter: in both theories, the breakdown is motivated 
by causes inherent to the working of the economic engine, not by the 
action of factors external to it. This feature naturally qualifies Keynes’s 
theory for the rôle of “rationalizer” of anti-capitalist volition. 

(4) Quite consciously, Keynes refused to go beyond the factors that 
are the immediate determinants of income (and employment). He him- 
self recognized freely that these immediate determinants which may 
“sometimes” be regarded as “ultimate independent variables .. . would 
be capable of being subjected to further analysis, and are not, so to 
speak, our ultimate atomic independent elements” (p. 247). This turn 
of phrase seems to suggest no more than that economic aggregates de- 
rive their meaning from the component “‘atoms.”’ But there is more to 


28 Strictly, some change in the quantity of equipment must be admitted, but it is con“ 
ceived of as so small, at any given point of time, that its effect upon the existing industrial 
structure and its output can be neglected. 
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it than this. We can, of course, greatly simplify our picture of the world 
and arrive at very simple propositions if we are content with arguments 
of the form: given A, B, C..., then D will depend upon E. If A, B,C 
... are things external to the field under investigation, there is no more 
to be said. If, however, they are part of the phenomena to be explained, 
then the resulting propositions about what determines what may easily 
be made undeniable and acquire the semblance of novelty without mean- 
ing very much. This is what Professor Leontief has called implicit 
theorizing.” But for Keynes, as for Ricardo,®® arguments of this type 
were but emphasizing devices: they served to single out and by so doing 
to emphasize a particular relation. Ricardo did not say: ‘‘Under present 
English conditions, as I see them, free trade in foodstuffs and raw'ma- 
terials will, everything considered, tend to raise the rate of profit.” In- 
stead he said: “The rate of profit depends upon the price of wheat.” 

(5) Forceful emphasis on a small number of points that seemed to 
Keynes to be both important and inadequately appreciated being the 
keynote of the General Theory, we find other emphasizing devices besides 
the one just mentioned. Two we have noticed already.*! Another is what 
critics are apt to call overstatements—overstatements, moreover, which 
cannot be reduced to the defensible level, because results depend pre- 
cisely upon the excess. But it must be remembered not only that, from 
Keynes’s standpoint, these overstatements were little more than means 
to abstract from non-essentials but also that part of the blame for them 
lies at our own door: we, as a body, simply will not listen unless a point 
be hammered in with one-sided energy. Granting, for the sake of argu- 
ment, that the points in question were actually important enough to 
merit being hammered in, and remembering that the gems of unquali- 
fied overstatement do not occur in the General Theory itself but in the 
writings of some of Keynes’s followers, we shall appreciate this method 
of flavoring what I have described as the sauce. 

Three examples must suffice. First, every economist knows—if he did 
not he could not help learning it from conversation with businessmen 
—that any sufficiently general change in money wage rates will influence 
prices in the same direction. Nevertheless, it was not the practice of 
economists to take account of this in the theory of wages. Second, every 
economist should have known that the Turgot-Smith-J. S. Mill theory 
of the saving and investment mechanism was inadequate and that, in 
particular, saving and investment decisions were linked together too 
closely. Yet, had Keynes presented a properly qualified statement of 


29 Cf. his article under that title in the Quarterly Journal of Economics, Vol. 51, pp. 337-51. 


30 The intellectual affinity of Keynes with Ricardo merits notice. Their methods of reasoning 
were Closely similar, a fact that has been obscured by Keynes’s admiration of Malthus’s anti- 
saving attitude and by his consequent dislike of Ricardo’s ‘eaching. 

3i See above, n. 25. 
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their true relation, would he have elicited more from us than a mumble 
to the effect: “Yes... that’s so . . . of some importance in certain cyc- 
lical situations. ... What of it?” Third, let any reader look up pages 
165 and 166 of the General Theory—the first two pages of Chapter 13, 
on the “General ‘Theory of Interest.” What will he find? He will find that 
the theory, according to which the investment demand for savings and 
the supply of savings that is governed by time-preference (“which I 
have called the propensity to consume”) is equated by the rate of in- 
terest “breaks down” because “it is impossible to deduce the rate of 
interest merely from a knowledge of these two factors.” Why is this 
impossible? Because the decision to save does not necessarily imply a 
decision to invest: we must also take account of the possibility that the 
latter does not follow or not follow promptly. I will lay any odds that 
this perfectly reasonable improvement in the tenor of current teaching 
would not have greatly impressed us had he left the matter at this. It 
had to be liquidity preference to the fore—and interest nothing but the 
reward for parting with money (which cannot be so on the showing of 
his own text)—— and so on in a well-known sequence in order to make us 
sit up. And we were made to sit up to some purpose. For many more of 
us will now listen to the proposition that interest is a purely monetary 
phenomenon than were ready to listen 35 years ago. 

But there is one word in the book that cannot be defended on these 
lines—the word “‘general.’’ Those emphasizing devices—even if quite 
unexceptionable in other respects—cannot do more than individuate 
very special cases. Keynesians may hold that these special cases are the 
actual ones of our age. They cannot hold more than that.” 

(6) It seems evident that Keynes wished to secure his major results 
without appeal to the element of rigidity, just as he spurned the aid he 
might have derived from imperfections of competition.” There were 
points, however, at which he was unable to do so, especially the point 
at which the rate of interest has to become rigid in the downward 
direction because the elasticity of the liquidity-preference demand for 
money becomes infinite there. And at other points, rigidities stand in 
reserve, to be appealed to in case the front-line argument fails to con- 
vince. It is, of course, always possible to show that the economic system 
will cease to work if a sufficient number of its adaptive organs are para- 
lyzed. Keynesians like this fire escape no more than do other theorists. 
Nevertheless, it is not without importance. The classical example is 
equilibrium under-employment.* 

32 This has first been pointed out by O. Lange, op. cit., who also paid due respect to the only 


truly general theory ever written—the theory of Léon Walras. He neatly showed that the 
latter covers Keynes’s as a special case. 


33 The latter factor was, however, inserted by Mr. Harrod. 
4 T have sometimes wondered why Keynes attached so much importance to proving that 
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(7) I must, finally, advert to Keynes’s brilliance in the forging of 
individual tools of analysis. Look, for instance, at the skillful use made of 
Kahn’s multiplier or at the felicitous creation of the concept of user cost 
which is so helpful in defining his concept of income and may well be 
recorded as a novelty of some importance. What I admire most in these 
and other conceptual arrangements of his is their adeguacy: they fit 
his purpose as a well-tailored coat fits the customer’s body. Of course, 
precisely because of this, they possess but limited usefulness irrespective 
of Keynes’s particular aims. A fruit knife is an excellent instrument for 
peeling a pear. He who uses it in order to attack a steak has only himself 
to blame for unsatisfactory results. 


VIII 


The success of the General Theory was instantaneous and, as we 
know, sustained. Unfavorable reviews, of which there were many, only 
helped, A Keynesian school formed itself, not a school in that loose sense 
in which some historians of economics speak of a French, German, Ital- 
ian school, but a genuine one which is a sociological entity, namely, a 
group that professes allegiance to One Master and One Doctrine, and 
has its inner circle, its propagandists, its watchwords, its esoteric and 
its popular doctrine. Nor is this all. Beyond the pale of orthodox Key- 
nesianism there is a broad fringe of sympathizers and beyond this again 
are the many who have absorbed, in one form or another, readily or 
grudgingly, some of the spirit or some individual items of Keynesian 
analysis. There are but two analogous cases in the whole history of 
economics—the Physiocrats and the Marxists. 

_ This is in itself a great achievement that claims admiring recognition 
from friends and foes alike and, in particular, from every teacher who 
experiences the enlivening influence in his classes. There cannot be any 
doubt, unfortunately, that in economics such enthusiasm—and corre- 
spondingly strong aversions—never flare up unless the cold steel of 
analysis derives a temperature not naturally its own from the real or 
putative political implications of the analyst’s message. Let us therefore 
cast a glance at the ideological bearings of the book. Most orthodox 





there may—and under his assumptions generally will—be less than full employment in perfect 
equilibrium of perfect competition. For there is such an ample supply of verifiable explanatory 
factors to account for the actual unemployment we observe at any time that only the theo- 
rist’s ambition can induce us to wish for more. The question of the presence of involuntary 
unemployment in perfect equilibrium of perfect competition, a state that even the straw man 
whom Keynes called “classical economist” never believed in as a reality, is no doubt of great 
theoretical interest. But practically, Keynes should have fared equally well with the unem- 
ployment that may exist in a permanent state of disequilibrium. As it is, he clearly failed to 
prove his case. But inflexibility of wages in the downward direction stands ready to lend its 
aid. The theoretical question itself is the subject of a discussion that suffers from the failure 
of participants to distinguish between the various theoretical issues involved. But we cannot 
enter into this. 
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Keynesians are “radicals” in one sense or another. The man who wrote 
the essay on the Villiers Connection was not a radical in any ordinary 
sense of the word. What is there in his book to please them? In an 
excellent article in this Review, Professor Wright has gone so far as to 
say that “a conservative candidate could conduct a political campaign 
largely on quotations from the General Theory.” True, but true only if 
this candidate knows how to use asides and qualifications. Keynes was 
no doubt too able an advocate ever to deny the obvious. To some extent, 
though probably to a small extent only, his success is precisely due to 
the fact that even in his boldest rushes he never left his flanks quite un- 
guarded—-as unwary critics of either his policies or his theories are apt 
to discover to their cost.** Disciples do not look at qualifications. They 
see one thing only—an indictment of private thrift and the implications 
this indictment carries with respect to the managed economy and in- 
equality of incomes. 

In order to appreciate what this means, it is necessary to recall that, 
as a result of a long doctrinal development, saving had come to be 
regarded as the last pillar of the bourgeois argument. In fact, old Adam 
smith had already disposed pretty much of every other: if we analyze 
his argument closely—I am speaking, of course, only of the ideological 
aspects of his system—it amounts to all-around vituperation directed 
against ‘“‘slothful” landlords and grasping merchants or “masters” plus 
the famous eulogy of parsimony. And this remains the keynote of most 
non-Marxist economic ideology until Keynes. Marshall and Pigou were 
in this boat. They, especially the latter, took it for granted that in- 
equality, or the existing degree of inequality, was ‘‘undesirable.” But 
they stopped short of attack upon the pillar. 

Many of the men who entered the field of teaching or research in the 
twenties and thirties had renounced allegiance to the bourgeois scheme 
of life, the bourgeois scheme of values. Many of them sneered at the 

3 D. McC, Wright, “The Future of Keynesian Economics,” Am. Econ. Rev., Vol. XXXV, 


No. 3 (June, 1945), p. 287. This article, in spite of some differences of opinion, usefully com- 
plements my own in many points into which considerations of space forbid me to enter. 


36 This is why there is such ample room for that turn of phrase that occurs so often in the 
Keynesian literature: “Keynes did not really say this” or “Keynes did not really deny that.” 
In the General Theory most of the explicit qualifications occur in chapters 18 and 19. But the 
only possible reference to all the implicit ones is passim. The logic of the classical system is 
not really impugned (p. 278). Even Say’s Jaw (in the sense defined on p. 26) is not completely 
thrown out; even the existence of a mechanism that tends to equilibrate saving and investment 
decisions—and the réle of interest rates in this mechanism—and even the possibility thata 
reduction of money wages may stimulate output is not absolutely denied; though, tobe sure, 
only in application to very special cases, the validity of the first and the existence of the other 
two are occasionally recognized. Critics are therefore in constant danger of being convicted of 
“gross misrepresentation” exactly as unwary critics of Malthus’s first Essay invariably run 
into a volley of quotations from the second edition—in which, in fact, Malthus went far toward 
explaining away Malthusianism. But it is impossible to go into all this here. In the article 
quoted, Professor Wright offers instructive examples. 
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profit motive and at the element of personal performance in the capital- 
ist process. But so far as they did not embrace straight socialism, they 
still had to pay respect to saving—under penalty of losing caste in their 
own eyes and ranging themselves with what Keynes so tellingly called 
the economist’s “underworld.” But Keynes broke their fetters: here, 
at last, was theoretical doctrine that not only obliterated the personal 
element and was, if not mechanistic itself, at least mechanizable, but 
also smashed the pillar into dust; a doctrine that may not actually say 
but can easily be made to say both that ‘‘who tries to save destroys real 
capital” and that, via saving, “the unequal distribution of income is the 
ultimate cause of unemployment.’”*’ This is what the Keynesian Revolu- 
tion amounts to. Thus defined, the phrase is not inappropriate. And 
this, and only this, explains and, to some extent, justifies Keynes’s 
change of attitude toward Marshall which is neither understandable 
nor justifiable upon any scientific ground. 

But though this attractive wrapper made Keynes’s gift to scientific 
economics more acceptable to many, it must not divert attention from 
the gift itself. Before the appearance of the General Theory, economics 
had been growing increasingly complex and increasingly incapable of 
giving straightforward answers to straightforward questions. "The 
General Theory seemed to reduce it once more to simplicity, and to en- 
able the economist once more to give simple advice that everybody 
could understand. But, exactly as in the case of Ricardian economics, 
there was enough to attract, to Inspire even, the sophisticated. The 
same system that linked up so well with the notions of the untutored 
mind proved satisfactory to the best brains of the rising generation of 
theorists. Some of them felt—still feel for all I know—that all other work 
in “theory” should be scrapped. All of them paid homage to the man 
who had given them a well-defined model to handle, to criticize, and to 
improve—to the man whose work symbolizes at least, even though it 
may not embody, what they wanted to see done. 

And even those who had found their bearings before, and on 
whom the General Theory did not impinge in their formative years, 
experienced the salutary effects of a fresh breeze. As a prominent 
American economist put it in a letter to me: “It (the General Theory) 
did, and does, have something which supplements what our thinking 
and methods of analysis would otherwise have been. It does not make 
us Keynesians, it makes us better economists.” Whether we agree or 
not, this expresses the essential point about Keynes’s achievement 
extremely well. In particular, it explains why hostile criticism, even if 

37 And, after all, a glance at pp. 372-73 and 376 of the General Theory will convince anyone 
that Keynes actually came pretty near to authorizing both statements. One must be as 


punctiliously conscientious as is Professor Wright in order to say that he did not actually 
do so. 
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successful in its attack upon individual assumptions or propositions, 
is yet powerless to inflict fatal injury upon the structure as a whole. As 
with Marx, it is possible to admire Keynes even though one may con- 
sider his social vision to be wrong and every one of his propositions to 
be misleading. 

I am not going to grade the General Theory as if it were a student’s 
examination book. Moreover, I do not believe in grading economists— 
the men whose names one might think of for comparison are too differ- 
ent, too incommensurable. Whatever happens to the doctrine, the 
memory of the man will live—outlive both Keynesianism and the 
reaction to it. 


At this I will leave it. Everyone knows the stupendous fight the 
valiant warrior put up for the work that was to be his last.** Everyone 
knows that during the war he entered the Treasury again (1940) and 
that his influence grew, along with that of Churchill, until nobody 
thought of challenging it. Everyone knows of the honor that has been 
conferred upon the House of Lords. And, of course, of the Keynes Plan, 
Bretton Woods, and the English loan. But these things will have to 
engage some scholarly biographer who has all the materials at his 
disposal. 


38 His last great work, that is. He wrote many minor pieces almost to his dying day. 


MARGINAL ANALYSIS AND EMPIRICAL RESEARCH 


By Frirz Macuiup* 


Certain critics of “conventional” economic theory from time to time 
voice surprise at the general acceptance of marginalism and at “the 
confidence of the textbook writers in the validity of the marginal 
analysis.”! They disapprove of allowing the principle of marginalism to 
play the rôle of a fundamental postulate in the teaching of economics. 


Marginalism Implied in the Economic Principle 


These critics would probably revolt against all those definitions of 
economics which contain marginalism as an implicit criterion. Mar- 
ginalism, as the logical process of “finding a maximum,” is clearly 
implied in the so-called economic principle—striving to achieve with 
given means a maximum of ends. 

Economics in a narrow sense is confined to such aspects of conduct as 
can be explained with reference to the principles of maximizing satisfac- 
tion, income, or profit. Under definitions of this sort any deviations from 
the marginal principle would be extra-economic. Yet, to refuse to deal 
with any type of business conduct that cannot qualify by the strict 
standards of marginalism may justly be regarded as a lazy man’s excuse. 
If certain types of business conduct can be found in reality with regu- 
larity and consistency, it is undoubtedly desirable to analyze them 
regardless of their “economic rationale.’* And if some of these allegedly 
“non-economic” aspects of conduct can be explained within the con- 
ceptual framework of economics, one may prefer definitions which 
admit behavior types not strictly subject to marginal analysis among 
the proper subject matter of economic theory. 


Inter pretation of Business Behavior 


To recognize the study of certain types of merely “traditional”? con- 
duct as legitimately within the province of economic theory is one thing; 
it is another to accept as correct the interpretations of business behavior 
offered by the critics of marginal analysis. Unable to see how marginal 
analysis can be applied to their material, these critics have concluded 
that marginalism should be discarded. It can be shown, however, that 


* The author is professor of economics at the University of Buffalo. 


1 Richard A. Lester, “Shortcomings of Marginal Analysis for Wage-Employment Prob- 
lems,” Am. Econ. Rev., Vol. XXXVI, No. 1 (Mar., 1946), p. 63. 


2 Cf. the admonition that “if an economist finds a procedure widely established in fact, he 
ought to regard it with more respect than he would be inclined to give in the light of his own 
analytic method.” R. F. Harrod, “Price and Cost in Entrepreneurs’ Policy,” Oxford Economic 
Papers, No. 2 (1939), p. 7. 


520 THE AMERICAN ECONOMIC REVIEW [SEPTEMBER 


the alleged “‘inapplicability” of marginal analysis is often due to a failure 
to understand it, to faulty research techniques, or to mistaken in- 
terpretations of “findings.” 

This is not to deny that a goodly portion of all business behavior may 
be non-rational, thoughtless, blindly repetitive, deliberately traditional, 
or motivated by extra-economic objectives. But the material thus far 
presented as the result of empirical research has not proved what the 
analysts intended to prove. In some instances their findings were the 
result of careful research, based on a thorough knowledge of economic 
theory, but their interpretations were still questionable. In other in- 
stances the whole approach of the research project was so faulty that 
the findings as well as the interpretations are.all but worthless except as 
targets for critical discussion. 


I. MARGINAL ANALYSIS OF THE SINGLE FIRM 


Any attempt to “test” marginalist theory through empirical research 
presupposes full understanding cf the theory. It is necessary to know 
precisely what the theory says, what it implies, and what it intends to 
do. Since it has been developed gradually over a period of more than a 
century,’ it will not suffice to take any particular writer as one’s au- 
thority or any particular exposition as one’s text. Earlier versions lack 
the necessary refinements and methodological foundations; later 
formulations often take for granted necessary assumptions or qualifica- 
tions made in previous expositions. To criticize the theory because of 
the errors and omissions in any treatise, however representative, is un- 
fair. 

The following statement of essential elements in the marginalist 
analysis of the single business firm attempts merely to give major 
emphasis to points often overlooked or misunderstood. 


The Determination of Output and Employment 


The theory of the “equilibrium of the single firm” is not as ambitious 
as is often believed. It does not attempt to give all the reasons why a 
given firm makes the type or quality of product which it makes; why it 
produces the output that it produces; why it employs the workers that 
it employs; or why it charges the prices that it charges. It is probably an 
understatement of the importance of the historical situation when Hall 
and Hitch modestly remark: ‘‘There is usually some element in the 
prices ruling at any time which can only be explained in the light of 
the history of the industry.”* The phrase “usually some element” does 


3 Cournot was among the earlier expositors of marginal analysis of the single firm. 


4R. L. Hall and C. J. Hitch, “Price Theory and Business Behavior,” Oxford Economic 
Papers, No. 2 (1939), p. 33. 
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not do justice to the part played by historical antecedents in the deter- 
mination of product, output, employment, and prices. The rôle of the 
past in shaping the actual conditions under which the firm operates, in 
developing the routine of its responses to changes in conditions, and in 
impressing it with experiences which have taught it to size up and 
anticipate these changes as the basis for its decisions—this rôle is by no 
means denied by marginal analysis. The rôle of the past in the process 
of adjusting the present to the anticipated future is essential in all 
theory of human conduct. It is implied in the very attempt of construct- 
Ing a pattern of behavior of the single firm. 

Instead of giving a complete explanation of the “determination” of 
output, prices, and employment by the firm, marginal analysis really 
intends to explain the effects which certain changes in conditions may 
have upon the actions of the firm. What kind of changes may cause, the 
firm to raise prices? to increase output? to reduce employment? What 
conditions may influence the firm to continue with the same prices, out- 
put, employment, in the face of actual or anticipated changes? Economic 
theory, static as well as dynamic, is essentially a theory of adjustment 
to change. The concept of equilibrium is a tool in this theory of change; 
the marginal calculus is its dominating principle. 


A. Marginal Revenue and Cosi of Output 
Subjectivity of Cost and Revenue 


The proposition that the firm will attempt to equate marginal cost 
and marginal revenue is logically implied in the assumption that the 
firm will attempt to maximize its profit (or minimize its losses). It 
should hardly be necessary to mention that all the relevant magnitudes 
‘Involved—cost, revenue, profit——are subjective—that is, perceived or 
fancied by the men whose decisions or actions are to be explained (the 
business men)—rather than “objective’—that is, calculated by 
disinterested men who are observing these actions from the outside and 
are explaining them (statisticians and economists as theorists—not as 
consultants). | 

The marginal cost that guides the producer is the addition to his total 
cost which he expects would be caused by added production. An outside 
observer, if he had expert knowledge of the production techniques and 
full insight into the cost situation of the producing firm, might arrive at 
a different, “objective” figure of the firm’s marginal cost; but what the 
observer thinks is not necessarily the same as what the producer thinks. 
The producer’s actual decision is based on what he himself thinks; it is 
based on “subjective” cost expectations. 

.One may perhaps assume that the producer is intensely interested in 
knowing his cost and that, in general, he has the experience which 
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enables him to know it. Yet, one must not assume that all producers 
“really” know their cost in the sense in which an efficiency expert would 
determine it; several of them may lack the interest or experience; they 
may not find it worth their while to dig too deeply into the mysteries of 
their business. (After all, we know that there are good business men and 
bad, and that the majority is somewhere between good and bad.) But 
this does not invalidate the proposition that the producer is guided by 
marginal cost. 

The same thing is true with regard to price expectations and sales 
expectations. It is the ‘‘demand as seen by the seller’ from which his 
revenue expectations stem. The increase in demand which is relevant in 
the analysis of the firm need not be “the real thing”; it may precede an 
“actual” increase in demand, lag behind it, or be entirely imaginary. 
The business man does what he does on the basis of what ke thinks, 
regardless of whether you agree with him or not. 

Marginal analysis of the firm should not be understood to imply any- 
thing but subjective estimates, guesses and hunches. 


The Range of Price and Output Variations 


Beginning students of economics who watch their instructor draw 
demand and cost curves covering half the blackboard may be misled 
into believing that the business man is supposed to visualize the pos- 
sibilities of producing and selling amounts of output ranging from 
almost zero up to two or three times the amounts that he is currently 
producing and selling; that the business man is supposed to figure out 
how much he might be able to sell at prices several times as high as the 
current price, and how much at prices only one-half or one-third as high. 
The curve draftsman, indeed, seems to ascribe extraordinary powers of 
imagination to the business wizards. 

Misunderstandings of this sort, and erroneous criticisms of marginal 
analysis, could be avoided if it were made clear to the students that the 
length of the curves, z.¢., the wide range they cover, was chiefly designed 
to enable those in the back rows of the class room to make out what goes 
on on the blackboard; and to permit them to practice curve analysis 
without using magnifying glasses. The range of possibilities—prices, 
sales, outputs—which a business man may have in mind is probably 
quite narrow. Rarely will a business man bother pondering the probable 
effects of a price increase or cut by 50 per cent; but he may easily think 
about what a 10 or 15 per cent price change might do to his sales; or 
what discount it might take to land some additional orders. 

The principles of analysis are not altered by the realization that the 


5 One may wish, of course, to qualify any social implications of the proposition once the 
subjective character of the relevant cost data is recognized. ; 
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alternatives which business men weigh concerning prices or production 
volumes cover a much more moderate range than the curves which 
teachers of economics draw to depict the pattern of marginal calculus. 


The Time-Range of Anticipations 


In view of the known attempts to derive statistical cost curves from 
accounting data—which of necessity refer to conditions of the past—it 
is important to mention that the marginal cost and marginal revenue 
concepts in the analysis of the equilibrium of the firm refer to expecta- 
tions of future conditions. To be sure, past experience is always in the 
background of anticipations of the future, and past accounting records 
may form a firm point of departure for evaluating prospective and 
hypothetical cost and revenue figures. But anticipations alone are the 
relevant variables in the marginal calculus of the firm. 

What is the time-range of the significant anticipations? How far into 
the future do they reach, and what period, if any, is given special 
emphasis? Is tomorrow more important than next year or several years 
hence? Is it the “short run” or the “long run” which controls current 
action? 

When a firm wishes to increase production, it usually has a choice of 
expanding the equipment and productive capacity of its plant or of 
stepping up the output of the existing plant with unchanged equipment. 
If productive capacity is already well utilized, the marginal cost of 
producing larger outputs will be higher in the existing establishment 
with unchanged equipment than in an establishment with adjusted, 
increased equipment. If several degrees of adjustment in the productive 
equipment are possible, several marginal cost functions will be “given” 
and several different outputs will be “the equilibrium output” under 
given sales expectations. 

To cope with these problems economists have made the distinction 
between the “short period,” assuming no adaptation of equipment, and 
the “long period,’ assuming complete adaptation of equipment. Stu- 
dents often believe that the latter period is called “long” because it 
takes a long time to expand the plant. This need not be the case. A better 
understanding of the concepts might be achieved by associating the 
degree of planned plant adjustment with the length of time for which 
the changed production volume is expected to be maintained. If an in- 
creased demand is expected to prevail for a short period only, it will not 
pay to invest in plant expansion, and “short-run cost” will determine 
output. On the other hand, if demand is expected to continue at the 
higher level forfa sufficiently long period, an expansion of the establish- 
ment will be considered a profitable investment, and “long-run cost” 
will determine output. Needless to say, many intermediate periods, that 
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is, several degrees of plant adjustment with different marginal cost 
conditions, may exist. 

On the basis of this reasoning one will recognize it as a misunder- 
standing to argue that short-run cost is of controlling influence on the 
ground that we always live and work in the short period. The duration 
for which.demand conditions are expected to prevail will determine the 
relevant “period” of cost anticipations. Of course, this relevance is 
again subjectively determined, not by the “objective” judgment of the 
economist. 

The time-range of the anticipations with regard to the demand and 
selling outlook is subject to similar considerations. It is a mistake to 
think that the relevant “period” for demand and marginal revenue 
expectations is determined by the length of time it takes for today’s 
production to reach the market.’ If a price reduction is apt to spoil the 
market for a long time to come, or a price increase to harm customer 
loyalty, the effects on future profits will hardly be neglected in con- 
sidering current actions. If a firm were to regard a certain price change 
as a desirable step for the time being, but feared that a later reversal 
might be difficult or costly, it would weigh this anticipated future cost 
or loss against the short-run benefit. 

Anticipations of this sort, complementary or competing with one 
another, are not exceptions to marginal analysis but are part and parcel 
of it. To be sure, when an instructor teaches graphical analysis, he will 
do well to abstract from complicated cost and revenue anticipations and 
to concentrate on those that can be neatly packed away in geometric 
curves. 


The Numerical Definiteness of the Estimates 


The geometric curves and arithmetic schedules by which the instructor 
presents marginal cost and marginal revenue of ‘the firm seem to leave 
no room for doubt that these anticipations take the form of estimates of 
definite numerical values. While this may be necessary for teaching 
purposes, it should not mislead the student into believing that: every 
action of the business man is in fact the result of a conscious decision, 
made after careful calculations of differential revenue and cost. 

Business men do not always “calculate” before they make decisions, 
and they do not always “‘decide” before they act. For they think that 
they know their business well enough without having to make repeated 
calculations; and their actions are frequently routine.’ But routine is 
based on principles which were once considered and decided upon and 
have then been frequently applied with decreasing need for conscious 


€ Richard A. Lester, Economics of Labor (New York, 1941), p. 181. 


7See George Katona, “Psychological Analysis of Business Decisions and Expectations,” 
Am. Econ. Rev., Vol. XXXVI, No. 1 (Mar., 1946), p. 53. 
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choices.? The feeling that calculations are not always necessary is usu- 
ally based upon an ability to size up a situation without reducing its 
dimensions to definite numerical values.’ 

The business man who is persuaded to accept a large order with a 
price discount or some other concession usually weighs the probability 
that he will have to make the same concession to his other customers. 
This is one of the business man’s considerations included in the ‘“‘calcula- 
tion” of marginal revenue. In order to explain this to the student, or to 
reduce it to curves and schedules, the economics teacher makes “exact” 
calculations; in order to make up his mind whether to take or reject the 
order, the business man ordinarily needs no arithmetic, mental or writ- 
ten, and indeed needs no concrete figures. Yet his reasoning or his 
routine behavior is most conveniently analyzed in terms of marginal 
revenue. 

Where the marginal revenue is negative, that is to say, where gross 
receipts after accepting the additional order (with the price concession) 
would be smaller than without it, no further consideration is necessary. 
But if the dollar volume of sales can be increased by accepting the order 
(taking full account of all repercussions on future marketing possi- 
bilities), the business man must take another step in his reasoning: will 
it pay to make more sales in view of the additional cost of producing the 
larger output? If conditions have not changed, he will not have to make 
new calculations; if changes have occurred or are expected, some figuring 
may be required. But it is a type of figuring for which usually no ac- 
counting records are consulted, no memoranda prepared and of which no 
records are made. Often the business man can do this “figuring” in his 
head; if not, he may take a piece of scrap paper, jot down a few round 
numbers, reach his conclusion, and throw the paper in the waste basket. 

The theorist’s contention that such reasoning is typically based either 
on additional cost or on total cost—and hence most conveniently 
described in terms of marginal cost——is contradicted by certain empirical 
researchers who claim that most business men calculate on the basis of 
average cost even if they lose money by doing so. With this contradic- 
tion we shall deal later. 


Non-Pecunitary Considerations 


Marginal analysis of the equilibrium of the single firm rests on the 
assumption that the business firm attempts to maximize its profits. To 


8 Discussing the difference between “routine behavior” and “‘genuine decisions,” Dr. Katona 
explains with regard to routine actions that “principles, well understood in their original con- 
text, tend to be carried over from one situation to another.” Ibid., p. 49. Genuine decisions are 
made when expectations “change radically.” Ibid., p. 53. 

® Although I do not know either the width or length of my automobile, I am quite capable 
of making adequate comparisons between these magnitudes and the space between two parked 
cars, which I estimate again without thinking of feet, inches, or any numbers. ‘ 
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make this assumption is not to deny that the men who run a business 
may be motivated also by other considerations. 

That a business man is motivated by considerations other than the 
maximization of money profits does not necessarily make his conduct 
“uneconomic.” The economic theorist finds no difficulty in fitting into 
the pattern of “economic” conduct (that is, into the conceptual scheme 
of consistent maximization of satisfaction within a given preference 
system) the householder and consumer who makes donations to friends 
or the church; or the seller of labor services who chooses a badly-paying 
but less strenuous job in preference to one that pays more but calls for 
more exertion. Likewise, there is nothing essentially “uneconomic” in 
the conduct of a business man who chooses to pay higher prices for raw 
material purchased from a fraternity brother, or to sell at a special 
discount to members of his church, or who refrains from embarking on a 
promising expansion of his business because he prefers an easier life. 

There are economic theorists who would include considerations of 
this sort among the data for the marginal calculus of the firm. The 
satisfaction from favoring his friends through higher purchase prices or 
lower selling prices is a special reward or “revenue” to the business man; 
he may ask himself how much it is worth to him, and we may con- 
ceivably add it to his revenue curve. To give up an easier life, expend 
greater efforts and increase his worries are among the business man’s 
“costs” when he considers an expansion of his business; we may con- 
ceivably add it to his “cost” curve. Any number and type of non- 
pecuniary sacrifices and rewards could thus be included, at some sort of 
“money equivalent,” among the costs and revenues that make up the 
profits of the firm: the marginal calculus of the firm would become all- 
inclusive. 

It seems to be methodologically sounder if we do not reduce the non- 
pecuniary satisfactions and dissatisfactions (utilities and disutilities) of 
the business man to money terms and do not try to make them part of 
the profit maximization scheme of the firm. If whatever a business man 
does is explained by the principle of profit maximization——because he 
does what he likes to do, and he likes to do what maximizes the sum of 
his pecuniary and non-pecuniary profits—the analysis acquires the 
character of a system of definitions and tautologies, and loses much of 
its value as an explanation of reality. It is preferable to separate the 
non-pecuniary factors of business conduct from those which are regular 
items in the formation of money profits. 

This methodological controversy is not too important. Not much 
depends on whether non-pecuniary considerations of the business man 
are translated into money terms or, instead, treated as exceptions and 
qualifications in the explanation of typical business conduct. The pur- 
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pose of the analysis of the firm is not to explain all actions of each and 
every firm in existence; we are satisfied if we can explain certain strong 
tendencies in a representative sector of business. The chief aim of the 
analysis, moreover, is to show the probable effects of certain changes; if 
the direction in which output or price is likely to move as a result of a 
certain change in “data” is not affected by the existence and strength of 
non-pecuniary factors in business conduct, their inclusion in or exclusion 
from the marginal analysis of the firm is not a crucial matter. 

As a matter of fact, the nature, strength and effects of non-pecuniary 
consideraticns in business behavior are problems that need to be in- 
vestigated. One may presume that producing larger production volumes, 
paying higher wage rates, or charging lower product prices than would 
be compatible with a maximum of money profits may involve for the 
business man a gain in social prestige or a certain measure of inner satis- 
faction.’° It is not impossible that considerations of this sort sub- 
stantially weaken the forces believed to be at work on the basis of a 
strictly pecuniary marginal calculus. 

During the war we were able to observe that patriotism was a strong 
force in the production policy of American business. There can be no 
doubt that many firms produced far beyond the point of highest money 
profits. To be sure, they made large profits, but in many instances they 
could have made still more money without the last, particularly ex- 
pensive, portions of output. Their conduct was not defined by the 
principle of maximization of meney profits.” 

Another of the possibly important qualifications in the analysis of the 
firm refers to the conflict of interests between the hired managers and 
the owners of the business. The interest of the former in inordinately 
large outlays or Investments may be capable of description in terms of a 


10 A gain in social prestige may sometimes increase the good will of a firm on which it expects 
to cash in later. If such a gain is an aim of the firm’s policy, it should be treated as a part of 
its pecuniary considerations. For example, a firm may grant extraordinarily high wage rates as 
a part of its selling and advertising expense; that is to say, it may hope that its “generous labor 
policy” will make its products more popular. A portion of current labor cost of the firm would 
then properly be allocated to future rather than current output. 


u Observance of laws and regulations presents a special problem for the analysis of business 
conduct. It will depend on business morals whether prohibited, unlawful alternatives may be 
regarded as definitely excluded and therefore non-existent; or whether they may be considered 
as possibilities subject only to certain peculiar risks. Assume, for example, that a price ceiling 
is fixed for the sale of a product, and fines are provided for violations. To the business man who 
is unconditionally law-abiding the ceiling price is the only possible price, regardless of how 
insistently some of his customers may tempt him with higher bids. To the business man, how- 
ever, who abides by the law only because of the risk of being found out and fined, “demand 
prices” above the ceiling are real possibilities and the risks of penalties are additions to cost or 
deductions from revenue. If the sanctions for violations include jail sentences, the risk becomes 
largely non-pecuniary and it is up to the potential violator, or to the theorizing economist, 
whether or not that risk will be “converted” into money terms. Black-market prices are in 
part the result of such risk conversions. 
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pecuniary calculus, but it is not maximization of the firm’s profits which 
serves here as the standard of conduct. Maximization of salaries and 
bonuses of professional managers may constitute a standard of business 
conduct different from that implied in the customary marginal analysis 
of the firm. The extent to which the two standards would result in 
sharply different action under otherwise similar conditions is another 
open question in need of investigation. At this juncture we know only 
that a qualification must be made. How much it may modify the results 
of marginal analysis of the single firm we do not know. 


B. Marginal Productivity and Cost of Input 


The Firm, the Industry, the Economy 


Marginal productivity has different meanings in the equilibrium 
theories of the single firm, the industry, and the whole economy. In the 
theories of demand for particular ‘factors of production” (productive 
services) by the industry or economy as a whole marginal productivity 
analysis is of another methodological character than in the theory of 
factor employment by the individual firm: the level of abstraction and 
the frame of reference are different. 

In this article we are concerned only with the analysis of the single 
firm. Like marginal product cost and marginal revenue in the theory of 
the firm’s output, marginal factor cost and marginal productivity are 
the variables in the theory of the firm’s input. 


Determination of Input and Output 


In a sense, the determination of input on the basis of factor cost and 
factor product is merely the reverse side of the determination of output 
on the basis of product cost and revenue. In the former, the cost of‘and 
revenue from employing additional factors are balanced; in the latter, 
the cost of and revenue from producing additional product are balanced. 
‘Before we draw curves for the cost of production of a good, we must 
assume that the supply curves of the factors of production are known, 
because the buying prices of factors are among the things that make up 
production cost. Before we draw curves for the revenue productivity of a 
factor we must assume that the demand curves for the products made 
with the help of this factor are known, because the selling prices of 
products are among the things that make up factor productivity. Hence, 
in each pair of curves one of the curves comprises the data shown in one 
curve of the other pair. 

The interrelationship between the four curves (or functions) can be 
shown schematically as follows: 
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Determination of input 
Supply of factor Productivity of factor 
Cost of product Demand for product 


Determination of output 


A fifth set of data, the production function, showing the technological 
transformation of factors into products, is implied in both pairs of 
curves: in the analysis of output it is among the data determining the 
cost of production; in the analysis of input it is among the data deter- 
mining the productivity of the factor.” 

These remarks should make it clear that neither of the two analyses 
is prior to the other. They are of strictly equal rank, merely two ways 
of looking at the same thing, namely, the conduct of a single firm maxi- 
mizing its profits. The only difference is that the significant magnitudes 
of the analysis are, on the one side, units of factors (such as labor hours) 
and, on the other side, units of product. 


Marginal Net Revenue Productivity 


When we speak in the analysis of the firm of ‘‘marginal productivity” 
of a factor, this is an abbreviation for longer but synonymous expres- 
sions such as “marginal value productivity” or “marginal net revenue 
productivity.” 

The following steps are pedagogically expedient in explaining the 
concept of marginal net revenue productivity: 

(1) Determine by how much a given physical volume of production, 
X, is increased if the employment of a particular factor is in- 
creased slightly (e.g., by one unit), and call the output increase 

_ the factor’s “marginal physical product,” MPP. 

(2) Determine the selling price, P, at which MPP can be sold. 

(3) Multiply MPP by P in order to obtain the “value of the marginal 
physical product,” VMPP. 

(4) Determine whether X, because of the sale of MPP, has to be sold 
at a price lower than it would sell if MPP were not sold; if so, 
multiply this price reduction, AP, by X, and obtain the “revenue 
loss on sales because of price cut,” X AP. 

32 This shows that the customary analysis lacks elegance. Production cost and factor pro- 
ductivity are “derived” rather than “original” data. One could do more elegantly with only 
three sets of data: (a) the possibilities of buying productive services (the factor supply func- 


tion), (b) the possibilities of transforming them into products (the production function), and 
(c) the possibilities of selling the products (the product demand function). 
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(5) Deduct X AP from VMPP in order to obtain the “marginal 
gross revenue product,” MGRP. 

(6) Determine whether the production of MPP was connected with 
increased or decreased outlays for any other complementary or 
substitutable means of production (materials, fuel, lubricants, 
labor of any sort, capital funds, wear and tear of equipment, etc.), 
exclusive of the factor in question, and call them (positive or 
negative) “incidental expenses,” AC. 

(7) Deduct AC from MGRP in order to obtain the “marginal net 
revenue product,” MNRP. 


The use of the word “revenue” as an adjectival modifier is preferred 
by many writers in order to stress (a) the distinction between physical 
product and money product, and (b) the fact that marginal revenue is 
Jess than selling price if it takes a price cut to dispose of additional out- 
put. The use of the word “net” is preferred in order to stress the fact 
that additional output will rarely be produced efficiently by increasing 
the employment of one particular factor while leaving all other outlays 
unchanged; as a rule, some other adjustments will be appropriate. That 
“marginal productivity” refers regularly to a net revenue product has 
been clear to economic theorists for over fifty years. 


Technology, Market and Supply Conditions 


The marginal net revenue product of a factor, at some level of em- 
ployment, becomes zero or negative. This may be due to technological 
difficulties—shown in step (1) of the above scheme—or to difficulties in 
marketing—shown in step (4)—-or to difficulties with other supplies and 
expenses—shown in step (6). 

On the other hand, it is possible that both the marginal physical 
product and the marginal gross revenue product are zero and, neverthe- 
less, the marginal net revenue product is positive. This will be the case 
if additional units of factor are used only to secure “incidental reductions 
in expenses” for other means of production (7.e., substitution) rather 
than an increased production volume. For example, an additional un- 
skilled laborer may be employed as another watchman to reduce the 
“use” of certain materials which are in heavy demand outside of the 
plant. Or he may be employed to dust or cleanse certain valuable equip- 
ment and thus reduce outlays for repairs or replacements. Substitution 


18 E.g., “the net product .. . is the net increase in the money value of . . . total output after 
allowing for incidental expenses.” (Alfred Marshall, Principles of Economics, 8th Edition, p. 
521.) For a more detailed discussion of the concept, see my essay, “On the Meaning of the 
Marginal Product,” Explorations in Economics, Contributed in Honor of F. W, Taussig (New 
York and London, 1936), pp. 250-63. 
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of this sort is nearly always possible” and will usually make for positive 
marginal net revenue productivities even where marginal gross revenue 
productivities are negative because of limitations in the demand for the 
product. 

Marginal productivity reflects all sorts of technological possibilities. 
An increased amount of the factor may be used (a) for reducing other 
expenses without increasing total output (substitution in the narrow 
sense), (b) for increasing total output with no or few adjustments in the 
use of other factors (substitution in a wider sense), and (c) for increasing 
total output with corresponding increases in the use of other factors 
(inclusive of long-run adjustments, possibly without any substitution). 
In the last case the incidental expenses will certainly absorb the major 
portion of the marginal gross revenue product. 

Marginal productivity reflects also all possible situations in the 
demand for the product. If demand is completely inelastic beyond a 
certain volume, that is, if additional output is not saleable at all, the 
effect upon marginal productivity is not any worse than if larger outputs 
can be marketed at severely reduced prices. For whenever the elasticity 
of demand is less than unity, gross revenue from larger outputs would 
be lower than from smaller outputs. Hence, the marginal gross revenue 
product of the factor would become negative. Possibilities of landing 
additional orders at a price discount but without affecting the rest of 
the business (that is, possibilities of price discrimination) would show in 
the fact that no deduction for revenue loss would have to be made from 
the value of the marginal physical product. Whatever views the firm 
may have concerning the market for its product are fully reflected in 
the marginal productivity of the factors employed. 

Marginal productivity, finally, reflects all possible conditions of 
supply of complementary and substitutable factors. Extreme scarcity of 
a complementary factor may cause a most rapid decline in marginal 
productivity. Increased supply of a substitutable factor may drastically 
reduce the whole marginal productivity schedule. 

While the conditions of supply of complementary and substitutable 
factors are among the data determining the marginal productivity of a 
particular factor of production, the conditions of its own supply are 
regarded as a separate matter. The “incidental expenses” of increased 

14 The assumption of fixed coefficients of production sometimes affords convenient and per- 
missible simplifications of analysis. But in actual fact, substitution is a practical possibility in 
almost any production. Beginners sometimes think that substitution of labor for capital must 


mean the scrapping of machines and shifting of their functions to hand labor. Better care or 
maintenance work for equipment, postponing the need for replacement, constitutes a clear 


case of substitution of labor for capital. Increased utilization of plant capacity with increased _ 


employment and output also raises the ratio of labor to capital and is another form of substitu- 
tion. 
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employment of the factor do not include any of the cost of that factor. 
The cost of the factor itself is not a part of its marginal net productivity 
but, instead, is the counterpart with which a balance is sought. 


Marginal Factor Cost 


Where the supply of the factor is perfectly elastic at a given point, 
that is, where the firm may be able to employ an additional amount 
without having to pay for it a higher price per unit, the “marginal factor 
cost” is equal to the price of the factor (wage rate). If, however, by 
purchasing or employing more of a factor the firm bids up the price not 
only of the additional units of the factor but also of the units previously 
err ployed, this increase in outlay is a part of the cost of the additional 
erployment. The additionally employed factors would cost the firm 
not only what they themselves are paid but also the incidental increase 
in the pay of their fellow factors. 

Marginal factor cost, in other words, is the total increase in payment 
for the particular type of productive service: it consists of (1) the price 
(wage) paid to the additionally employed, and (2) the price increase 
(wage increase) paid for the amount of services employed before the 
addition. In the case of labor, these increases may be due to union action 
anticipated because of the increased demand for labor, or to the im- 
possibility of discriminating against older employees when new ones can 
be attracted only at higher rates of pay. 

In considering any increase in employment the employer will ask him- 
self whether the additional services will “pay for themselves,” that is, 
what they will cost him and what they will be worth to him. This js all 
that the economist means when he says that the employer, maximizing 
his profits, equates marginal factor cost with marginal productivity. 


Monopoly, Monopsony, Discontinutties 


Neither the existence of monopoly nor of monopsony need invalidate 
the proposition that the firm will equate marginal productivity and 
marginal cost of Input. For any degree of monopoly is fully reflected in 
marginal net revenue productivity, and any degree of monopsony is 
fully reflected in marginal factor cost. 


16 To be sure, there may be a large difference between the price of the factor and the value of 
its margina] physical product. This difference is due to (a) the reduction in product price that 
the firm must grant to its customers in order to dispose of an increased output and (b) the 
increase in factor price that the firm must grant to its suppliers or employees in order to ac- 
quire an increased input. These two parts of the spread between the price of the factor and the 
value of its marginal physica! product have been called (a) “monopolistic exploitation” and 
(b) “monopsonistic exploitation” of the factor. These terms, misleading in several respects, are 
merely to remind the student of the fact that the spread would not exist if the firm were (a) 
selling its products under pure competition and (b) buying its factors under pure competition. 
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Discontinuity of the marginal productivity and marginal factor cost 
curves, however, may make it impossible for the two magnitudes to be 
equal. If marginal factor cost at a certain level of employment is below 
marginal productivity but would be above it at the next higher possible 
level of employment, the firm will stop short of the latter. Moderate 
jerks from ‘‘marginal cost below revenue” to “marginal cost above 
revenue” are nothing unusual in arithmetic illustrations; in geometric 
curves they occur only under special assumptions. 

For example, marginal net revenue productivity may precipitously 
drop at a given employment if the product is sold under certain oligopoly 
conditions (involving high elasticity of demand in the case of a price 
increase and low elasticity in the case of a price reduction™) and if the 
factor is not easily substitutable for other factors. The marginal factor 
cost curve might intersect this marginal productivity curve in its vertical 
portion. Likewise, marginal factor cost may precipitously rise at a given 
employment if the factor is bought or hired under certain oligopsony 
conditions (involving high elasticity of supply in the case of a reduction 
in the factor price and low elasticity in the case of a raise.) The marginal 
productivity curve might intersect this marginal factor cost curve in its 
vertical portion. Under such circumstances the firm would be in equilib- 
rium, with its profits maximized, at a volume of input (employment) at 
which marginal factor cost is below marginal productivity. 


Subjectivity, Range, Concreteness 


Almost everything that has been said in earlier sections concerning 
the meaning of marginal revenue and marginal cost of output holds 
true, mutatis mutandis, in regard of the meaning of marginal produc- 
tivity and marginal cost of input. More specifically, we should emphasize 
that 

(1) the concepts are to be understood as referring to subjective 
estimates and conjectures; 

(2) the range of imagined variations of the magnitudes in question 
may be rather narrow; 

(3) the time-range of the relevant anticipations will depend on the 
cirumstances of each case and will rarely be confined to the short run; 

(4) the estimates need not be reduced to definite numerical values; 

(5) non-pecuniary considerations may effectively compete with those 
pertaining to the maximization of money profits. 

It is probably unnecessary to expatiate again on these points in con- 
nection with marginal productivity analysis. Only on the subject of 


16 Under such oligopoly conditions the firm will maximize profits at a volume of output at 
which marginal revenue is above marginal cost. 

17 Oligopsony in the labor market is probably not as frequent as oligopoly in the product 
marker, 
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numerical definiteness does further discussion seem advisable, especially 
in view of what was said above about the concept of marginal net 
revenue productivity. The process by which this magnitude may be 
derived, involving seven separate “steps” and at least as many variables, 
is rather formidable. If this analytical pattern were taken as a realistic 
description in photographic likeness of the actual reasoning of the 
typical employer, the employer would have to be endowed with talents 
which only few possess in reality. 
An analogy may explain the apparent contradiction. 


The “Extreme Difficulty of Calculating” 


What sort of considerations are behind the routine decision of the 
driver of an automobile to overtake a truck proceeding ahead of him at 
slower speed? What factors influence his decision? Assume that he is 
faced with the alternative of either slowing down and staying behind the 
truck or of passing it before a car which is approaching from the opposite 
direction will have reached the spot. As an experienced driver he some- 
how takes into account (a) the speed at which the truck is going, (b) the 
remaining distance between himself and the truck, (c) the speed at 
which he is proceeding, (d) the possible acceleration of his speed, (e) the 
distance between him and the car approaching from the opposite direc- 
tion, (f) the speed at which that car is approaching; and probably also 
the condition of the road (concrete or dirt, wet or dry, straight or wind- 
ing, level or uphill), the degree of visibility (light or dark, clear or foggy), 
the condition of the tires and brakes of his car, and—let us hope—his 
own condition (fresh or tired, sober or alcoholized) permitting him to 
judge the enumerated factors. 

Clearly, the driver of the automobile will not “measure” the variables; 
he will not “calculate” the time needed for the vehicles to cover the 
estimated distances at the estimated rates of speed; and, of course, none 
of the “estimates” will be expressed in numerical values. Even so, with- 
out measurements, numerical estimates or calculations, he will in a 
routine way do the indicated “sizing-up”’ of the total situation. He will 
not break it down into its elements. Yet a “theory of overtaking” 
would have to include all these elements (and perhaps others besides) 
and would have to state how changes in any of the factors were likely 
to affect the decisions or actions of the driver’ The “extreme diff- 
culty of calculating,’ the fact that “it would be utterly impracti- 
cal”? to attempt to work out and ascertain the exact magnitudes of the 

18 Very cautious drivers are apt to work with so wide safety margins that small changes in 
the “variables” may not affect the actions. Timid souls may refuse to pass at all when another 
car is in sight. 

19 Lester, Am. Econ. Rev., Vol. XXXVI, No. 1, p. 72. 

2¢ Lester, ibid., p. 75. 
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variables which the theorist alleges to be significant, show merely that 
the explanation of an action must often include steps of reasoning which 
the acting individual himself does not consciously perform (because the 
action has become routine) and which perhaps he would never be able 
to perform in scientific exactness (because such exactness is not neces- 
sary in everyday life). To call, on these grounds, the theory “invalid,” 
‘unrealistic’ or “inapplicable” is to reveal failure to understand the 
basic methodological constitution of most social sciences. 

Imagine an empirical researcher attempting to test by a naive ques- 
tionnaire method the “theory of overtaking,” questioning hundreds of 
drivers about their ability to estimate distances and speed, and to cal- 
culate the relevant time intervals and the degrees in which a small 
change in any one of the variables affected the result. Would he not 
obtain the most hopeless assortment of answers? Would not these an- 
swers support the conclusion that the assumptions of the theorists had- 
been wrong and that one must look for other explanations? Yet I can 
hardly believe that any sensible person would deny the relevance of the 
enumerated variables and would contend, for example, that speed and 
distance of the approaching automobile could not have been taken into 
account by the driver passing the truck, because he was not good in 
mathematics.” 


The Analysis of Change Needs No Exactness 


The business man who equates marginal net revenue productivity 
and marginal factor cost when he decides how many to employ need 
not engage in higher mathematics, geometry, or clairvoyance. Ordi- 
narlly he would not even consult with his accountant or efficiency 
expert in order to arrive at his decision; he would not make any tests or 
formal calculations; he would simply rely on his sense or his “feel” of the 
situaticn. There is nothing very exact about this sort of estimate. On 
the basis of hundreds of previous experiences of a similar nature the 
business man would ‘‘just know,” in a vague and rough way, whether 
or not it would pay him to hire more men. 

The subjectivity of his judgments is obvious. Just as different drivers 
may reach different conclusions about the advisability of passing an- 
other car under given “objective” conditions, different business men will 
have -different “hunches” in a given situation. The subordinates or 
partners of the man who makes a decision may sharply disagree with 
him; they may see the situation quite differently. They may be more 
optimistic about the possibilities of obtaining more orders with only 


21 Driving at night, when he has nothing to go by except the size and brilliance of the head- 
lights of the approaching cars, the experienced driver becomes conscious of the fact that in 
daytime he has better ways of sizing up their speed and distance. With reduced visibility he 
will “calculate” with greater safety margins. 
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slight price concessions or through increased sales efforts (which would 
raise both the marginal revenue and marginal productivity curves drawn 
by the theorist to characterize their considerations). Or they may be more 
certain about the technical possibility of achieving a larger output by 
certain production methods (which would lower the marginal cost curve, 
and could raise or lower the marginal productivity curves). Some de- 
cision, usually a routine decision without debate, is made, or at least 
some action is taken; and the decision or action is necessarily affected 
by the business man’s conjectures concerning sales possibilities and pro- 
duction possibilities. ” 

The way in which changes in the essential variables will affect the 
probable decisions and actions of the business man is not much different 
if the curves which the theorist draws to depict their conjectures are a 
little higher or lower, steeper or flatter. These curves are helpful to the 
student of economics in figuring out the probable effects of change — 
in learning in what direction output, prices and employment are likely 
to be altered, and under what circumstances increases or decreases are 
likely to be drastic or negligible. Better markets or higher costs are 
likely to affect business men of different vision or daring in rather simi- 
lar ways; and any differences can be conveniently “typed” in terms of 
shapes, positions and shifts of the curves into which the theorist con- 
denses the business men’s conjectures. 

Equipped with this understanding of the meaning and purposes of mar- , 
ginal analysis, we may proceed to a discussion of the findings of empiri- 
cal research which purportedly failed to verify it — or by which it was 
deemed to be contradicted and disproved. 


II. EMPIRICAL RESEARCH ON THE SINGLE FIRM 


There is not as yet available any large amount of material derived 
from systematic empirical research on the business conduct of the single 
firm. But almost everybody interested in these questions has had oc- 
casional conversations with business men, and the Impressions gained 
from such inquiries into the business men’s experiences often form an 
empirical basis for the doubts which so-called “realistic” critics .enter- 
tain of “theoretical” analysis. 

I submit that the few systematic and the many casual researchers 
have often been misled by pitfalls of semantics and terminology and by 
a naive acceptance of rationalizations in lieu of genuine explanations of 
actions. 


Economists’ Vocabulary and Business Language 


The vast majority of business men have never heard of expressions 
such as elasticity of demand or supply, sloping demand curves, mar- 
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ginal revenue, marginal cost. If they do not know the words or the con- 
cepts, how can they be supposed to think in these terms? A scattered 
few of the men may have been exposed to such words and ideas in half- 
forgotten college courses, but they have found in practice they had no 
use for a vocabulary unknown to their associates, superiors, subordi- 
nates, and fellow business men. Thus the most essential terms in which 
economists explain business conduct do not exist in the business man’s 
vocabulary. Does this not prove that thd explanations are unrealistic or 
definitely false? 

Only an inexperienced researcher could draw such a conclusion. The 
technical terms used in the explanation of an action need not have any 
part in the thinking of the acting individual. A mental process in every- 
day life may often be most conveniently described for scientific purposes 
in a language which is quite foreign to the process itself. 

To ask a business man about the “elasticity of demand” for his pro- 
duct is just as helpful as inquiring into the customs of an indigenous 
Fiji Islander by interviewing him in the King’s English. But with a lit- 
tle ingenuity it is possible to translate ideas from the business man’s 
language into that of the economist, and vice versa. Questions such as 
“ Do you think you might sell more of this product if you cut the price 
by 10 per cent?” or “How much business do you think you would lose if 
you raised your price by 10 per cent?” will evoke intelligent answers in 
most cases provided the questions are readily reformulated and adapted 
to the peculiarities of the particular man and his business. Often it will 
be necessary to know a good deal of the technology, customs and jargon 
of the trade, and even of the personal idiosyncrasies of the men, before 
one can ask the right questions. A set formulation of questions will 
hardly fit any large number of business men in different fields and, hence, 
questionnaires to be filled out by them will rarely yield useful results. 


Rationalizations of Decisions or Actions 


Psychologists will readily confirm that statements by interviewed in- 
dividuals about the motives and reasons for their actions are unreliable 
or at least Incomplete. Even if a person tries to reconstruct for himself 
in his memory the motives and reasons for one of his past actions, he 
will usually end up with a rationalization full of afterthoughts that may 
make his actions appear more plausible to himself. Explanations given 
to an interviewer or investigator are still more likely to be rationaliza- 
tions in terms that may make the particular actions appear plausible 
and justified to the inquirer. In order to be understood (and respected) 
the interviewed person will often choose for his “explanations” patterns 
of reasoning which he believes to be recognized as “sound” and “fair” 
by others. Most of these rationalizations may be subjectively honest and 
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truthful. It takes an experienced analyst to disentangle actual from im- 
aginary reasons, and to separate relevant from irrelevant data, and 
essential from decorative bits of the information furnished. Written re- 
plies to questionnaires are hopelessly inadequate for such purposes.” 

Questions of business policy are particularly difficult objects of in- 
quiry because the business man usually is anxious to show by his answers 
that he is intelligent, well informed, and fair. The standards of fairness 
and business ethics to which he wishes to conform are often those which 
he believes are accepted by his lawyers, accountants, customers, com- 
petitors, fellow citizens, economists and whatnot. Only through de- 
tailed discussions of different situations and decisions, actual as well as 
hypothetical, will an investigator succeed in bringing out true patterns 
of conduct of the individual business man.” 


A. Average Cost and Price 


One of the conclusions of casual or systematic empirical research on 
the business firm is that business men do not pursue a policy of maxi- 
mizing profits, and of pricing according to the marginal cost and mar- 
ginal revenue principle, but instead follow rules of pricing on the basis 
of average cost calculations even where this is inconsistent with profit 
maximization. 

We shall attempt to reinterpret the findings of systematic research 
along these lines. For this purpose we must first clear up some misunder- 
standings which appear to have contributed to the support for the aver- 
age-cost theory of pricing. 


Averaging Fluctuating Costs and Prices 
In discussions with business men I have found that two different types 


2 Cf. George Katona, Price Control and Business (Bloomington, Ind., 1945), p. 210. He 
states that “only detailed interviews can probe into the motives behind business decisions.” 


23 For further comments on the difficulties of good empirical research on business conduct, 
see my paper “Evaluation of the Practical Significance of the Theory of Monopolistic Com- 
petition,” Am. Econ. Rev., Vol. XXIX (1939), p. 233. After discussing the policies of my former 
business partners I concluded (p. 234): “An investigator who would have based his findings on 
their answers to questionnaires or even on personal interviews, would have come to erroneous 
results. An investigator who could have seen all the actually or potentially available statistics 
would have come to no results at all. The only possibility for a fruitful empirical inquiry into 
these problems lies, I think, in the more subtle technique of analyzing a series of single business 
decisions through close persona] contact with those responsible for the decisions.” 


2 According to modern theory price equals average cost (inclusive of normal profit) chiefly 
under the pressure of competition. The individual firm will charge a price above or below 
average cost depending on the situation and in line with the marginal calculus. However, 
when price has risen above average cost, other firms will expand production and new firms 
will enter the industry and their competition tends to reduce price to the average cost level. 
Thus it is not the price policy of the individual firm but the pressure of actual or potential 
competition which makes prices equal to average cost. In contrast with this, the theory ad- 
vanced by the critics of marginal analysis asserts that firms set their prices according to average 
cost regardless of the state of competition and regardless of the market situation. 
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of averages must be distinguished: averages over time and averages as 
a function of the volume of output. 

Selling prices frequently fluctuate over time, not only cyclically and 
seasonally but during the week or the day. In calculations for invest- 
ment, cyclical price fluctuations will be taken into account and average 
prices will be estimated. In planning the production of seasonally de- 
manded goods—summer dresses, swimming suits, winter sport clothes, 
Christmas toys—price discounts for off-season sales will be counted 
into the average selling price. Hotels in resorts may charge preferential 
rates for guests arriving on Tuesdays and leaving on Thursdays; whole- 
sale grocers will dispose of over-ripe fruit and vegetables at reduced 
prices; public utilities may charge lower rates to industrial off-peak 
customers; in all these cases the firms will have to figure out their aver- 
age revenue or average price. 

Costs may show similar fluctuations over time. Raw materials and 
fuel prices may vary cyclically and seasonally, electric power rates even 
over different hours of the day. Seasonal changes of the weather may 
cause cost differences in several technical processes—natural instead of 
artificial heat for drying when wind, temperature and humidity are 
favorable; hydroelectric instead of steam-generated power when rivers 
carry sufficient water; and so on. These and hundreds of other reasons 
call for calculations of average costs by the affected business firms. 

The average revenues and average costs which must be calculated to 
take care of such variations over time are not in the least inconsistent 
-with the marginal revenue and marginal cost principles. Indeed, if in- 
creases in output are under consideration, the marginal changes of reve- 
nue and cost as functions of output will have to comprise any changes 
over time that will affect revenue or cost. That the firm figures with these 
averages over time does not mean that it makes its decisions concerning 
price policies on the basis of an average-cost rule rather than the maxi- 
mum-profit rule. 


Aciual versus Potential Average Costs 


The absence of the expressions “marginal cost” and “marginal reve- 
nue” from the business man’s vocabulary and the fact that he usually 
explains his price policy in terms of “average cost” account for a good 
part of the skepticism of the empiricists. Yet, the words used are not 
indicative of the lines of thinking; the marginal calculus may be followed 
. without pronouncing or knowing any of the terms in question. 

In the economist’s jargon, the business man who considers taking 
more business is supposed to say to himself: “At the increased volume of 
output, marginal cost will be this muchand marginal revenue that much.” 
(Statement I.) In a literal translation into everyday language, he would 
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say, “The increase in production will cost me this much and will bring 
in that much.” (Statement IT.) He could say it also in a different version: 
“The increase in business will raise total costs from this to this much, 
and total receipts from that to that much.” (Statement ITI.) These state- 
ments are absolutely equivalent, all expressing the marginal calculus 
of variations. 

The same thing can also be expressed in a fourth, much more compli- 
cated way: “The increase in business will change average cost from this 
to this much, and average price from that to that much; it will, there- 
fore, change profits by changing the margin of so and so much, times 
an output of this much, to a margin of so and so much, times an out- 
put of that much.” (Statement IV.) With all its complications the 
statement is still equivalent to the former ones. It is a bit foolish to divide 
total costs and receipts by the output figures just in order to multiply 
afterwards the differences again by the output figures; but it is not in- 
correct. The average cost figures as such are, of course, irrelevant in the 
calculation.” 

The average cost figures, in spite of their prominent place in our busi- 
ness man’s complicated statement, had no place in his actual decision. The 
decision was based on the profitableness of the added business. When 
not only the current but also the potential average cost—that is, the 
average cost at a different production volume—and also the change in 
total receipts are considered, then the reasoning is true marginal cal- 
culus, not average-cost reasoning as some mistakenly believe. 


Average-Cost Pricing as the Lawyer's Ideal 


Generations of lawyers have accepted and proclaimed the fairness of 
the average-cost standard of pricing. Decades of regulatory experiments 
and arguments, and a long history of court decisions, have emphasized 
the average-cost principle as the just basis of pricing. Is it then sur- 
prising that business men try to explain their pricing methods by aver- 
age-cost considerations? 


2 This can be easily illustrated by assuming any set of figures. Assume that the firm con- 
siders taking new orders for 1,000 tons of product, reducing its average price. Statement IV 
might read: “The increase in business from 10,000 tons to 11,000 tons will raise total cost from 
$80,000 to $86,900 and, hence, will reduce average cost from $8.00 to $7.90; it will raise total 
receipts from $99,500 to $107,800 and, hence, will reduce average price from $9.95 to $9.80; 
it will, therefore, raise profits by changing a margin of $1.95, times an amount of 10,000, że., 
$19,500, to a margin of $1.90, times an amount of 11,000, t.e., $20,900. Let’s take the business.” 

Statement IIL would read under the same circumstances: ‘The increase in business will 
raise total costs from $80,000 to $86,900, that is by $6,900, and will raise total receipts from 
$99,500 to $107,800, that is by $8,300. Let’s take the business.” 

Statement II on the same situation would read: “The increase in production will cost me 
$6,900 and will bring in $8,300. Let’s take the business,” 

Statement I, finally, would read: “At the increased volume of output, marginal cost will be 
$6.90 and marginal revenue $8.30. Go ahead.” 
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Corporations in regulated industries are sometimes caught in their 
official price justifications: a change in the market situation may make 
it wise and profitable to change the selling price, but that price has been 
anchored to an average-cost calculation which it is now difficult to disa- 
vow. The companies cannot very well submit to their regulatory com- 
missions revised average-cost calculations every time market conditions 
change. They have to put up with relatively inflexible prices which, were 
it not for the regulatory authorities, might be as much against their own 
interests as against those of the consumers. 

More often, however, the business man is not conscious of the fact 
that he uses average-cost considerations merely as rationalizations or 
justifications. Selling with high profit margins might indicate monopoly 
and “squeezing of the consumer”; selling below cost might indicate un- 
fair competition and “cutting the throat of the competitor.” As a good 
citizen the business man wishes to avoid both these wicked practices. As 
long as he can justify his prices as covering “average cost plus a fair 
profit margin” he can say, to others as well as to himself, that he 
is living up to the accepted standards of law and decency. Ii this “fair 
profit margin” is at times a bit generous and at other times rather thin, 
he can still justify his price. (That such variations betray his “explana- 
tion” of this pricing method as incomplete or untenable may escape his 
attention as well as that of his inquirers.) 


Average-Cost Pricing as the Accountants Ideal 


Selling price must cover average cost inclusive of overhead and fair 
profit margin if the business enterprise is to live and to prosper. A good 
accountant regards it as his duty to watch over the soundness of the firm’s 
pricing methods and to warn against prices below full cost. 

Practical and academic accountants have sometimes’ attacked the 
marginal-cost principle as a fallacy conducive to practices that are li- 
able to result in business losses. They have reasoned that a general appli- 
cation of differential cost considerations might mean that firms forget 
that they ought to recover their overhead in some part of their business. 

Reasoning of this sort reveals a twofold misunderstanding of the mar- 
ginal principle. (a) That marginal cost does not “include” fixed over- 
head charges need not mean that it will always be below average total 
cost; indeed, marginal cost may equal or exceed average cost. (This will 
always be true for volumes of output at or beyond “optimum capacity” 
of the firm.) (b) To use marginal cost as a pricing factor need not mean 
that price will be set at the marginal cost level. Indeed, this will never be 
done. In the exceptional case of pure competition, price cannot be “set” 
at all but is “given” to the firm and beyond its control; and marginal cost 
will be equal to price not because of any price policy but only because 
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of adjustments in the firm’s production volume. In the normal case of 
monopolistic competition, the firm will never charge a price as low as 
marginal cost; it will charge a price at which marginal revenue is equal 
to marginal cost, and this price must therefore be above both. 

It is a stupid misunderstanding to believe that the use of marginal 
cost in the business man’s pricing technique implies an advice that sell- 
ing price should be set at the marginal cost level. Marginal cost and mar- 
ginal revenue considerations mean nothing else but what a business man 
means when he asks himself: “Could I get some more business and would 
I want it under the conditions under which I could get it”? 

The idea, held by some accountants, that pricing on the basis of the 
marginal principle would sacrifice profits is the opposite of the truth— 
except in one very special sense: where the average~-cost rule has been 
used as a monopolistic device, resort to the marginal principle might be 
taken to mean abandonment of a cartel arrangement in the industry and 
“outbreak” of unrestricted competition. 


Average-Cost Pricing as a Cartel Device 


In times of depression business men often discover that it is wiser to 
lose only a part rather than all of their overhead cost; that it is better to 
sell at prices below full cost than to stick to prices which would. cover all 
costs but at which they cannot sell. They usually deplore these devia- 
tions from the full-cost principle of pricing and argue that nobody 
would have to sell below cost if nobody did sell below cost. 

Price fixing among producers or official price codes may in such situa- 
tions succeed in the maintenance of a monopolistic level of price in spite 
of strong temptations for competitive price cutting. Tacit understand- 
ings about the observation of average-cost rules of pricing sometimes 
constitute an alternative way of achieving price maintenance in a declin- 
ing market. Moral suasion in the direction of ‘good accounting” and of 
“sound pricing” on the basis of “full cost” may be an effective device of 
domestic price cartels (through trade associations or in the form of tacit 
understandings). 

Outright price fixing, just as any other cartel agreement, is a device to 
affect the estimates of demand conditions for the products of the individ- 
ual firms. Only if demand as seen by the individual seller is effectively 
changed through his anticipations of serious reactions on the part of 
his competitors and fellow cartel members will he find it advantageous 
to restrict his output to the extent necessary for the maintenance of the _ 
agreed price. The essential effect of the agreement is upon the elasticity 
of the expected demand. As a rule, elasticity becomes absolutely zero 
(that is, the demand curve breaks off abruptly) at the largest volume of 
output which the individual cartel member thinks he can sell at the 
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fixed price. If he considers price cutting in contravention of the agree- 
ment as a practical alternative, the demand curve will not break off but 
continue downward with reduced elasticity—reduced because of the 
risk of penalizing or retaliatory actions. 

The general adoption of an average cost rule is in effect a price agree- 
ment among the members of the particular industry. Where a trade as- 
sociation announces a representative “average cost,” the announced 
value need not tally at all with the average cost of an individual firm. 
Where cost conditions are believed to be very similar throughout the in- 
dustry, the understanding may be informal and tacit. It may be made 
entirely a matter of “business ethics” not to sell below average cost plus 
fair profit margin. For the firm which strictly observes this ethical code 
the demand curve breaks off abruptly at the output it can sell at that 
price. The average cost calculation of that firm takes the place of the 
fixed cartel price and is the essential determinant of its demand and mar- 
ginal revenue considerations. 

If a business man believes that the best policy for him in the long run 
is to stick to the cartel, this does not mean that he disregards the mar- 
ginal principle. On the contrary, the feared consequences of breaking 
away from the cartel, its probable effects upon long-run demand and 
revenue, dictate his continued adherence. Likewise, if violations of the 
ethical code of average-cost pricing are feared to have adverse conse- 
quences, continued membership in this “ethical cartel” is not a depar- 
ture from the marginal principle. The average-cost rule and the sanc- 
tions for violating it have the same sort of effects upon demand elasticity 
and marginal revenue which other types of price agreements have been 
shown to have. 


Average Cost as a Clue to Demand Elasticity 


Even without any ethical or unethical code prescribing an average- 
cost rule of pricing, average cost may be the most important datum for 
the estimate of demand elasticity. The elasticity of demand for any par- 
ticular product is determined by the availability of substitutes. In order 
to estimate how much business a firm may lose if it raises its price, it 
will consider whether existing or potential competitors can supply com- 
peting products at the particular price. The elasticity of supply from 
competing sources determines the elasticity of demand for the firm’s 
product. The supply from competing sources will depend on their actual 
or potential cost of production. And usually the best clue that a firm 
has to the production cost of competitors is its own production cost, 
corrected for any known differences of conditions. 

Assuming that competitors have the same access to production fac- 
tors, materials and technology, their production cost can not be much 
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different from that of a particular producer who may just be weighing 
the chances of a price increase. In the absence of any cartel arrangements 
he will have to count on his competitors to expand their business at his 
expense if he ventures to raise his selling price above average cost. Where 
he need not fear the capacity of existing competitors, but entry into the 
industry is relatively easy, he will have to reckon with newcomers’ 
competition if he makes the business too attractive by allowing himself 
too generous a profit margin above average cost. Under such circum- 
stances he will know that he stands to lose too much business and had 
better stick ‘fairly closely to a price based on average cost. 

Notwithstanding any rationalizations of this price policy, the reasons 
for it lie in the competitiveness of the industry resulting in a high elas- 
ticity of demand visualized by individual sellers.” To “explain” this price 
by reference to some emotional attachment to the average cost principle 
is to miss the mark. The rôle of average cost in the firm’s pricing process 
in this case is to aid in gauging the elasticity of the long-run demand 
for its product. 


Reasons and Variables 


Seeing how many different rôles average cost may play in the pricing 
process without in the least contradicting the statement that marginal 
cost and marginal revenue determine output and price, one should rea- 
lize the dangers of attempts to use utterances of business men as 
evidence against the correctness of marginal analysis. 

Business men’s answers to direct questions about the reasons for 
charging the prices they are charging are almost certainly worthless. 
Every single fact or act has probably hundreds of “reasons”; the selec- 
tion of a few of them for presentation to the inquirer is influenced by the 
prejudices or old theories which the informant had impressed upon him 
by school, radio, newspapers, etc. 

Except in the case of a genuine decision leading to a recent change of 
policy, one may say that an approach much more fruitful than that of 
asking about reasons for some policy is to ask about reasons against 
its alternatives. Instead of asking for explanations of the price actually 
charged or the output volume actually produced, questions about “why 
not more” and “why not less” are likely to yield more revealing results. 
But even these answers must be checked and double-checked through a 
network of cross-examination, segregating and isolating certain vari- 
ables in a manner familiar to the scientist working with the calculus of 
variations and with the determination of partial derivatives. 

2 Where the average-cost rule is a cartel device, the elasticity of demand will be small or 
zero from the actually realized point on downward. When average cost is a clue to size up po- 


tential competition, the elasticity of demand will be high from the actually realized point on 
upward. The former prevents price reductions, the latter price increases. 
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Research on Actual Pricing Methods 


On the basis of marginal analysis of the firm and the industry, we 
should expect for most industries that price in the long run would not 
deviate too much from average cost, yet that the firm would attempt to 
get better prices when it could safely get them and would not refrain 
from cutting prices when it believed that this would increase its profits 
or reduce its losses. 

Now let us compare with this the findings of one of the empirical re- 
search undertakings which shook the researchers’ confidence in the mar- 
ginal principle and convinced them that business men followed the “‘full- 
cost principle” of pricing regardless of profit maximization. Inquiry was 
made through interview of 38 entrepreneurs.”’ “A large majority” of 
them explained that they charged the “full cost” price. Some, however, 
admitted “that they might charge more in periods of exceptionally high 
demand”; and a greater number reported “that they might charge less 
in periods of exceptionally depressed demand.’ Competition seemed to 
induce ‘‘firms to modify the margin for profits which could be added to 
direct costs and overheads.”?? Moreover, ‘‘the conventional addition for 
profit varies from firm to firm and even within firms for different prod- 
ucts.” 

This is precisely what one should have expected to hear. Do these 
findings support the theory of the average-cost principle of pricing? I 
submit that they give little or no support to it. The margins above aver- 
age cost are different from firm to firm and, within firms, from period to 
period and from product to product. These differences and variations 
strongly suggest that the firms consult other data besides or instead of 
their average costs. And, as a matter of fact, the reported findings in- 
clude some that indicate what other considerations were pertinent to the 
-price determinations by the questioned business men. 

Of 24 firms which gave reasons for not charging higher prices, 17 were 
tabulated as admitting that it was “fear of competitors or potential 
competitors” and a “belief that others would not follow an increase.” 
Another two stated that “they prefer a large turnover.’ To me the 19 
answers indicate that these business men were estimating the risk of 
losing business if they raised prices or, in other words, that they were 
concerned about the elasticity of demand. 

Of 35 firms which gave reasons for not charging lower prices, 4 firms 
explained that they were members of price-fixing combinations; 2 stated 

27 R. L. Halland C. J. Hitch, of. cit., p. 12. 

28 Thid., p. 19. | 

29 Loc. cit. 

80 R. L. Halland C. J. Hitch, op. cit., p. 20. 

i Ibid., p. 21. 
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that it was “difficult to raise prices once lowered”; and 21 referred di- 
rectly or implicitly to their estimates of demand elasticity. (Nine firms: 
“Demand unresponsive to price”; one firm: “Price cuts not passed on 
by retailers”; eleven firms: “Competitors would follow cuts.”) Only 8 
firms gave reasons other than monopolistic price fixing or monopolistic 
elasticity considerations; these 8 were listed as having ‘‘quasi-moral ob- 
jections to selling below cost.”3? Unfortunately the interviewers did not 
find out what these conscientious objectors to price cutting thought about 
the responsiveness of demand; and whether they would remain adamant 
if they were sure that a small price concession would produce a large 
increase in sales. I suspect that a cross-examination would have brought 
out the fact that the moral or quasi-moral views on price maintenance 
were regularly coupled with a very strong opinion that a price reduction 
would not produce sufficiently more business and, thus, would con- ` 
stitute useless sacrifice of profits. 

In any event, there is little or nothing in the findings of this inquiry 
that would indicate that the business men observed an average-cost rule 
of pricing when such observance was inconsistent with the maximum- 
profit principle. On the other hand, there is plenty of evidence in the 
findings that the business men paid much attention to demand elastic- 
ities — which to the economist is equivalent to marginal revenue con- 
siderations. 


The Absence of Numerically Expressed Estimates 


Why should others in the face of this evidence have come to the con- 
clusion that the marginal principle was not applied and profit maximi- 
zation not attempted by the group of business men studied? How could 
others have failed to be impressed by the facts just recited? 

It seems that their confidence in the conventional analysis was lost 
when they found to their surprise that the business man had no definite 
numerical estimates of the magnitudes relevant to the application of the 
marginal principle. They had assumed that a business man should 
“know” the elasticity of demand for his product, and now they were 
shocked to find ‘‘that the great majority of entrepreneurs were in pro- 
found ignorance with regard to its value.” A student who had expected 
to find exact estimates must indeed have been disappointed when most 
of his informants “were vague about anything so precise as elasticity.” 

The inquirers found the same vagueness with regard to marginal cost 
estimates. While the entrepreneurs usually computed direct cost and 


32 Loc. cit. 


33 R. F. Harrod, op. cit., p. 4. Concerning this discovery Mr. Harrod remarks R 
“This, indeed, must be regarded as one notable result of our inquiry.” 


31 R. L. Halland C. J. Hitch, op. cit., p. 18. 
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total overheads “with some pains at accuracy,’ they could not furnish 
any data on marginal cost. He who expected that marginal cost and 
marginal revenue were equated on the basis of precise calculations must 
feel stultified. The student who had to do homework computing marginal 
cost and revenue figures to the second or third decimal point may feel 
befooled when he learns that the business man does not do anything of 
the sort. But to conclude from the absence of definite numerical esti- 
mates that the magnitudes in question were irrelevant in the conduct of 
the firms is a non sequitur. On the basis of the previous discussion of this 
subject (see above pp. 534 ff.) we should understand that the construc- 
tion of a pattern for the analytical description of a process is not the 
same thing as the actual process in everyday life; and we should not ex- 
pect to find in everyday life the definite numerical estimates that are 
part of the scientific pattern. 

Apart from the absence of numerical estimates of marginal revenue 
and marginal cost it is difficult to see what other findings of the inquiry 
could have persuaded the researchers that they had disproved the theory 
of marginalism in the conduct of the firm. There is not a single proposi- 
tion in the tabulated results of the inquiry that can not be fully har- 
monized with marginal analysis. The “Analysis of Replies to Question- 
naire on Costs and Prices,” which the researchers presented as an ap- 
pendix to their report, contains a wealth of illustrative material— 
illustrative, as I see it, of the application of the marginal principle to 
business decisions of the single firm. 


B. Marginal Productivity and Wage 


Empirical research designed to verify or disprove marginal produc- 
tivity theory in the analysis of input of the individual firm is beset with 
difficulties. Few systematic endeavors have been made and none has 
led to any suggestion, however vague or tentative, of an alternative 
theory. Whereas in certain price research projects those who felt com- 
pelled to reject the marginal theory have advanced the average-cost 
theory of pricing as a substitute, no substitute theory has been forth- 
coming from those who decried marginal productivity theory. 


Statistical Research 


Empirical research on cost, price and output of the individual firm 
has resulted in several interesting attempts to derive marginal cost 
functions from statistical data; and also in one or two attempts to de- 
rive price elasticities of demand for a firm’s products. But nobody, to 
my knowledge, has ever undertaken to construct from actual data a 


35 R. F. Harrod, op. cit., p. 4. 
8 R. L. Hall and C. J. Hitch, op. cit., pp. 33-45. 
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marginal net revenue productivity curve for a given type of labor 
employed by a firm. The difficulties are formidable and, since the 
raw material for the calculations could not come from any records or 
documents but merely from respondent’s guesses of a purely hypo- 
thetical nature, the results might not be much more “authentic” than 
the schedules made up by textbook writers for arithmetical illustrations. 

Statistical studies of the relationship between wage rates and em- 
ployment in large samples of individual firms or industries would be 
nearly useless because we have no way of eliminating the simultaneous 
effects of several other significant variables, especially those of a psy- 
chological nature. An increase in wage rates may have very different 
effects depending on whéther the employer (1) (a) has foreseen it, (b) 
is surprised by it; (2) (a) reacts quickly to it, (b) reacts slowly to it; (3) 
(a) expects it to_be reversed soon, (b) expects it to be maintained, (c) 
expects it to be followed by further increases; (4) (a) assumes it to be 
confined to his firm, (b) assumes it to affect also his competitors, (c) be- 
lieves it to be part of a nation-wide trend; (5) connects it with an in- 
flationary development; or is influenced by any other sort and number of 
anticipations. Most of these moods and anticipations can be translated 
by the economist into certain shapes or shifts of the marginal produc- 
tivity functions of the firms; but since the researchers cannot ascertain 
or evaluate these conjectural “data” for the large number of firms con- 
tained in a representative sample, statistical investigations of the wage- 
employment relation of individual firms are not likely to yield useful 
results. . 


Questionnaire on Employment 


It has been pointed out above (p. 538) why the method of mailed ques- 
tionnaires without supporting interviews is hopelessly inadequate for 
empirical studies of business conduct. Even the most intelligently de- 
vised set of questions would not assure reliable and significant answers. 
Questions designed to achieve the necessary separation of variables 
~ would be so complicated and call for so high a degree of “abstract think- 
ing” on the part of the questioned business men that questionnaires of 
this sort would be too much of an imposition, and codperation would be 
too small. Although the questions in Professor Lester’s research project 
on employment did not even approach these standards, he received only 
56 usable replies from 430 manufacturers whom he had asked to fill out 
his questionnaires.®” 

Professor Lester’s questionnaires suffered not merely from the inher- 
ent weaknesses of the method but also from defects in formulation. These 
defects were so serious that even the most complete, reliable and intelligent 


37 R. A. Lester, Am. Econ. Rev., Vol. XXXVI, No. 1, pp. 64-65. 
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answers could not have yielded significant findings. The business men 
were asked to rate the “importance” of several factors determining the 
volume of employment in their firms. No explanation was given whether 
this importance of a variable—that is, I presume, its responsibility for 
changes in the employment volume—should refer to (a) the frequency 
of its variations, (b) the extent of its variations, or (c) the effects of its 
variations. Surely, the variable rated as least important—perhaps be- 
cause it varied less frequently than the others-—may be just as strate- 
gic as any of those with higher importance ratings. What we really need 
to know, however, is not the comparative importance of several fac- 
tors but rather the effects of variations of each factor separately while 
the others remain unchanged. _ 

If I want to know by how much an increase in the price of spinach 
may affect its consumption in an individual household, I shall not get 
very far by asking the householders to give a percentage rating to each 
of several listed factors that are believed to be “important” influences 
on spinach consumption. If it were tried, we should not be surprised to 
find changes in family income, the number of children and guests at 
dinner, and the notoriety of Popeye the Sailor’s gusto for spinach, receiv- 
ing much higher percentage ratings than changes in the price of spinach. 
(In a number of households price may not be a factor at all.) Nobody, 
I hope, would conclude from such a poll that price is an unimportant 
factor in the consumption of spinach. 

Yet Professor Lester followed just this procedure when he wanted to 
find out how important wage rates were in determining the volume of 
employment in the individual firm. He asked the executives of the com- 
panies to “rate” the following factors “in terms of the percentage of 
importance of each”: 


a. Present and prospective market demand (sales for your products, in- 
cluding seasonal fluctuations in demand). 

b. The level of wage rates or changes in the level of wages. 

c. The level of material costs and other non-wage costs and changes in 
the level of such non-labor costs. : 

d. Variations in profits or losses of the firm. 

e. New techniques, equipment, and production methods. 

f. Other factors (please specify). 


Of these items the first unquestionably excels all others in frequency 
and extent of variations. That it won first prize in Professor Lester’s 
importance contest is therefore not surprising. If several respondents 
gave ratings to item d (variations in profits or losses) and at the same 
time also to other items, they obviously did not realize that this varia- 
ble comprised all the others. Professor Lester does not explain why he 
listed it when he knew that it was not “completely independent” and 
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that “for example, wages affect profits.’ Nor does he state whether the 
43 firms which failed to mention changes in wage rates as an important 
factor meant that they would continue in business and continue to em- 
ploy the same number of workers regardless of any degree of wage in- 
crease. If this is what they meant, they can hardly be taken seriously. 
If they meant something else, then it is not clear just what the rep‘ies 
should indicate about the probable effects of wage increases upon em- 
ployment. i 

The strangest thing about Professor Lester’s list of possibly impor- 
tant variables is that all—except f, the unspecified, and d, the all- 
inclusive profit-and-loss jtem—are essential variables of the very 
analysis which he means to disprove. The prize-winning item, a, the 
demand for the product, is certainly a most crucial determinant of 
marginal productivity. (See above pp. 529 and 531.) Items c, non-labor 
cost, and e, production techniques, are two other determinants of 
marginal productivity. How Professor Lester came to think that the 
results of this poll would in any sense disprove or shake marginal 
productivity analysis remains a mystery. 


Questionnaire on Variable Cost 


Professor Lester asked his business men also some questions on unit 
variable costs and profits at various rates of output. The information 
obtained in answer to these questions might have been useful had it not 
been based on an undefined concept of “plant capacity.” Unfortunately, 
it must be suspected that not all firms meant the same thing when they 
referred to “100 per cent of capacity.” 

Economic theorists use different definitions of capacity. One widely- 
used definition marks as 100 per cent of capacity that volume of output 
at which short-run total cost per unit is a minimum; another definition 
fixes the 100 per cent mark at the output at which variable cost per unit 
is a minimum. The former definition implies decreasing average total 
cost, the latter decreasing average variable cost, up to ‘100 per cent 
capacity.” Professor Lester after painstaking empirical research arrives 
at the following finding: 


The significant conclusion from the data in this section is that most of 
the manufacturing firms in the industries covered by this survey apparently 
have decreasing unit variable costs within the range of 70 to 100 per cent of 
capacity production. ... 39 


Has Professor Lester asked himself whether this is not merely a self- 
evident conclusion implied in the definition of capacity used by his 
respondents? 


3 Ibid., p. 66. 
8 Thid., p. 71. 
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The steepness of the reported decline in unit variable cost, however, 
would be an interesting observation—if the data were reliable. (Few of 
Professor Lester’s firms had “constant unit variable costs,” or anything 
approaching this situation, over a considerable range of output.*°) It is 
rather peculiar that unit variable costs should decrease steeply (at an 
increasing rate!) down to a certain point and then abruptly start rising 

—as one must infer from the term “100 per cent capacity.” Where 
equipment is not utilized for 24 hours a day, the steep decline and abrupt 
rise of the unit cost is somewhat questionable. 

Professor Lester, nevertheless, has sufficient confidence in his findings 
to draw conclusions—conclusions, moreover, which could not even be 
supported if the findings were of unquestionable validity. He states: 


If company output and employment policies are based on the assumption 
of decreasing marginal variable cost up to full capacity operations, much of 
the economic reasoning on company employment adjustments to increases 
and decreases in wage rates is invalid, and a new theory of wage-employ- 
ment relationships for the individual firm must be developed.™ 


This deduction simply does not follow from the premises. There is no 
reason why decreasing marginal costs should invalidate the conventional 
propositions on factor cost and input. Professor Lester could have found 
dozens of textbook examples demonstrating the firm’s reactions under 
conditions of decreasing marginal cost. 

Professor Lester may have been deluded by a rather common con- 
fusion between related concepts: from decreasing marginal cost he may 
have jumped to the assumption of increasing labor returns,® and from 
increasing physical returns he may have jumped to the assumption of 
increasing marginal productivity of labor. Both these jumps are serious 
mistakes. For instance, the very conditions which may cause a firm to 
restrict the employment of labor to a volume still within the phase of 
increasing physical productivity per unit of labor are likely to result in 
decreasing marginal net revenue productivity of labor. These conditions 
are: 

(a) an indivisibility of the firm’s physical plant facilities,“ combined 
with either (or both), 

(b) a low elasticity of the demand for the firm’s products“ or (and) 


40 Tid., p. 70. 
41 Ibid., p. 71. 
4 Ibid., p. 68. 


43 T.e., the firm cannot adjust the number of machines or production units to smaller produc- 
tion volumes but must instead produce small outputs with an inefficiently large productive 
apparatus. 


44 I.e., the firm realizes that it can charge much higher prices for smaller outputs or cannot 
dispose of larger outputs except with substantial price reductions. 
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(c) alow elasticity of the supply of labor to the firm.* 

The first condition, (a), makes a phase of increasing physical produc- 
tivity of labor in the firm a practical possibility; the other conditions, 
(b) or (c), make that phase relevant for actual operations by providing 
the pecuniary incentive to operate the plant inefficiently. Condition (b), 
the low elasticity of demand for the product, will cause marginal net 
revenue productivity of labor to be diminishing in a range of employ- 
ment in which average or even marginal physical productivity of labor 
are still increasing. 

It is not possible from Professor Lester’s exposition to find out 
whether his failure to see these relationships was at the bottom of his 
faulty theorizing on this point. In any event, his findings on variable ' 
costs contain nothing that would even vaguely bear on the validity of 
marginal analysis. 


Questionnaire on Adjusimenis 


Professor Lester’s fact-finding and theorizing on substitution between 
labor and capital and on other adjustments of the firm to changes in 
wage rates are also marred by inconsistencies and misunderstandings. 

After trying to make the most of increasing returns to labor and only 
a few lines after referring to “unused plant capacity,” Professor Lester 
asserts that “most industrial plants are designed and equipped for a 
certain output, requiring a certain work force. Often effective operation 
of the plant involves a work force of a given size.” To operate within 
the phase of increasing returns is to operate inefficiently, that is, with an 
employment of less labor with a given plant than would be compatible 
with efficient operations. (Because an increase in employment would 
raise output more than proportionately.) “Effective operation,” on the 
other hand, logically implies employment at or beyond the point where 
diminishing returns set in. Professor Lester does not seem to be clear 
which way he wants to argue.*” 

Professor Lester seems to think that substitution between capital and 
labor can occur only in the form of installation of new or scrapping of 
existing machinery* and that it is supposed to occur “readily”? and 
would, therefore, be “timed” with the wage changes. These are rather 
‘common but nevertheless mistaken views. 


4 T.e., the firm realizes that it can enjoy much lower wage rates at lower employment levels 
or cannot obtain more labor except with substantial wage increases. 


48 Amer. Econ. Rev., Vol. XXXVI, No. 1, p. 72. 

47 Absolutely fixed proportions between factors of production would imply that short-run 
marginal productivity of labor drops precipitously to zero at the full capacity level of employ- 
ment. ` 

48 Am. Econ. Rev., Vol. XXXVI, No. 1, p. 73. See my comments, above, pp. 530-31. 

i Ibid., pp. 73 and 74. i 
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Professor Lester does not discuss a glaring contradiction in his find- 
ings: On the basis of replies to one questionnaire he states that his data 
indicate “that industry does not adapt its plant and processes to varying 
wage rates in the manner assumed by marginalists.’*° But on the basis 
of another questionnaire about adjustments to increases in relative 
wages, he reports that the introduction of “labor-saving machinery” was 
given the highest rating in relative importance by the questioned firms 
whose labor costs were more than 29 per cent of total cost.” 

The last-mentioned questionnaire apparently was designed to show 
that wage Increases had no important effects upon employment. Six 
alternative adjustments to increases in relative wages were listed and 
manufacturers had to give percentage ratings for relative importance. In 
this popularity contest an item called “deliberate curtailment of output” 
got the bocby prize. Quite apart from the fact that the words were 
loaded against this item, the result is not in the least surprising. For it is 
a well-known fact that where competition is not pure (as it rarely is in 
industrial products), output adjustments to higher production costs 
take place by way of changes in selling price. Price and product adjust- 
ments were another of the alternative items and scored rather well in 
the poll. If all employment-reducing adjustments—labor-saving ma- 
chinery, price increases, and deliberate output curtailment—are taken 
together, they clearly dominate in the importance ratings by the firms. 
This, or anything else, may not mean much in such an “opinion poll,” 
but it certainly does not prove what Professor Lester wanted to prove. 
Nevertheless, he contends that ‘it is especially noteworthy that delib- 
erate curtailment of output, an adjustment stressed by conventional 
marginal theory, is mentioned by only four of the 43 firms.’ And he 
concludes that marginal analysis is all but done for, that “there can be 
little doubt about the correctness of the general results” of his tests*, 
and that “a new direction for investigations of employment relation- 
ships and equilibrating adjustments in individual firms” is indicated.” 


C. Conclusions 


I conclude that the marginal theory of business conduct of the firm 
has not been shaken, discredited or disproved by the empirical tests 
discussed in this paper. I conclude, furthermore, that empirical research 
on business policies cannot assure useful results if it employs the method 


50 Thid., p. 73. 
51 Thid., p. 78. 
® Thid., p. 78. 
53 Ibid., p. 79. 
5 Ibid., p. 81. 
3 Tbid., p. 82. 
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of mailed questionnaires, if it is confined to direct questions without , 
carefully devised checks, and if it aims at testing too broad and formal 
principles rather than more narrowly defined hypotheses. 

The critical tone of my comments on the research projects discussed 
in this paper may give the impression of a hostile attitude towards 
empirical research as such. I wish to guard against such an impression. 
There should be no doubt that empirical research on the economics of 
the single firm is badly needed, no less than in many other fields. The 
correctness, applicability and relevance of economic theory constantly 
need testing through empirical research; such research may yield results 
of great significance. ) 

Sharp criticism of bad research can be constructive in two respects: 
it may save some of the waste of time which the published research find- 
ings are apt to cause if they remain undisputed and are allowed to con- 
fuse hosts of students of economics; and it may contribute to the im- 
provement of research. The chief condition for improved research is a 
thorough understanding of the theories to be tested. Supplementary 
conditions are a certain degree of familiarity with the technological and 
institutional peculiarities of the fields or cases on which the research is 
undertaken and a grasp of the research techniques employed. 


PROSPECTIVE NATIONAL INCOME AND CAPITAL 
FORMATION IN THE UNITED KINGDOM 


By Purr S. Brown” 


I. Introduction 


Even before the war the United Kingdom had fallen behind the 
United States industrially to an extent that is not generally realized. 
Output per worker in manufacturing as a whole was between one-third 
and one-half as great as in the United States.’ In coal mining, output 
per man-shift in 1938 averaged 1.14 long tons, compared with 4.37 long 
tons in the United States. In building construction, labor productivity 
was probably 60 per cent that in the United States. In agriculture, 
public utility operation, the distributive trades, and in the performance 
of personal and business services, labor productivity appears also to 
have been less in Britain than in America, but the difference was, of 
course, much less than in manufacturing and mining. Shipbuilding is 
the only important industrial category in which a labor productivity is 
known to have been about the same in Britain and America. 

The difference between British and American labor productivity be- 
fore the war was not readily apparent merely from a comparison of 
living standards because a larger fraction of the population sought 
employment in the United Kingdom than in the United States and also 
because there was proportionally less involuntary unemployment in 
the United Kingdom. Also, residents of the United Kingdom received 
an appreciable net income from overseas investments and even drew 


* The author is currently on leave from the Department of State. 


1 Comparative figures of British and American labor productivity, especially in manufac- 
turing, have been the subject of recent controversy among British statisticians. However, the 
controversy does not, in the writer’s opinion, provide any basis for doubting that the difference 
in productivity was within the range indicated above. 

It must, of course, be borne in mind that the greater capital investment per worker in the 
United States, while it tended to make for lower production costs, increased indirect labor 
costs so that the difference between British and American real costs of production was never 
so great as the difference in man-hours directly utilized in mining coal, manufacturing auto- 
mobiles, etc. 

Recent discussion has been stimulated by the studies of L. Rostas, particularly his first 
article, “Industrial Production, Productivity and Distribution in Britain, Germany and the 
United States, 1935-37,” Economic Journal, January 1943. This paper was the subject of dis- 
cussion at a meeting of the Royal Statistical Society, 21 March 1944, the minutes of which are 
given in the Society’s Journal, Part I, 1944. Interest has been further stimulated by several 
very good government reports dealing expressly with the causes of low labor productivity in 
the coal, textile, and building industries. These reports are included in the list of recent in- 
dustry studies by government departments given at the end of this paper. 
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upon overseas capital in some years; in the immediate pre-war years 
they imported 200 to 300 million pounds’ worth of goods annually for 
which they did not pay either in goods or services. 

Six years of war have widened the gap between British and American 
labor productivity and the difference in living standards will be quite 
apparent even after reconversion to a peacetime economy has been 
achieved. The United Kingdom now has 8 to 10 per cent less domestic 
capital, exclusive of armaments, than it had before the war, whereas in 
the United States there has been large net capital formation since 1939. 
On international account the United Kingdom has incurred huge ex- 
ternal obligations and lost a substantial part of its overseas invest- 
ments; moreover, a further increase in external obligations and a further 
loss of gold and overseas investments are to be expected. Overseas 
receipts of interest and dividends have been reduced and some special 
trading privileges and investment opportunities have been lost. 

Anxiety about prospective living standards has prompted the British 
‘public to elect a Labor government committed to supply directly more 
of the nation’s wants and to supervise the production and distribution 
of goods generally. Increase in the direct employment of resources by 
the government and exercise of extensive price control will necessarily 
require the allocation of scarce materials on the basis of political con- 
siderations. Competitive bidding cannot be allowed to determine the 
allocation of scarce resources because the backlog of demand, supported 
by large and unevenly distributed personal and corporate savings, is so 
huge that in the absence of price control the distribution of many in- 
dustrial and consumers’ goods would be too inequitable. Thus, the 
allocation of scarce goods—and consequently the resulting distribution 
of labor—will have to be made by the government. 

However, no over-all budget has been presented to Parliament. 
Neither the Capital Issues Committee nor the proposed National In- 
vestment Council promises to be a real planning body. Such indication 
as has been given, notably by the Chancellor of the Exchequer, of in- 
tention to influence the priority and timing of investment, stems from 
a desire to eliminate cyclical unemployment rather than to insure the 
allocation of resources to projects of greatest social utility and to avoid 
the bottlenecks that will occur if the various programs are not coördi- 
nated and tailored to fit the ava lable manpower and material resources. 

The Labor government’s failure to cast up its accounts in the form of 
a National Plan and to concentrate on the problem of increasing labor 
productivity is understandable. The ministers, and their.staffs, are pre- 
occupied with the government’s legislative program. Moreover, it is 
obviously difficult to get on with reéquipment and plant expansion in 
industries where institutional charges are in progress, or in prospect. 
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It is true that institutional reforms have frequently been justified as a 
means of achieving a more equitable distribution of income and of pre- 
venting future unemployment, but it would be most unfair to conclude 
that Labor Party leaders are more concerned with the redistribution of 
income and the fear of future unemployment than with increasing 
national income and making generous provision for the formation of 
industrial capital. 

The following attempt to estimate future national income may con- 
tribute to an appraisal of British economic capabilities. The year 1952 
has been chosen because it is outside the period of transition to a peace- 
time economy and yet in most respects is within the foreseeable future. 
By 1952, those capital goods most urgently needed to balance produc- 
tion and redistribute workers to something like a normal pattern of 
employment will have been purchased from abroad or have been 
manufactured at home; the abnormal building repair program will 
have been completed; the school-leaving age will probably have been 
raised to 16; the military establishment is likely to have been shaken 
down more nearly to its normal peacetime size; current receipts and 
disbursements on international account should have been brought into 
balance, and repayments of interest and principal on sterling and dollar 
obligations will have begun. 


II. Population and Civilian Labor Force? 


The population of the United Kingdom in 1952 will probably be about 
48.8 million, one million greater than in 1939.* Despite this prospective 
increase in total population, the number of persons under 40 years of 
age will be nearly two million less, as shown by the following estimates 
of population, by age groups.‘ 


2 The writer is indebted to Miss Edith Strickland of the State Department for her assistance 
and advice in making the population and labor force estimates contained in this paper. 


3 It is of interest to note that beginning in the early 1950’s the number of women of child- 
bearing age will decline markedly and population is likely to fall thereafter. This inevitable 
decline in women of child-bearing age may be offset by larger families. If, for example, the 
1944 birth rate of 66.1 per 1000 women aged 15-49, which was evidently the highest in 20 
years, were maintained, the population would increase rather than decrease during the late 
1950’s and reach 50,850,000 by 1964. 

A Royal Commission on Population, appointed in March 1944, is now conducting a compre- 
hensive investigation in the causes and consequences of recent and prospective changes in 
Britain’s population. 

4 The estimates for 1939 are based on the Register General’s figures for England and Wales, 
adjusted to take account of persons in the British armed forces and of the populations of 
Scotland and Northern Ireland. Estimates of persons born after 1939 are based on pre-war 
birth and fertility rates in England and Wales. Recent pre-war German mortality tables were 
used to estimate the number of persons in each annual age group that would normally live 
to 1952, and then adjustment was made for war casualties. No adjustment was made for 
possible net migration to or from the United Kingdom. 
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Age Group 1939 1952 Change 
(In thousands) 

0-15 11,137 10,813 — 324 

16-39 18,469 16,876 1,593 

40-64. 13,937 15,799 +1, 862 

65 and over 4,266 5,335 +1069 
Total 47,809 48,823 +-1,014 


In view of the prospective increase in the school-leaving age to 16,5 
the labor force will be drawn from the 38 million persons who will be 
over 15 years old in 1952. By a series of deductions, shown below, the 
total labor force in 1952 is estimated at 23.3 million, and the civilian 
labor force at 22.6 million. (Unlike official labor force statistics, this 
estimate covers Northern Ireland and includes female workers over 59, 
male workers over 64, and domestic servants of all ages.) 





(In thousands) 
Persons age 16 and oyver m 1952.4 segs sensd ecladaeieweun dae EE E 38,010 
Less 
D BRO) 411s (ca |. aa a ae Pea Loins 200 
(2) Unemployables, age 16-64... 0... 340 
(3) Employable women, age 16-64, who will not seek employment.... 9,807 
(4) Employable men, age 16-64, who will not seek employment...... 150 
(5) Persons over 64 who will not seek employment................. 4,195 
———~— {14,692 
Total BOL Torte ous 2 sind ch ais ke ea eae aie RE een a we Eee Ree 23,318 
Less persons in armed forceS........0cccec cere cree ccc eenereneeessessesnens 750 
Civili labor for Ocse 2s.6i-4cactingh eacucsasu Oaks eee coed eee Aas hee Sees 22,568 


The most important deduction—and the one about which there is 
most uncertainty—is the number of employable women who will not 
seek outside employment when all legal compulsions for doing so are 
withdrawn. On the one hand, it is reasonable to suppose that full em- 
ployment, better wages for women, and the fact that more women will 
have received vocational training and will have become accustomed to 
economic independence will cause more women to seek work in 1952 
than sought work in 1939. On the other hand, the number of women 
aged 50-64 will be 440,000 greater than in 1939 and those aged 16-49 
will be 475,000 less. Moreover, a larger number of young women will be 
students. On balance it would appear that about one-quarter of the 
wartime increase in employed women aged 16-64 will continue after the 
war; in other words, 41 per cent of women aged 16-64 who are not 


5 The recently enacted Education Bill stipulates that the school-leaving age is to be raised 
to 16 as soon as school facilities can be provided, and teachers trained. The raising of the school- 
leaving age to 15, effective April 1, 1947, has already been announced and it is probable that 
the school-leaving age will be raised to 16 before 1952. 
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students and not unemployable will seek employment in 1952, compared 
with 38.7 per cent in 1939 and 48 per cent in 1944. 

The estimate (750,000) of persons in the armed forces in 1952 is less 
than two-thirds the number which the government expects to have in 
the armed forces at the end of 1946.6 A full-time military force in excess 
of 750,000 would probably require compulsory service of over 12 months. 
The number of able-bodied boys reaching the age of 18 in 1952 will be 
less than 300,000, and it is unlikely that more than 450,000 additional 
persons will enlist voluntarily. (In June, 1939, after an intensified re- 
cruiting campaign and with a war looming ahead, voluntary recruits for 
the armed forces and auxiliary services totalled only 477,000.) On the 
one hand, conscription and full employment will tend to lessen the 
number of voluntary enlistments; on the other hand, if military pay 
(and other benefits) should be increased more than civilian wages (and 
social services), long-term military service might become more attrac- 
tive. Two years’ conscription, which would probably be necessary to 
maintain a full-time military force of 1,000,000 is most unlikely. 

The total civilian labor force in 1939, including nearly one million 
14- and 15-year-olds, appears to have been 22.9 million.” Thus, the esti- 
mated civilian labor force in 1952 will be about the same, or slightly 
less, than in 1939. The 1952 civilian labor force, working possibly fewer 
hours per week, will have to support a population one million larger 
than in 1939, 

Whether income per person in 1952 will be less or more than in 1939 
depends not only upon the size of the labor force relative to population 


€ The New York Times of March 5, 1946, reported Mr. Attlee as having announced to 
Parliament on the previous day that the government aimed to reduce Britain’s armed forces 
to 1,200,000 by the end of 1946. Of the 1,200,000, about 100,000 would consist of trainees 
and the balance would be distributed as follows: Army, 650,000; Air Force, 275,000; Navy, 
175,000. 

7 This estimate can be reconciled with the figure for the civilian labor force given in the 
Ministry of Labor Gazette of November, 1945, as follows: 


(In thousands) 
Orica igure Tor M1939 arraren EETA AAEE COA IEA 19,273 
Additions to allow for 
1. Domestic servants and other categories of workers in Great Britain ex- 
cluded from official statistics 
IANO 52 deat te Geter ee eee tute none en at nara a eae e 545 
Female erie e a ck ne RON Gn Gad ae eRe ee 1,400 
2. Older workers (other than domestic servants) in Great Britain 
Males age 65 and OVET esi ran EEEE nies tye N ai 660 
Females age 60 and over... . 0.0... cece eee e eee enesseweeens 434 
3. Workers of all ages in Northern Ireland 
Malesi sesira saiien sweets eee oea a a E were 425 
POMGICS hoses nad Graded a EEIT E EE EA e een Lass 200 
—— 3,664 
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but also upon (1) the quality of the labor force, (2) the extent to which 
the labor force is employed, (3) the complement of capital equipment 
and the quality of managerial direction, and (4) the amount of net 
receipts of interest and dividends from abroad. The change, if any, in 
the “quality” of the labor force is most difficult to assess but some 
pertinent observations can perhaps be made. 

The remarkable prospective increase in the average age of the civilian 
labor force, as a result of the exclusion of 14- and 15-year-olds, the 
larger withdrawal of young men into the armed forces, and the changed 
age composition of the population, is reflected in the following estimates 
of the labor force in 1939 and 1952 by age groups. 











Age Group 1939 1952 Change 
(In thousands) 

14-15 973 0 — 973 

16-39 12,490 11,785 — 705 

40-64 8,580 9,642 -+-1,062 

65 and over 894 1,141 + 247 

Total 22,937 22,568 — 369 


The significance of the change in the age composition of the labor force 
is debatable. So far as this writer knows, no studies have ever been 
undertaken to discover whether absenteeism is greater or less among 
older workers than among young workers. Likewise, it is not known 
whether the greater adaptability and other characteristics of young 
workers are more than offset or less than offset by the vocational ex- 
perience and other characteristics of older workers. Another un- 
certainty is to what extent services performed by 14- and 15-year-old 
boys and girls may be discontinued and the effect of such discontinuance 
upon the productivity of other workers. The writer’s guess is that 
the change in age composition will tend to raise average labor produc- 
tivity. 

By 1952, British workers will probably be more healthy than in 1939: 
the lower income groups even now receive better medical attention and 
more protective foods than they received in 1939, and by 1952 medical 
services will have been greatly expanded and the caloric value of food 
rations will have increased; housing will be at least as good as in 1939, 
and working conditions in factories will be better. The number of 
workers enrolled in vocational training courses has greatly increased 
and by 1952 this expansion of enrollment will more than compensate 
for the diminution of apprenticeship training during the war. The 
morale of workers may be improved by selective nationalization, full 
employment, a stronger bargaining position vs d@ vis employers, ex- 
tended social services, and a generally improved political situation. 

All in all, the “quality” of the civilian labor force is likely to be better 
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in 1952 than in 1939. Other factors, however, must be considered before 
the change in output per worker can be estimated. 

In 1938 about 2,600,000 workers were unemployed.*® The unemploy- 
ment figure for 1952, used below, is 900,000, equal to 4 per cent of 
the estimated civilian labor force. This figure may be too high, in 
view of the progress already made in establishing new factories in 
“depressed areas” and the prospect (discussed in Section VII) that 
there will be no deficiency in the aggregate demand for goods and serv- 
ices. Wartime experience for whatever it is worth suggests that un- 
employment may average very much less than this when there is a 
high, effective demand for labor. However, taking account of possible 
labor strikes, the fluctuations in foreign demand for export goods, and 
other possible causes of unemployment in peacetime, 4 per cent is 
probably a reasonable estimate. 


III. Capital Depletion since 1939 


The pre-war national capital of the United Kingdom, exclusive of 
land, roads, armaments, gold, and overseas investments, was roughly 
£14 billion distributed about as follows:® 





(In millions 
of pounds) 
Private producers’ goods: 
Buildings, exclusive of R.R. property... 0... 0. cece cece ec ee eee teaneeee 800 
ROUWAV Ress custen yoesiee hace te sienna ate Er eae ahaa ae ute 700 
Other industrial and commercial equipment and stocks...........02.02-ee ee 6,200 
Farm buildings, equipment and livestock. ..... 0.0... 2c cc eet ce cree een eenae 500 
Private consumers’ goods: 
FIOHSCS Voice ci a aN AEE E Te eae vee eee 3,200 
E ae AEE ETE E ETE E asune ast E E 800 
Property of government and other public bodies: 
BOUGnGS soc occc chan sas eeee has bas awe.oaiweseey s Sr SEN eee se eeaeeea 400 
BOWiOMent. o65526. dient iao ee E E ua awe one ee we E awe eet sere 1,400 
POU) vecs aioe eee ee elo ass E e es pares eee hae Ue newie eee 14,000 


During the war about £1.2 billion of this capital was destroyed by air 
bombardment and submarine attack and the remaining capital stock 
was probably depleted to the extent of about £1.3 billion (at pre-war 
prices). Some of the bomb damage had been made good by the end of 
1945, and under-maintenance is partly offset by surplus war goods 
having value for peacetime uses, so that net capital depletion by the 

8 In making this estimate, the unemployment rate for non-insured workers was assumed to 
have been two-thirds the rate for insured workers, which was 12.9 per cent. 


® The writer has boldly, perhaps indiscreetly, juggled some of the valuation figures of H. 
Campion Public and Private Property (Oxford Univ. Press, 1939), in order to get estimates 
appropriate to the above classifications. J. R. Hicks, The Social Framework (Oxford, 1942), 
makes certain rough adjustments in Campion’s figures, including the separation of houses 
from other buildings, which the writer has used. 
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end of 1945 was possibly only £14 billion (at pre-war prices), equal to 9 
per cent of capital goods, other than land, roads, and armaments, ` 
situated in United Kingdom before the war. The following itemization 
is an attempt to estimate net depletion up to the end of 1945. All of the 
figures, including official estimates of non-war capital formation, may be 
very inaccurate; in some cases, the figures are no more than informed 


guesses. 
In millions of 


pounds at 
1938 prices 
Destruction caused by direct war damage less repairs and replacements: 
1. Buildings and other property on land........00..... 00.0 ccc eee cee 72538 
2 Mercnant ina eraran na suvnauen Doearna ate nae ea cwaurs tara OA 50 
Net depletion as a result of failure to maintain stocks, make repairs, and pro- 
vide for obsolescence: 
1. Government property. ......asssosesseresesosscorereseresreveus. 758 
2. Privately owned producers’ goods............. 0.00 cece eee ence eens 84012 
Sp: PROUSCS pict t cata apenas A AEA a/ticats de aud Oise: DE euce O ee ee 200% 
4, Other durable consumers’ goods.......... 0.000 cece eect eee e eens 17013 
=== 2,060 


Peacetime value of installations and goods manufactured for war purposes, includ- 
ing surplus property purchased from United States Government but excluding 
MEICNANERDIDS so 60h essa rA E E a EEE a E N EA — 8004 
Net reduction in non-military capital goods situated in United Kingdom........ 1,260 


The most conjectural of all the above figures is that of surplus war 
property. The British government in a memorandum presented during 
the recent Washington negotiations stated that “‘while these assets 
[‘capital formation in the form of government war expenditure’] may 
have some peacetime use, their value for this purpose is not likely to be 
large.” This judgment would seem to be too pessimistic. War expendi- 
tures in 1939-44 for industrial facilities (factory buildings, plant equip- 
ment, coal mining machinery, docks, harbor works, public utilities, etc.) 


10 Total damage to property has been estimated (see Statistical Material Presented During 
the Washington Negotiations, Cmd. 6707, p. 13), as being equal to £860 million at 1938 replace 
ment costs. Up to the end of 1944, £195 million at current prices had been incurred in making 
good war damage, 


u The net reduction in the size of the merchant marine between September 3, 1939, and 
the end of 1945, exclusive of “returnable ships,” was about 5.8 million deadweight tons. Taking 
£9 per ton as an average valuation for the pre-war fleet, the value (at 1938 replacement costs) 
of the 5.8 million tons lost and not replaced is £52 million. The depreciation of original and 
remaining fleet is presumably included under subsequent headings (see footnote 12). 

12 These figures are official estimates of “private net capital formation” and “net non-war 
capital formation of public authorities” for the period 1940-44. (An Analysis of the Sources 
of War Finance and Estimates of National Income and Expenditures in the Years 1938 to 1944, 
Cmd. 6623.) It should be noted that these figures are residual items, not based on direct esti- 
mates of constituent outlays. Moreover, the greater part of depreciation, normally met out 
of private outlays on current repair work, is excluded from capital account so that the above 
figures probably understate the amount of capital depletion of producers’ goods. 


13 These figures are estimates made by the writer. 
u Cmd. 6707, see n. 10. 
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amount to £1,300 million, and presumably most of these facilities will 
have substantial use in a peace economy. Even among war goods less 
convertible and/or less durable such as motor vehicles (£686 million), 
aircraft, naval vessels, ordnance, etc. (£7,134 million), clothing and 
other non-combat supplies (£1,000 million) airfields, camps, depots, 
etc. (£680 million), and remaining goods other than food (£1,267 
million), there will certainly be a substantial residue having peacetime 
value. 

‘In addition to expenditures at kone: £3,597 million were expended 
abroad, a small part of which went to pay for the import of equipment 
useful for post-war production. Also about £100 million of surplus war 
property of the United States government has been acquired.“ Any 
estimate of the peacetime value of all the surviving goods and installa- 
tions manufactured for war purposes involves a good deal of guessing, 
but bearing in mind the large outlay for permanent installations, such 
as factories, machine tools, power stations, harbor facilities, airfields, 
roads, and hospital equipment, the judgment expressed in the White 
Paper cited above is probably mistaken. 

Housing and other durable consumers’ goods have certainly been 
greatly depleted, but whether the aggregate of producers’ goods has de- 
creased or increased is conjectural. If commercial and industrial prop- 
erty constituted one-fifth of the total bomb damage not replaced, and if 
producers’ goods constitute four-fifths of the present value of surplus 
war property, then the above estimates suggest that the stock of pro- 
ducers’ goods has been depleted by £450 million, or by about 5 per cent, 
since 1939. If, however, the value of government-owned surplus war 
stocks should turn out to be 50 per cent larger than estimated above, 
the present stock of producers’ goods must be roughly equal to the pre- 
war stcck. 

A sur: ey of the capital position of individual industries tends to con- 
firm the above computation that there has been some net depletion in 
producers’ goods. The deterioration of railway buildings, roadbeds, and 
highways has been substantial; and the average age of both railroad 
rolling stock and automotive transport has greatly increased. Shipping 
tonnage is 25 per cent less and ships now in use are on the average in- 
ferior to those in use in 1939. In the case of mining, there have been 
some capital additions, particularly in surface mining which is relatively 
unimportant, but on balance there has certainly been capital depletion, 


16 The true value of such property may be more or less than £100 million. The only public 
indication of the value of such goods is the reference made thereto in the Joint Statement Re- 
ciprocal Aid, Surplus War Property and Claims that the amount due from the United Kingdom 
shall.include “A net sum of $532 million for all other Lend-Lease and Reciprocal Aid items, 
and for surplus property and the United States interest in installations located in the United 
Kingdom and owned by the United States Government.” 
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which is reflected in the marked reduction in output per man-shift, from 
1.17 long tons in 1939 to 1.00 long ton in 1945.1 

In the iron and steel industry there has been net depletion, since 
most of the wartime additions to plant will not be useful in meeting 
peacetime demands. In manufacturing, there has been marked capital 
depletion in textile, paper, brewery, glass, pottery, and other industries 
that have been least essential to the war effort; on the other hand, in the 
light-engineering field and in certain branches of the chemical industry 
there has been large net capital formation when account is taken of 
government-built and equipped factories. 

Part of the 56 per cent increase in electric power output between 1939 
and 1945 is attributable to new installations. Harbor facilities have been 
expanded. In the construction industry there has probably been capital 
formation, as a result of the acquisition of American earth-moving and 
other equipment, the building of kilns to dry lumber, etc. In the dis- 
tributive trades and service industries, building deterioration (and de- 
struction resulting from bomb damage) has been substantial and there 
has been a large depletion of stocks of goods for sale and of equipment 
(e.g., cutlery and table linen of restaurants, gasoline pumps and stocks 
of automotive parts carried by local garages, shoe-repair machinery, 
and laundry equipment). In the case of agriculture, the livestock popu- 
lation has been reduced, grasslands have been plowed up, the soil has 
been depleted to some extent, and buildings have depreciated; however, 
such depletion and depreciation have probably been more than offset 
by an increase of roughly £100 million worth of farm machinery.” 

The depletion of net external assets was much greater than the net 
depletion of domestic capital. Recorded disinvestment between Septem- 
ber, 1939, and July, 1945, totalled £4.2 billion, of which £1.1 billion 
resulted from the sale and repatriation of overseas investments, £2.9 
billion from the increase in obligations, and £.2 billion from the decrease 
in gold and dollar reserves.'® Actual transfer abroad of securities was 
probably larger and also the destruction and depreciation of British- 
owned property in Europe and the Far East must have been substantial. 
Despite the probable excess of external liabilities over external assets in 
1952, the United Kingdom will continue to have a net income on ac- 


16 See Table 26 of Monthly Digest of Statistics No. 1, January, 1946. 


17 See press reports of address by Minister of Agriculture at Birmingham on September 2, 
1945, 


18 Cmd. 6707, op. cit., pp. 10-12. 


19 Prediction regarding the extent to which external assets may exceed external liabilities is 
hazardous not so much because of the uncertainty regarding the size of the “transition deficit” 
and the extent to which external obligations will be written down, but because of the un- 
certainty regarding the pre-war value of overseas investments and the extent to which retained 
investments will have appreciated in value as a result of the increase in world prices and the 
decline in interest rates. 
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count of interest and dividends, because the average rate of interest on 
both sterling and dollar obligations will be under 2 per cent, whereas the 
average yield on overseas investments will be greater. 


IV. Labor Productivity 


The presumption is that the productivity of British labor must new be 
appreciably less than in 1939, unless other factors have compensated for 
the depletion of domestic capital. To be sure, the net depletion of pro- 
ducers’ goods is probably not in excess of two years’ normal net additions 
to the stocks of such goods—and may be much less. However, labor pro- 
ductivity is not unaffected by the excessively crowded housing condi- 
tions, resulting from the destruction and deterioration of houses and 
from the increase in population since 1939. The efficiency of workers is 
lessened by lack of opportunities for relaxation and by an increase in 
domestic chores, discomforts, and anxiety. Moreover, the uneven dis- 
tribution of bomb damage causes many workers to travel long dis- 
tances to and from work and travel generally has become less pleasant 
and often difficult. 

The adverse effects of capital depletion upon labor productivity may 
be partly offset by greater output per worker in the distributive and 
service trades. Under conditions of full employment, store clerks, 
waitresses, ticket-takers, and other employees of “tertiary indus- 
try” will probably handle more customers than they did before the 
war when there was substantial unemployment.” For many years, 
distributors will not offer as great a variety of goods as formerly, or as 
many supplementary services (including prompt service, which re- 
quires salespeople “waiting to serve”). Also “labor scarcity” will re- 
duce, as compared with the pre-war years, the number of low-paid 
domestic servants and casual employees. 

The adverse effects of capital depletion may also be partly offset by 
new inventions, Improvements in production methods not dependent 
upon new capital, and by the greater efficiency of such capital goods as 
have been installed since 1939. The following observations may serve 
to indicate the significance of recent inventions and the extent of im- 
provements in production methods. 


20 Quite apart from restrictions on employment in “unessential industry” which have tended 
to cause store clerks, waitresses, conductresses, etc., to work harder and longer, there appears 
to be a tendency toward increasing returns, in the short run at least, in most distributive and 
service trades. In manufacturing, on the other hand, the pre-war variations of employment and 
output indicate a fairly constant relationship. 


41 Improvements attributable, on the one hand, to new capital and, on the other hand, to 
changed methods of production are often difficult to disentangle; indeed, the distinction is 
conceptually blurred in the case of many improvements which require both special capital 
installations and changed techniques, neither of which would be practical without the other. 
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Government research laboratories were greatly expanded and the 
exchange of information with the United States further increased the 
store of technical information. (The opinion has been expressed that the 
United States may have gained more than the United Kingdom by the 
exchange, since the United States possessed large, well-equipped labora- 
tories and engineering capabilities to exploit the discoveries of British 
scientists.) Striking technological advances were made in the develop- 
ment of new weapons, but by and large the technology of peacetime 
industries has advanced far less than the technology of these industries 
would have been advanced under peacetime conditions. Moreover, since 
the lag between revolutionary inventions and their commercial exploita- 
tion on a large scale is typically a couple of decades, the more important 
recent inventions (such as those in the fields of electronics and nuclear 
physics) are unlikely to affect national income materially in the next 
few years. 

In the realm of plant management and product design, a few indus- 
tries have gained a good deal from their wartime experience in product 
standardization, job specialization, organization of assembly lines, and 
other techniques of mass production. This experience, however, has for 
the most part been restricted to certain branches of the light engineering 
and building industries, employing fewer than 15 per cent of the labor 
force in peacetime. The improvements to date in the coal, iron and steel, 
textile, paper, pottery, leather, brewery, food processing, tobacco, and 
other peacetime industries have been slight. 

Those who talk of the great fillip given to British industry by the 
introduction of American production methods usually have in mind the 
increases achieved in a few war industries where mass production was 
most feasible; they do not take account of the over-all capital depletion; 
they forget that in other peacetime industries, assembly-line methods 
must be preceded by standardization, the introduction of special plant 
equipment, and accompanied by new marketing methods; finally, they 
not only overestimate the direct impact of recent technological develop- 
ments on non-war industries, but they also fail to realize the barriers 
of unconcern that separate industry groups. 

Likewise, the contention that the general level of managerial com- 
petence has somehow been raised is probably not valid. For six years 
many young men who would normally have received business training 
have been compelled to serve in the armed forces and have gained little 
or no industrial experience. To be sure, many deferments from military 
service have been made, the most notable being the sweeping exemption 
granted to technically trained men and to students of the physical 
sciences and of engineering, but most deferred persons have worked on 
problems unrelated to those of industry in peacetime. 
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Kaldor, in estimating future national income, assumes a 13 per cent 
increase in output per man-hour in 1948 over 1939. This figure, which 
is an average for all workers (including those in the distributive and serv- 
ice trades, who comprise 40 to 50 per cent of the labor force) is derived 
simply by projecting an annual increase of 1.3 per cent over this 10-year 
period. This figure, which he chooses because it is an average of the 
rates of annual increase in the two periods, 1914-24 and 1924-35, he re- 
gards as the “minimum probable” and says: “It appears fairly certain 
(from various statements made by responsible authorities) that the 
increase in productive techniques in the course of the present war is 
much more substantial than that of the last war; and it is by no means 
improbable that when peace returns the rise in productivity will be 
found to be even greater than what would have resulted from a mere 
continuation of pre-war trends.”” It should be noted that Kaldor’s 
figure of a 10 per cent increase in productivity per man-hour between 
1914 and 1924 follows from a 10 per cent reduction in working hours, 
since home-produced real income per head was about the same in both 
years. Much of this increase in average man-hour productivity was 
doubtless directly attributable to the reduction in the excessively long 
hours of work in 1914, and it is not, therefore, valid to project such a 
trend. It is remarkable that Kaldor, when comparing the effects of the 
two great wars upon labor productivity, makes no mention of the 
enormous depletion of domestic capital since 1939. 

The writer’s guess is that output per employed worker will be about 
the same in 1947, after the initial difficulties of reconversion have been 
overcome, as it was in 1938. It remains to estimate the increase in 
productivity that is likely to occur in the five years, 1948-52. 

During the period, 1924-38, there was substantial unemployment 
and net capital formation was much less than it would otherwise have 
been, averaging probably about £300 million a year. Also the occupied 
population increased by 11 per cent, so that roughly half of the new 
capital was required to provide the additional workers with housing 
and tools of production. Consequently, the average annual increase in 
capital goods of all kinds was probably less than one per cent. 

After 1947, annual net capital formation will be larger as a result of 
more nearly full employment and of the deliberate restriction of con- 
sumption; also foreign credits, and possibly reparations to a small 
extent, may tend to augment capital formation during this period. Fur- 
thermore, almost all of the new capital will be available for a more in- 
tensive application. The population of the United Kingdom by 1952 
will be only 2 per cent greater than in 1939 and the civilian labor force 


2 William H. Beveridge, Full Employmeut in a Free Society, Appendix C (by Nicholas 
Kaldor) p. 370. 
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will probably be the same or slightly less than in 1939. Consequently, a 
more rapid rate of increase in capital per worker is to be expected during 
1948-52. Moreover, since housing is likely to constitute about the same 
fraction of capital formation in 1948-52 as in 1924-38, the rate of in- 
crease in the stock of producers’ goods per worker should also be much 
greater. The writer’s estimate of the annual increase is about 3} per 
cent a year, or 19 per cent in the five years, 1948-52, 

If the amount of capital used in production were the only factor af- 
fecting output, then it would be reasonable to suppose that the rate of 
increase in output per man-hour would be less than the rate of increase 
in the stock of producers’ goods. But there are, of course, other factors. 
As concluded in Section IT above, the quality of the labor force may be 
expected to rise as a result of improved medical care, more food, slightly 
better housing, better working conditions, increased vocational train- 
ing, and higher morale; this factor may be significant enough during 
1948-52 to increase output per man-hour by about 5 per cent. Also a 
small allowance must be made for improvements in methods of produc- 
tion and distribution, not primarily dependent upon capital formation. 
Consequently, output per man-hour of the civilian labor force may very 
well increase at roughly the same rate as the stock of producers’ goods, 
namely 33 per cent a year, or 19 per cent in the five years 1947-51. 

However, part of the increase in output per man-hour will doubtless 
be offset by a decline in working hours. In October, 1938, the average 
work week of nearly six million wage earners in those industries covered 
by the Ministry of Labor’s inquiries was 46.5 hours. In July, 1943, the 
average was 50 hours and in July, 1945, 47.4 hours. The writer’s guess is 
that the over-all reduction in 1952, compared with 1939, will be about 
5 per cent. 

Therefore, the increase in output per employed worker from 1948 to 
1952 may be put at 14 per cent, or 23 per cent per year, and in view of 
the previous judgment that labor productivity would be about the 
same in 1947 as in 1938, it follows that the increase in 1952 over 1938 
will also be 14 per cent. 

This procedure of estimation is admittedly unsatisfactory. It is not 
so crude, however, as the mechanical projection of the past trend of 
productivity, which disregards the unprecedented effect of the war 


23 To project separate trends for agriculture, mining, heavy industry, textiles, light engineer- 
ing, the distributive services, etc., and then to weigh each group by its past contribution to the 
national income would be even more absurd because of the very unequal effect of the war upon 
capital goods in various industries and because of the marked change in the distribution of 
employment. Moreover, the data necessary for estimating changes in output per worker for 
various groupings of workers is very inadequate and therefore the estimation of past trends 
would necessarily be unsatisfactory. 
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upon capital formation and the radical change in population trends that 
has recently occurred. Perhaps equally important, such a projection of 
the past changes in labor productivity disregards the very real prospect 
that there will be nearly full employment, at least during 1948-52, and 
that capital formation will be much more rapid than it was before the 
war. 


V. National Income in 1952 


By adopting the above judgments regarding the size of the civilian 
labor force in 1952, the extent to which this force will on the average be 
employed, and the average increase, compared with 1939, in output per 
employed worker, estimation of the product of the civilian labor force, 
at 1938 prices, is merely a matter of arithmetic. 


1938 1952 

Civiler labor foreGic653.44 400 ceenaeeesueae twa errr 22,938,000 22,568,000 
Less unemployed: caerra eas eA E owas ok WA ea 2,600,000 903 ,000 
Employed WOPrkers i444). na tseadl ud saw eho aw enews eases 20,338,000 21,665,000 
Average product of civilian employees, at 1938 prices (product 

per civilian employee)..... 0... ccc cece ewes eevee ecees £ 216.4 £ 246.7 
Product of civilian labor force, at 1938 prices (in millions of 

POUNGS sera tce tata dhweeasuateh aah iaa ayaa i £4,401 £5,345 


Thus, the product of the civilian labor force may be 21 or 22 per cent 
greater than in 1938 because more persons will be at work and their 
average output will be greater. 

It remains to take account of net income from abroad and of pay and 
allowances to members of the armed services. Domestically produced 
income was supplemented in 1938 by net receipts from abroad of £210 
million on account of interest and dividends. In 1945, these receipts 
were only about £100 million,™ equivalent to 50 or 60 million pounds 
at pre-war prices. By 1952, net receipts are likely to rise to about £130 
million but their purchasing power will be only about £65 million at the 
pre-war price level, 

Pay and allowances (in cash and in kind) of that part of the labor 
force employed in military service were £78 million in 1938. At 1938 pay 
schedules, an armed force twice as large as that which was maintained 
in 1938 would require an expenditure of £156 million. Actually the real 
rewards required to attract an equal number of volunteers in 1952, 
under conditions of full employment, will have to be larger and this will 
involve a transfer of real income from the civilian to the military sectors 
of the labor force. However, consistency requires in this instance that 
we accept the 1938 valuation óf a soldier’s services and not regard an 
increase in his remuneration as an increase in real national income. 


u Cmd. 6707, op. cit., p. 10. 
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An estimation of net national income in 1952 can now be made: 


(In millions of pounds) 


1938 1952 
Product of civilian labor force measured by 1938 prices.............00465 4,400 5,345 
Net overseas income on account of interest and dividends in terms of 1938 
DUICHASIER. DOWEl 156.655 646 scl wae enna Sa ener ewe ast oee eee sas 210 65 
Pay and allowances of armed forces at 1938 schedules... ics ssaiiece: 80 155 
Net national income measured by 1938 prices... .....ussssesssssneresso 4,6905 5,565 


VI. Division of the National Product 


The division of the national product that occurred in 1938." and a 
conjectural division for 1952, such as is likely to afford a sort of political 
equilibrium among competing demands of the various claimants, are as 
follows: 


1938 1952 
Thousands Thousands 
of pounds % of 1938 % 
pounds 
Consumers’ goods and services: 
1. Purchased by individuals and non-profit- 
making bodies occ sus eit ce eae cts 3,610 77.0 3,895 70 
2. Purchased by public authorities........... 435 9.3 650 12 
National Derense ioc hese tetan ete eaeteus 350 7.4 500 9 
Capital formation (net): 
le COVENSEAS irante ENA TAAA —70 50 1 
2: In United Kingdom 2.¢60040% ocean teeud 365 6.3 470 8 
Net national product..........-...00.. 4,690 100.0 5,565 100 


With population in 1952 one million greater than in 1938, presumably 
about £4,130 million of consumers’ goods and services, in 1938 prices, 
would be required to restore the 1938 level of consumption. But because 
of the enormous depletion of consumers’ goods and the abnormal volume 
of necessary repairs and replacements, the 1938 level of consumption 
can be restored only by an output per person above that of 1938. 

The above estimate of consumers’ goods and services in 1952 allows 
for a 10 per cent Increase over 1938. About half of this increase is likely 
to be accounted for by increased purchases by public authorities of 
medical, educational, and other social services. As a result of increased 
social services and more equitable distribution of food and clothing, 
consumers will be appreciably better off in 1952 than in 1938. As com- 


35 The official estimate of net national income at factor cost (¢.e., after deducting indirect 
taxes) has been raised by £70 million to adjust for inventory losses resulting from price 
changes in order to arrive at the value of the national product at constant prices. 

2 The division of national product in 1938 can be computed from data given in Cmd. 6623, 
especially Table 7. The above figures exclude indirect taxes of £638 million; subsidies of £15 
million are included in the figure for consumers’ goods and services purchased by individuals 
and non-profit making bodies. 
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pared with 1943 and 1944, the output of consumers’ goods and services 
will be nearly 50 per cent higher.?? 

The size of the armed forces predicted above is twice that of 1938 and 
if expenditures (measured in 1938 prices) were also twice as great, £700 
million would be required. However, in 1938 the armament program was 
under way so that this comparison is not relevant. From 1925 to 1936, 
when there was no appreciable change in the size of the forces and no 
armament program, full-time personnel averaged under 350,000 and 
annual defense expenditures were about £115 million. In 1952, pay and 
allowances to military personnel are likely to be higher relative to the 
rewards of civilian workers; maintenance expenditures of the greatly 
expanded military establishment will be proportionately greater than 
the increase in personnel, despite the present surplus of many supplies; 
also, the expenditure on new weapons will surely be several times 
greater than annual expenditures in the period 1925-36, when equip- 
ment generally deteriorated and became obsolete. Consequently, an 
up-to-date military establishment commensurate in size with the pro- 
spective number of persons in full-time service may require about £500 
million in 1938 prices (exclusive of indirect taxes on goods purchased) 
and thus constitute about 9 per cent of net national expenditures at 
factor cost, compared with 7.5 per cent in 1938, and 50 per cent in 1944. 
About one-third of the military outlay will be required for pay and 
allowances, and the balance for operational expenses, repairs, develop- 
mental work, and the manufacture of new weapons. 

It is plausible, and probably valid, to argue that the United Kingdom 
might be militarily stronger 10 or 20 years hence if resources were cur- 
rently diverted from maintenance of a military establishment to the 
formation of industrial capital, especially in view of the possibility 
that the present types of weapons and the present type of military 
training may have much less defensive value in the future. However, 
the British leaders are alert to present dangers and there is no likelihood 
that security in the near future would be sacrified for security in the 
distant future even if the choice were recognized. 

The government will probably have committed itself to repayments, 
on both dollar and sterling obligations, equivalent to about £50 million 
at 1938 prices. If these repayments are financed out of current income, 
then £50 million fewer goods and services will be available for domes- 
tic use. A net outflow of capital may, of course, not occur; indeed, if 
the prospective yield on new investment is greater at home than abroad, 

*7 Consumers’ expenditures (adjusted for price changes, indirect taxes, and subsidies) were 
22 per cent lower in 1943, and 20 per cent lower in 1944, than in 1938. These figures do not take 
full account of the marked qualitative deterioration of goods and services. On the whole, 


private and public expenditures for current civilian consumption probably yielded 25 per cent 
less satisfaction than in 1938. 
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it is to the advantage of the United Kingdom to finance necessary capi- 
tal repayments by borrowing or by the sale of overseas investments. 
However, in the absence of foresight about comparative yields, it is 
probably best to assume that repayments on dollar loans, commencing 
in 1951, will be financed out of current income. 

The housing goal appears to be about 400,000 new houses annually. 
This goal can probably be achieved by 1952, when the bulk of the pres- 
ent backlog of repairs has been reduced and when the manufacture of 
building supplies and the partial prefabrication of houses will have been 
greatly increased. If it be assumed that 200,000 new houses plus normal 
repairs to old houses approximately offsets annual depreciation and 
obsolescence, then the balance of residential construction can be re- 
garded as net capital formation. New houses, which, on the average, 
will have 20-30 per cent more floor space and will be better equipped 
than houses built before the war, will probably be worth about £750 
apiece, in 1938 prices, so that about £150 million of net capital formation 
will consist of residential construction. 

The London Economist has strongly objected to so large a diversion 
of resources to housing. It has argued that the need for industrial re- 
equipment is more urgent, that the number of families is likely to com- 
mence to decline in a decade or so, and that it is desirable to reserve a 
substantial part of the rehousing program for the time when there may 
be prospect of unemployment. But regardless of whether one deplores or 
applauds the large allocation of resources to housing, it appears that 
such an allocation is politically necessary and that the government is 
getting on with the job. 

The remaining £320 million of national product will be available for 
re€quipping and expanding domestic agricultural, industrial and com- 
mercial facilities and for increasing stocks of raw materials, goods in 
process of manufacture, and finished goods in the hands of distributors. 
This is probably more than has been made available for such purposes 
in any past year and would probably be sufficient to prevent a further 
widening of the gap between British and American labor productivity. 
Indeed, if the more up-to-date factories were operated two or three 
shifts a day, the increase in labor productivity might be such as to re- 
duce the gap. At present, however, it is impossible on the basis of pub- 
licly available data to predict, except perhaps in the case of coal, how 
much new investment is necessary to achieve a specific increase in labor 
productivity. It is in the drawing up of specific investment plans for in- 
dividual industries and in estimating the marginal yields (in terms of 
real savings of labor and materials) of such investments that the most 
constructive planning could be achieved. 

In the case of coal mining, an investment of £200 million would 
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probably double output per man-shift and make possible an output of 
250 million long tons annually by 450,000 employees, compared with 
182 million tons by 709,000 employees in 1945. It is pretty clear that 
the coal mines should be permitted to make large capital expenditures. 
In general, however, capital outlays are likely to yield higher returns in 
the light manufacturing industries than in the heavy industries, such 
as steel, construction, and shipbuilding industries. It is not to be ex- 
pected that planning can indicate the optimum distribution of new 
capital among industries, but a central planning body deliberately at- 
tempting to maximize the yield of new investment in essential indus- 
tries could doubtlessly effect a greater over-all increase in labor pro- 
ductivity than is likely to occur otherwise. In the absence of such a body 
with professional advisers, political pressures and popular misconcep- 
tions are likely to be the sole determinants of the allocation of resources. 
For example, the irrational contention that export industries should be 
given priority over domestic industries is likely to prevail even where 
production for domestic use may be essential and may offer prospect of 
greater marginal saving from a given amount of new investment. 


VIL. The Prospect of Full Employment 


It remains to consider the assumption that there will be no deficiency 
in the total demand for goods and services. 

From 1939 to the end of 1944, consumers purchased £770 million less 
clothing and £703 million less durable household goods than they 
would have purchased had the 1938 level of consumption been main- 
tained. Moreover, there was considerable unemployment in 1938, and 
the range and attractiveness of consumers’ goods were less than they 
are likely to be in the future. Since the amount of such goods annually 
available for domestic purchase probably will not reach even the 1938 
level until about 1950, and since the increase in personal savings, com- 
pared with 1938, will probably be much greater than the increase in 
commodity prices, the demand for durable consumers’ goods is likely to 
be abnormally large until 1955 or thereabouts. 

In 1945 there were about 12 million habitable houses in Great Britain. 
By 1952, nearly a million additional housing units will be needed to 
meet the 1945 deficit and the further increase in families by 1952. 
Since most of the building labor force will be engaged in maintenance 


38 These figures are based on the estimated developmental costs of a new coalshaft recently 
opened at New Calverton in S E Notts, the modernization programs of 10 companies sum- 
marized in Appendix IV of the Reid Report (Cmd. 6610), and the opinion of an American 
mining engineer with experience in Britain regarding the average cost per ton of annual pro- 
duction of developing new mines. Also, other scattered data on the cost of opening new mines 


and modernizing old ones tend to confirm the above judgment of what an investment of £200 
million might achieve. 
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and repair work for several years and since part of the new construction 
achieved in 1946-47 will consist of work in progress, it is unlikely that 
more than 14 million houses will be completed before 1952. Thus, the 
prospective construction of new houses during 1945-51 will provide re- 
placement for less than 5 per cent of existing houses. 

Since about 6 million houses in Britain will be over 50 years old in 
1952 and since about 2 million others will be 30-50 years old, the re- 
placement need is apparent. After 1952, when the backlog of repairs is 
eliminated, a building labor force of one million could probably be 
utilized until 1970 or 1975 replacing pre-1914 houses and commercial 
buildings and performing normal maintenance work. (Actually, of 
course, many of the 43 million houses built between 1919 and 1939 were 
very poorly constructed and will need replacement more urgently than 
some which were built before 1919.) A program of this magnitude, in- 
volving the elimination of many urban slums, would require large sub- 
sidies for which there is sure to be strong popular support. 

The outlay for medical, educational and other social services, pro- 
vided mainly by the government, will be stabilized at a much higher 
level than that of 1938. 

The demand for private producers’ goods will be sustained for many 
years not only by expanding consumer demand but by the backlog of 
deferred maintenance and by extensive obsolescense. In addition there 
will be a large unsatisfied demand for public undertakings, such as air- 
ports, roads, schools, and clinics. Also, the government may stockpile 
certain foods and raw materials as protection against temporary short- 
ages, price squeezes, and wartime blockade. 

The expansion of educational facilities will increase the number of 
students over 15 years old, and more generous old-age pensions will also 
tend to reduce the labor force. Finally, the demand for shorter hours will 
be more insistent as the standard of living rises. 

It is almost certain, therefore, that there will be no deficiency of effec- 
tive domestic demand for goods and services in 1952, and for several 
years thereafter. Should economic depression in the United States re- 
duce world demand for British exports, the United Kingdom could 
temporarily maintain employment in most export industries by allotting 
a higher fraction of the output to the domestic market. 

Thus, for the first time since World War I, there is virtual certainty of 
uninterrupted full employment in the United Kingdom for a decade 
hence. Yet, ironically, this situation comes at a time when the fear of 
unemployment is most general and when there is great demand for tax 
concessions, subsidies, more generous unemployment insurance, and 
public works as a means of insuring full employment. To be sure, it is 
generally recognized that there will be full employment for three or four 
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years, but there is no general realization that full employment for at 
least a decade is virtually assured. The unfortunate aspect of this mis- 
apprehension is that labor unions which mistakenly fear unemployment 
a few years hence may not codperate fully in the introduction of labor- 
saving machinery. Shorter working hours may be advocated on this 
account. Also it is likely that many persons may cling to low-paid, but 
fairly secure, jobs-of the “personal servant” type simply because they 
fear being unemployed a few years hence if they take factory or other 
industrial jobs. Concern over unemployment may also lead to private 
spending of less social utility than alternative public expenditures which 
can be deferred as a reserve against future unemployment. 

Even in the longer view there is a good chance of continued full em- 
ployment in the United Kingdom not only because of the prospect of 
high propensities both to consume and invest, but also because of the 
general recognition by a sophisticated electorate that unemployment 
can be avoided and that no cabinet that permits unemployment should 
be retained in power. It may be that the maintenance of full employ- 
ment will require more and more governmental control over prices and 
wages to prevent monopolistic elements in the economy from restricting 
output and employment opportunities, and it may be that more in- 
dustries will have to be nationalized if capitalists do not take advantage 
of favorable investment opportunities. But the public is prepared for 
such measures. 

If the export industries were subjected to prolonged curtailment on 
account of unemployment or increased protectionism in the United 
States, the United Kingdom—in view of its strong bargaining position— 
could probably form a trading association, excluding the United States, 
in which each member agreed to increase its imports from other mem- 
bers. Thus the shortage of dollars could be prevented from progres- 
sively reducing world trade. The changed composition of imports con- 
sequent upon the transference of British purchases from the United 
States to other countries would result in some disadvantage, but at 
least large unemployment could be avoided by such a planned main- 
tenance of international trade. 

Should the United Kingdom maintain full employment for 15 or 20 
years, as it may very well do, its industrial capabilities would expand 
by 50 per cent or more and its social order would become increasingly 
stable. Labor productivity, though likely to remain less than in the 
United States, would continue to exceed that of any other major coun- 
try. This is the principal reason for optimism. With respect to total eco- 
nomic capabilities, the United Kingdom must inevitably be far out- 
stripped by Russia and United States, whose populations are rapidly 
increasing. 
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SELECTED List oF RECENT INDUSTRY REPORTS BY 
BRITISH GOVERNMENT DEPARTMENTS 


BUILDING: 


Methods of Building in the United States. (Bossom Report) Issued by the 
Ministry of Works. January, 1944. SO: 70-439. 

Contains some comparative data on costs and labor productivity in 
Britain and America, but does not contain a detailed factual survey the 
British building industry. 


Post War Building Studies (Nos. 1-23). Issued by the Ministry of Works. 
SO: 70-441. 
These are more in the nature of guides to builders than industrial 


studies, but they reflect the state of industrial development in a number 
of fields. 


Housing Manual, 1944. Issued by the Ministry of Works, September, 
1944. SO: 70-454. 

Technical Appendices. November 1944. SO: 70-454-1. 

There have been other, mostly short reports on training for the building 
industry, use of standards in building, placing and management of con- 
tacts, etc. Also there have been a number of formidable reports on town 
planning and land utilization. The much debated Barlow, Uthwatt, and 
Scott reports have been followed by the Town and Country Planning Act 
of 1944, the Greater London Plan, 1944, the Merseyside Plan, 1944, and 
other reports on housing, city planning, and hydroelectric developments. 


COAL: 


Coal Mining: Report of the Technical and Advisory Committee (Reid Re- 
port). March, 1945. Cmd. 6610, 149 pp. 

This report, which contains a good factual survey and over 100 
specific recommendations for improving mining techniques, was sub- 
mitted by a committee composed not of outside experts but of managers 
and owners from within the industry. None the less, the report is highly 
critical of management in the coal industry. This report is reviewed by 
A. Beacham in an article, ““Efficiency and Organization in the British 
Coal Industry,” in the June-September, 1945, issue of the Economic 
Journal. 


Coal Report of United Kingdom Open Cast Coal Mission to the United 
States. Issued by the Ministry of Fuel and Power. January, 1945. SO: 
70-9999, 

Coal Mines Mechanization. by G. M. Gullick, mechanization adviser to 
Ministry of Fuel and Power. September, 1945. 

Coal Mining Industry Quarterly Statistical Statements of Costs of Produc- 
tion, Proceeds, and Profits of the Coal Mining Industry for the 3rd Quarter 
of 1944 and the year 1945. Cmd. 6814. 


The report of the American Technical and Economic Mission to the 
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United Kingdom in June and July, 1944, sponsored by the Combined 

Production and Resources Board, has never been publicly released. 
Probably the best recent non-governmental study of the coal industry 

is New Deal in Coal by Harold Wilson, published by Cole and Co., 1945. 


GAS: 


The Gas Industry. Report of Committee of Enquiry. December, 1945. Cmd. 
6699. 57 pp. 


IRON AND STEEL: . 


Reports of the British Iron and Steel Federation and the Joint Iron Council 
to the Minister of Supply. May, 1946. Cmd. 6811. 


TEXTILES: 


Report of Cotton Textile Mission to the United States. Ministry of Produc- 
tion. October, 1944. SO: 70-457. 

This report contains a wealth of comparative data which is further 
analysed by L. Rostas in an article, “Productivity of Labor in the Cotton 
Industry,” in the June-September, 1945, issue of the Economic Journal. 


Cotton. Working Party report published by Board of Trade. May, 1946. 
SO: 51-268~2. 278 pp. . 
Good factual survey and good analysis. 


GENERAL: 
Distribution of Indusiry Act. June, 1945. 8 & 9 geo. 6 ch. 36 


National Water Policy. April, 1944. Cmd. 6515. 


Domestic Fuel Policy. Report by the Fuel and Power Advisory Council. 
March, 1946. Cmd. 6762. 


Industrial Opportunities in the Developmental Areas. (Articles reprinted 
from the Board of Trade Journal.) Issued by Board of Trade, March, 
1946. 


The above-listed government documents are available through the 
British Information Services, 30 Rockefeller Plaza, New York 20. This 
agency has available for distribution a pamphlet entitled, Select List of 
White Papers and Other Important Government Documents, covering the 
period September 1939 to September 1945, and also a booklist entitled, 
British Civilization and Institutions (4th ed.), compiled by the British 
Council. The latter list includes private as well as government publica- 
tions and covers the inter-war period as well. For a recent and fairly 
comprehensive listing of studies of British industry, including those in 
economic and trade journals, the reader may wish to refer to the footnotes 
on pages 05-124 of Alfred Kahn’s Great Britain in the World Economy 
(New York, Columbia Univ., Press, 1946). 


MONETARY REFORM IN LIBERATED EUROPE 


By Fren H. Kiopstocx* 


Since the autumn of 1944 a large number of European countries, with 
a view to controlling the monetary and financial legacy of war and oc- 
cupation, have embarked upon monetary reform experiments of great 
interest to the student of monetary theory and practice. While differing 
in detail from country to country, these reform programs have generally 
provided for the withdrawal of most, if not all, of the outstanding notes 
and for their conversion into new currency. In most cases, only a 
moderate part of the withdrawn currency has been exchanged, the 
remainder being blocked in bank accounts from which withdrawals or 
transfers may be made only up to specified amounts or for specified 
purposes. Simultaneously, in most countries, the same or similar restric- 
tions have been imposed on all or part of the bank deposits existing at 
the time of the adoption of these measures. Subsequently the blocked 
balances resulting from these operations have been partly released and 
additional portions have been or are about to be absorbed by the issue 
of government securities and by special capital levies and war profit 
taxes. 

The broad objectives of most of these post-war monetary reform 
schemes have been to exert a restraining influence on the public’s ex- 
penditures, to force people to seek employment by making them 
dependent on current income instead of past savings, and to deprive the 
public of funds with which to purchase in black markets. In some 
countries, the conversion of currency has been chiefly an instrument for 
the detection of concealed wealth held in monetary form and of income 
tax evasion during the war period. An incidental purpose of the reform 
measures has been to ascertain and cancel the amount of notes held by 
the enemy and lost or destroyed in the course of the war. Unification of 
the currency has been another, though never the sole, objective in 
countries where a multitude of currencies have been introduced during 
the war. This paper will attempt to analyze the results, techniques and 
lessons of these monetary reform measures in liberated Europe against 
the background of the monetary and financial situation in the countries 
concerned.! 


I. Precedents for Contemporary Reform Measures 


332 


While monetary reform may be “as old as money itself,’’? an examina- 


* The author is an economist of the Federal Reserve Bank of New York. 


1 For a bird’s-eye view of monetary reform in Europe, see my article, “Monetary Recon- 
struction in Continental Europe,” Commercial and Financial Chronicle, April 18, 1946. 


2? Paul Einzig, Monetary Reform in Theory and Practice (London, 1936), p. 4. 
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tion of its history yields few, if any, precedents for the major schemes 
under review in this paper.’ It is true, however, that certain currency 
decrees issued after the First World War exhibit some similarity to 
present-day monetary experiments in that they provided for a con- 
version of some part of the currency in circulation into forced loans.* 
Czechoslovakia’s currency reform decree of February 25, 1919, for 
example, which authorized the stamping of all notes of the Austro- 
Hungarian Bank and the conversion of 50 per cent of such notes into 
non-negotiable government bonds,° is sometimes cited as an example for 
what has been attempted in Europe in 1944-45. But though this decree 
and the capital levy which accompanied it was, in the words of Keynes, 
“the only drastic courageous and successful measure of finance carried 
through anywhere in Europe at that epoch,’ in scope and compre- 
hensiveness it was substantially less ambitious than present-day mone- 
tary experiments. Greece’s currency reform decree of April 7, 1922, 
under which all notes in circulation were divided into two, with one part 
to remain in circulation and the other to serve as a bond bearing an 
interest rate of 63 per cent,’ is another measure worth mentioning in this 
context since it apparently served as a model for the reform experiment 
carried out in Finland at the turn of last year. 

The difference between contemporary monetary reform programs and 
those of the previous post-war era can be attributed to the much milder 
nature of present-day monetary maladies. Most monetary reform pro- 
grams under discussion were carried out before inflation had achieved 
major proportions. To a considerable extent, they were of a prophylactic 
nature in that their primary aim was to prevent price increases from 
gaining momentum rather than to bring an already existing hyper- 
inflation to a halt. In most cases, monetary stabilization schemes after 
the First World War were put into operation only following a protracted 
-period of currency disturbances and not until inflation had run its course 
and brought about a depreciation of the established currency units to a 
small, and in several cases infinitesimal, fraction of their pre-war values. 


3? For a history of currency reform in Europe before World War I, see R. G. Hawtrey, 
Currency and Credit (London, 1919). 


4 For a history of currency stabilization in Europe after the last war, see e.g., John Parke 
Young, European Currency and Finance, U. S. Senate Gold and Silver Commission, Series 9, 
Vol. I and If (Washington, 1925); Elemer Hantos, Das Geldproblem in Mitteleuropa (Jena, 
1925); Michael A. Heilperin, Le Problème Monétaire d'après-guerre (Paris, 1931); D. T. Jack, 
The Restoration of European Currencies (London, 1927). 


š Alois Rasin, Financial Policy of Czechoslovakia During the First Year of its History (London, 
1923), p. 25. 


€ John Maynard Keynes, Monetary Reform (New York, 1924), p. 159. 


?E. Pharmakides, “La Situation Monétaire en Grèce,” Revue Economique Internationale 
(Brussels, December, 1922). 
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In a few countries it then became necessary to establish an entirely new 
currency system and to introduce a new unit of account. 

In sharp contrast to the procedure adopted in 1944-45 when the 
liberated countries of Europe converted the money introduced by 
Germany and her satellites into new national currencies in a manner 
which reduced the circulation drastically, unification after the last war 
was in no case, except in Czechoslovakia, accomplished without further 
monetary expansion on a large scale.’ In Poland, the currency unifica- 
tion of 1920 was accompanied by a sharp expansion of the circulation 
of Polish marks, and the establishment of a stable currency involved 
the exchange of marks into newly issued gold zlotys at the rate of 1.8 
million to 1.9 In Hungary, the Note Institute, set up in 1921, converted 
all old banknotes and other paper currencies into an equal amount of 
state notes. Stabilization was effected only after the currency circula- 
tion had reached 3,000 billion crowns in the middle of 1924.* InBelgium 
where in 1944 monetary reform achieved a drastic contraction of the 
money supply, the conversion of German marks into francs in 1918-19 
was carried out without any major effort to withdraw currency from 
circulation and actually involved the recognition of the inflation of the 
occupation period.” 


II. Monetary Developments in Europe During World War II 


The genesis, methods and characteristics of present-day European 
monetary reform programs can only be understood in relation to mone- 
tary developments on the continent during the war. As elsewhere, the 
expansion of currency and deposits in German-controlled Europe was on 
a huge scale. But, unlike in most belligerent countries, the factors 
responsible for this expansion were largely of external origin. Central 
bank financing of German exactions rather than of domestic war ex- 
penditures have been primarily responsible for the growth of the money 
supply in occupied Europe. While in the United States and Canada real 
civilian consumption increased during the war,” it declined drastically 
throughout occupied Europe—not only because of German acquisitions 
of civilian goods, but also because of physical destruction and the 
disruptive impact of the war on the civilian economy. The gap between 
the income stream and the flow of goods and services available for con- 


8 Jack, op. cit., p. 12. 
® Young, op. cit., Vol. II, p. 177. . 


10 A. Popovics, “Hungarian Currency and Banking” in European Currency and Finance, 
Vol. I, p. 233. 

1 Henry L. Shepherd, The Monetary Experience of Belgium 1914-1936 (Princeton, 1936), 
p. 18. 


12 Combined Production and Resources Board, The Impaci of the War on Civilian Consump- 
tion (Washington, September 1945), p. 21. 
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sumption was substantially larger in the area under discussion than in 
this country and the inflationary threat growing out of the wartime 
credit expansion was, therefore, correspondingly greater. 

The financial techniques of German exploitation are familiar and 
require little elaboration.’ German occupation levies and purchasing of 
goods and services via the clearing mechanism or by payment in blocked 
reichsmarks have been at the root of all monetary developments of 
occupied Europe. The fact that in France, Belgium, Holland and 
Denmark as much as 52 per cent of total official outlay during the three 
and a half war years up to the end of 1943 was for German account, and 
that in 1943 the ratio had risen to two-thirds,” illustrates the degree of 
German exploitation of the economic resources of the continent. The 
administrations of these and other countries where German exactions 
were of similar, if not larger, proportions were unable to raise the funds 
demanded by the nazi Reich through taxation or loans from the public, 
and most of Germany’s acquisitions of goods and services, whether by 
German importers or by occupation armies, were, therefore, financed by 
credit expansion, chiefly on the part of central banks. 

As these newly created funds were disbursed, inflationary pressures 
upon prices of goods in scarce supply increased and consumer incomes 
expanded. Nevertheless, owing to the exhaustion of inventories and 
because of rationing and other quantitative controls which in most of 
German-occupied Europe were applied with considerable efficacy, a 
large part of these incomes remained unspendable and were diverted 
into idle balances. Moreover, a not inconsiderable proportion of the 
funds made available to Germany was spent for existing capital equip- 
ment or served to finance other items which passed through the capital 
account of the balance of payments, such as remittances of savings by 
foreign workers in Germany to their homelands. To the extent that these 
funds were not expended by their recipients, the credit expansion did not 
create even a primary expansion of income. 

While all of the countries occupied or controlled by Germany have 
experienced substantial increases in their money supply, the rate of 
expansion has been most rapid in the Balkans. In Yugoslavia, for in- 
stance, where, as in other Balkan countries, price inflation had already 
during the war assumed large proportions, the note circulation rose 
from 15.3 billion dinars at the end of March 1941 to the equivalent of 
more than 250 billion dinars in April, 1945.5 In Belgium currency and 


13 See, inter alia, Thomas Reveille, The Spotl of Europe (New York, 1941); Frank Munk, 
The Legacy of Nazism (New York, 1943); League of Nations, World Economic Survey 1942-1944 
(Geneva, 1945). 


M4 Bank for International Settlements, Fourteenth Annual Report (Basle, 1944), p. 214. 
15 Economist, January 19, 1946. 
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demand deposits of commercial banks rose from 39.5 billion francs in 
December, 1939, to 143.9 billions at the end of September, 1944." In the 
Netherlands the money supply expanded from about 1.7 billion guilders 
at the end of 1939 to 7.1 billions in April, 1945.7 In Norway note circula- 
tion and demand deposits in commercial banks increased from 808 
million kroner in March, 1940, to almost 4.7 billion kroner on May 7, 
1945.8 The corresponding figures for Denmark are 1.3 billion and 4.4 
billion kroner. In all these countries, except in Yugoslavia, the increase 
in the money supply outstripped the rise in prices by a large margin. By 
and large, price control in that area was remarkably successful. 

Throughout German-controlled Europe, as practically everywhere 
else, the expansion in the aggregate money supply was accompanied by 
a relatively greater growth in currency holdings than in bank deposits, 
while demand deposits tended to rise faster than time and savings 
deposits.” In part, the preference for currency relative to deposits can 
be traced to the desire of the public to keep on hand, under the special 
circumstances of war and occupation, larger currency balances relative 
to deposits in order to meet unforeseen contingencies. Efforts to reduce 
taxation by concealing income may also have been factors in some cases. 
But the major reason was probably the fact that currency was the sole 
acceptable means of payments in the black market. 

Upon eviction of the German armies, the liberated countries were 
subjected to new financial demands at a time when their resistance to 
further monetary expansion was at a low point. The military expendi- 
tures of the Allies for local supplies and services, and particularly the 
issue of local or military currency for the pay of their armies, were a 
major factor in the growth of circulation during the final phases of the 
war in countries such as Italy and Belgium. The introduction of military 
notes, moreover, further added to the currency disorder in countries 
which had been dismembered during the war and where numerous new 
currencies, as well as those of Germany and some of her satellites, had 
been put into circulation. 

The general liquidity engendered by the credit expansion of the oc- 
cupation and liberation period constituted an important obstacle to 
plans for economic reconstruction and acted as a drag on economic 
recovery. People holding substantial amounts of cash preferred to live 
in idleness or to engage in black-market operations rather than to seek 


6 Bank for International Settlements, of. cit., p. 225. 

17 League of Nations, Monthly Bulletin of Statistics, February, 1946. 

18 Kaare Petersen, “The Monetary Reconstruction Program in Norway,” Norwegian 
American Commerce, February, 1946. 


19 Comparing merely the increase in currency and in demand deposits of commercial banks, 
Norway and Denmark are the only countries under German occupation where the latter have 
risen faster than the former. 
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productive employment which would yield earnings sufficient to buy 
only in official, but not in black markets. In many liberated countries 
the spread of black markets not only discouraged hard work, but also 
promoted a speculative atmosphere and gave rise to undesirable shifts 
in the distribution of income in favor of speculators, war profiteers and 
collaborationists. Tax evasion—in some countries considered a patriotic 
duty during the period of occupation-—was widespread. Moreover, with 
business in a position to fall back on its liquid resources, the traditional 
instruments of monetary control over the aggregate demand of the 
public had lost their potency. 

At the end of the war, therefore, the basic problem of monetary states- 
manship in liberated Europe was how to regain a measure of control over 
the money supply; how to mop up idle money before it could become 
activated and exert income-expansionary effects while the flow of 
civilian goods was still a trickle. An answer had also to be found to the 
question of how to reduce disposable income where such hoards had 
already begun to get into motion and how to bring into the open and 
subject to taxation the monetary wealth concealed by profiteers and 
collaborationists. Currency unification in countries where several cur- 
rencies were circulating posed another group of perplexing problems. 
These issues arose at a time when, owing to shortages of raw materials, 
transportation, electrical power, etc., production throughout liberated 
Europe was at a low level, so that even small amounts of dissaving 
tended to generate inflationary pressures of great strength. 


TII. Monetary Strategy in Liberated Europe 


The methods employed by European governments in their attempts 
to deal with the monetary aftermath of war and occupation may be most 
conveniently divided into two major, though interrelated groups: (1) 
The withdrawal of excess currency and the blocking of bank deposits 
with a view toward bringing the huge liquid funds under direct control of 
the monetary authorities; and (2) the sterilization of blocked as well as 
unblocked funds by means of fiscal instruments, such as the issue of non- 
marketable securities, capital levies, and war profit taxes. While gen- 
erally fiscal measures of this type have been executed or are about to 
be executed within the larger framework of blocking schemes, there are 
a few cases where fiscal measures of a primarily monetary motive were 
not preceded by any blocking whatever. 

Belgium’s monetary reform decree of October 6, 1944, issued shortly 
after the arrival of the government-in-exile in Brussels, was the first in 
the long series of similar measures providing for the blocking of currency 
holdings and bank deposits. Poland followed suit early in 1945 with 
several decrees under which German, German-sponsored and Russian 
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currencies were exchanged into a new national currency and excess 
currency holdings blocked. Similar operations were carried through in 
Yugoslavia in April, when limited amounts of a new currency, called 
the dinar of the Federative and Democratic Yugoslavia, were issued to 
holders of currencies put into circulation during the occupation period. 
All currency holdings in excess of the exchanged portion, as well as bank 
deposits, were blocked. Denmark in July, 1945, blocked part of the 
public’s currency holdings. On September 8, Norway issued a decree 
under which a part of the money supply was blocked. In the Nether- 
lands, the blocking program was carried out in two phases. In June, 100 
guilder notes ceased to be legal tender, but could be deposited in bank 
accounts where they were blocked, except for payments of taxes. In 
September, all remaining currency holdings were withdrawn and blocked 
except small amounts of newly issued notes. All bank deposits were 
frozen as of September 26. Czechoslovakia’s currency conversion decree 
of October 19, 1945, established a new crown currency and blocked a 
sizeable part of the country’s money supply. Austria’s currency reform 
law of November 30 provided for the exchange of all currency in 
denominations of over 5 reichsmarks and 5 military shilling notes into a 
new national currency, the Austrian shilling. Currency holdings in excess 
of 150 military shillings or reichsmarks, as well as most of the existing 
bank balances, were blocked. An elaborate currency conversion program 
was carried out in France in June, 1945, involving, however, no blocking 
at all. 

Capital levies, increment taxes and forced loans for the purpose of 
mopping up part of the increase in the money supply, have been adopted 
or are, according to present indications, about to be adopted in a large 
number of countries. A capital levy and war profits taxes were imposed 
in Belgium in October, 1945, and at the same time blocked balances 
were converted into a forced loan. Finland, under a decree which became 
effective on January 1, 1946, issued a forced loan to holders of large 
denomination notes. The Norwegian government has presented to the 
Storting a bill providing for a highly progressive tax on war profits. A 
progressive capital levy and war gains tax, applicable to all increases in 
wealth between January 1, 1939, and November 15, 1945, is about to 
be adopted in Czechoslovakia. In Denmark, the Parliament has under 
consideration a bill providing for a progressive tax on war profits and a 
forced stabilization loan to be subscribed by persons of large means. 
The Netherlands government has submitted to the Dutch parliament 
bills calling for a capital levy and the taxation of profits made during the 
war. Capital levies falling solely on monetary wealth have been enacted 
in Yugoslavia and Hungary. 
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A. Blocking as an Instrument of Monetary Policy 


The wide popularity of the blocking device arises from its great 
potency as an instrument for controlling the volume of the public’s 
expenditures out of balances existing at the time of the adoption of the 
freezing decrees. By preventing the sudden release of idle balances 
blocking performs a valuable function wherever potential dishoarding 
constitutes a major threat to monetary stability. The immobilization of 
idle balances is, however, only one of the major objectives of the block- 
ing feature of monetary reform programs. Of at least equal importance 
is to deactivate those funds already moving in black markets where they 
tend to produce income-expansionary effects; the extent to which this 
purpose is achieved is the criterion by which blocking as an instrument 
of monetary policy is largely judged in actual practice. 

From attempts to block the active component of the money supply, 
however, arise some of the most baffling problems with which monetary 
reform programs have been confronted. Such blocking involves the 
imposition of restrictions over the disposal of funds needed for legitimate 
transaction purposes. Unless used with great caution, the blocking of 
active money may deprive commerce of its working capital and in- 
dividuals of funds for the purchase of those essentials which cannot be 
acquired out of current earnings. If the blocking is overly strict, there- 
fore, it may generate deflationary disturbances of undesirable dimen- 
sions; if it is too loose, the counter-inflationary force of the reform pro- 
gram will be impaired. The success of blocking measures largely depends 
on the ability of their authors and administrators to strike a proper 
balance between these two extremes. The determination, therefore, of 
how much of the public’s currency holdings to convert into new notes 
and what part of bank deposits to exempt from blocking or to unfreeze, 
as well as the selection of purposes for which blocked funds may be 
released, constitute the most crucial policy decision in the formulation of 
a blocking program. 

A drastic contraction of the currency supply has been the major line 
of attack via monetary channels on the problem of black market control. 
The conversion of excessive currency holdings into bank deposits, the 
use of which can be easily traced, deprives black marketeers as well as 
their customers of the cash necessary for illegal trading. The first steps 
in the execution of monetary reform laws are, therefore, the invalidation 
of most, if not all, of the banknotes in circulation and the issue of limited 
amounts of new currency in exchange for old currency. In almost all 
countries, the currency conversion program has given rise to numerous 
and perplexing issues of a technical nature which have not always been 
successfully resolved. In several cases, the withdrawal of old notes was 
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accompanied by a short period of extreme monetary stringency only 
partly alleviated by small grants of new currency issued at the outset of 
the conversion program. As a result and in some cases in anticipation of 
currency conversion programs, currency holdings for a brief period have 
dropped precipitously. In Belgium, for instance, they dropped from 
more than 100 billion francs at the end of August, 1944, to 28.5 billions 
at the end of October, and in Norway from more than 3 billion kroner at 
the end of April, 1945, to 1.5 billions shortly prior to the conversion, 
which began on September 8, and to slightly over 1 billion kroner at the 
end of September. 

Most monetary reform decrees have left small-denomination notes 
and coins in circulation—either because new notes of small sizes had not 
yet been printed or in order to cushion the impact of the withdrawal on 
the economy—but the result has been, in a few instances at least, the 
hoarding of small-denomination notes and coins and the emergence of a 
dual price system, one for payment in small-denomination notes and the 
other in notes about to be withdrawn.?° 

Except in Greece, where in November, 1944, in a futile effort to end 
inflation and in order to provide a usable unit of account, all notes were 
exchanged at the rate of 50 billion old drachmas for 1 new drachma, all 
currency conversions were carried out at par. Some countries, however, 
where monetary reform was accompanied by the unification of the 
numerous currencies introduced during the occupation period, estab- 
lished discriminatory conversion rates and conversion limits. The out- 
standing illustration of such discrimination is provided by the series of 
currency reform decrees issued in Poland early in 1945, under which the 
Russian ruble was exchanged in unlimited amounts into new zlotys, 
but the zloty issued in the German-administered Government General 
of Poland only up to 500 zlotys.” Moreover, Polish holders of German 
reichsmarks could only obtain 250 zlotys at the rate of 2 reichsmarks to 
1 zloty? compared with the 1:2 rate used by the nazi occupation 
forces.” Similarly, in Yugoslavia the conversion rates established at the 
time of the issue of new dinar currency in April, 1945, discriminated 
against some of the currencies issued by the German satellites. 

Following the currency conversion, the exempticns and unfreezing 
provisions of monetary reform laws and of their amendments became” 


40 This occurred, for instance, in Austria (see New York Times, December 5, 1945). In 
Denmark notes not affected by the conversion were accepted at a 50 per cent premium (Neue 
Zürcher Zeitung, July 27, 1945). 

11 Basler Nachrichten (March 22, 1945); small industrial and commercial enterprises were 
permitted to exchange up to 2,000 zlotys. See also The Banker, London, June, 1945. 

2 Financial Times, London, March 19, 1945. 

#3 “Currency Reform in Eastern Europe,” Monthly Review of Credit and Business Conditions, 
Federal Reserve Bank of New York, May, 1946. 
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applicable. In scope and detail, most reform laws, although enacted 
under analogous conditions and pursuing essentially the same objectives, 
exhibit little similarity. In many important respects the monetary 
authorities of each country have actually followed widely divergent 
precepts and considerations regarding blocking exemptions and the 
timing and purposes of releases of blocked funds. Most decrees, how- 
ever, draw a sharp distinction between deposits of individuals and 
business, permitting the release of funds needed for wage payments and 
certain other business expenditures which cannot be met from the pro- 
ceeds of current sales. In Czechoslovakia, for instance, the currency 
reform decree of October 19, 1945, authorizes employers to withdraw 
from their blocked bank deposits funds up to the amount of their pay- 
rolls for one month. Regulations of a similar nature have been issued in 
Belgium, in the Netherlands” and in Austria.” In addition to funds for 
wage payments, currency reform decrees, or their amendments, some- 
times unfreeze funds to be expended for working capital purposes and 
set up agencies which may unblock funds upon application. 

As far as individuals are concerned, those currency reform laws which 
authorize the release of relatively small amounts usually specify a 
relatively large number of purposes, mostly of an emergency nature, for 
which funds may be withdrawn. This was, for instance, done in the 
Netherlands,” and in Austria where persons were permitted to use up 
their blocked balances in monthly installments if they were unable to 
seek employment and possessed no other means of support. Such releases 
reflect the concerted, though not always successful, efforts of the mone- 
tary authorities to provide a flexible instrument of control which can be 
adapted to the special circumstances of the individual owners of bank 
deposits. 

A few currency reform measures, while imposing severe restrictions on 
cash withdrawals from bank accounts, permit large parts of the blocked 
balances to be transferred by check or through the giro (bank transfer) 
system. For instance, the Austrian Currency act of November 30, 1945, 
which in many respects is one of the most rigid reform decrees on record, 
authorized transfers from account to account through payment order up 
_to 40 per cent of the balance of the owner as of November 30. In Czecho- 
slovakia, the currency reform law permits the transfer of certain funds 
from one blocked account to another. Similar arrangements were made 
during the early stages of the Dutch currency reform. The reason for the 
comparatively liberal treatment of intra-account payments is the same 


44 “Currency Reform in the Netherlands,” Monthly Review of Credit and Business Condi- 
tions, Federal Reserve Bank of New York, January, 1946. 

% Staatsgesetzblatt für die Republik Osterreich, December 1, 1945. 

2 “The Netherlands During German Occupation,” The Annals, May, 1946, p. 37. 
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as given earlier in reference to the imposition in many currency reform 
laws of stringent limitations on the issue of new notes, namely, the 
desire of monetary authorities to channel payments through the banking 
system so as to be in a position to examine them for their legitimacy. 

Under some decrees, the time period in which the original deposit 
originated is a criterion of major importance for the availability of bank 
balances. In certain areas of Austria, this is actually the decisive con- 
sideration. Apparently in order to reward people who followed the 
exhortations of the Austrian government to deposit currency hoards 
and, in order to discriminate against deposits which were made while 
Austria was part of nazi Germany, comparatively substantial cash with- 
drawals were permitted from funds banked following the liberation of 
Austria, but before the announcement of the decree.” In Belgium, 10 
per cent of the balance as of October 6, 1944, the day on which the 
Belgian currency reform was launched, or the entire balance standing to 
the credit of a bank account on May 9, 1940, the day prior to the Ger- 
man invasion of Belgium, whichever was greater, was exempted from 
blocking.” 

With the threat of runaway prices removed and as supplies of es- 
sentials became more ample and black markets narrowed, the monetary 
authorities of some countries permitted the unblocking of funds in 
addition to those released under the rules enumerated above. Norway, 
for Instance, scrapped some of the most essential parts of her blocking 
program only three months after their adoption for the reason, according 
to the Norwegian Department of Finance, that under the liberal in- 
terpretation of the blocking regulations, the public could get whatever 
funds it required anyhow.”® Belgium too has permitted the release of a 
considerable amount of blocked funds. But most of the liberated nations 
have relaxed the reins of their blocking controls but little. However, 
once the liquid funds were brought under control, governments have 
shown increasing interest in removing these funds permanently from the 
hands of the public. With the emergence of this process, monetary re- 
form entered upon a new stage. 


B. Fiscal Tools in Monetary Reform Programs 


Instruments of fiscal policy, such as capital and increment levies, and 
forced loans, have played a vital rôle and, in most cases, have been an- 


27 This feature of the Austrian currency reform law applies only to those areas of Austria 
which early in July, 1945, were under Russian occupation. 

28 “Belgian and French Monetary Policies,’ Monthly Review of Credit and Business Condi- 
tions, Federal Reserve Bank of New York, October, 1945. 

29 Significantly, the Department of Finance stated at the time that the main purpose of the 
blocking had been to register all accounts and that no useful purpose would be served by keep- 
ing the accounts blocked longer than absolutely necessary, Kaare Petersen, op. cit. 
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integral part of monetary reform program in liberated Europe. Block- 
ing, essentially an emergency device, permitted monetary authorities to 
immobilize liquid assets quickly, but left the eventual disposition of the 
blocked funds unresolved. Capital and increment levies, as well as the 
issue of non-negotiable bonds, have been instrumental in absorbing these 
funds. 

The significance of fiscal measures in monetary reform programs arises 
from their effects on the flow of expenditures out of current income as 
distinguished from spending out of existing balances which can be con- 
trolled by blocking. Recent discussions on consumption economics have 
focused attention on the incentive to a high propensity to consume 
which may result from the huge growth of liquid assets holdings in the 
United States.®® Application of these observations to the impact of the 
fiscal parts of monetary reform programs in Europe suggests that the 
absorption of blocked balances may be conducive to a somewhat lower 
propensity to consume than would otherwise be the case, and thus tend 
to retard inflationary pressures so far as they survive or are generated 
subsequent to the blocking. Needless to say, the more reliance is placed 
on taxation than on forced loans, the greater the effect in this respect, 
unless the loans are not only non-negotiable, but carry distant maturi- 
ties, 7.€., are in almost every respect interest-bearing tax receipts. Mere 
blocking is unlikely to produce any pronounced effects on the income- 
expenditure pattern since owners of frozen funds are inclined to hope 
for their eventual release and to consider them contingently available. 

The effects of levies, increment taxes and forced loans, designed to 
absorb blocked balances, are also determined by what the government 
does with the proceeds. If the government uses them for a reduction of 
debt held by the banking system, ż.e., retires from the monetary system 
funds which could not be spent by their former owners anyhow, the 
aggregate volume of expenditures is obviously not affected." Spending 
by the government of the proceeds on goods and services is, of course, 
highly expansionary—no less than the creation of new funds, which, 
however, in actual practice is usually the sole alternative. 

Perhaps the best illustration of a contraction of the money supply 
through tax-loan operations. is afforded by the actions of Belgium’s 
monetary authorities in the later stages of their reform program. At the 
outset of its execution, all blocked balances were divided into a ‘‘tem- 


30 See, for instance, S. Morris Livingston, “Wartime Savings and Postwar Markets,” Survey 
of Current Business, September, 1943; James J. O’Leary, “Consumption as a Factor in Postwar 
Employment,” Am. Econ. Rev., Papers and Proceedings, May 1945, p. 38; also Gardiner C. 
Means in American Economic Review, Papers and Proceedings, May 1946, pp. 34-35. 

31 Some minor effects arising from changes in the reserve position of commercial banks and 
from a reduction or shift of interest payments from the banking system to the public may be 
disregarded in this context. 
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porarily unavailable” portion of 40 per cent and a “permanently 
blocked” portion of 60 per cent. In October, 1945, the latter part of the 
bank deposits were transferred to an account in the Belgian National 
Bank in favor of the Belgian treasury which plans to employ these funds 
for the retirement of its debt to the bank.** At the same time, the 
treasury handed to the owners of these balances government bonds of 
restricted negotiability which may be employed for the discharge of tax 
liabilities arising from a series of laws enacted in October, 1945.% If one 
abstracts from its timing and operational details, the Belgium monetary 
reform program involves in effect a contraction of the money supply 
through a shift of government debt held by the banking system to 
public ownership and an extinction of part of this debt through capital 
levies and extraordinary profit taxes. 

A contraction of the money supply along the Belgian lines is planned 
by the monetary and fiscal authorities of Czechoslovakia, Denmark and 
the Netherlands. Meanwhile, blocked balances in the latter country 
have been absorbed by induced rather than forced loans. By closing 
practically all other outlets for blocked funds, their owners are being 
induced to purchase 50-year bonds carrying an interest rate of 3 per cent 
which will become negotiable three years after issue. Blocked balances 
in the Netherlands have also been released for the purchase of limited 
amounts of savings certificates. 

In several countries blocked balances, as they are absorbed through 
government borrowing and taxation, have been or are about to be used 
for ordinary budgetary expenditures, despite earlier plans to employ 
these funds for redemption of various claims held by central banks. In 
Norway, for instance, it was the original intention to use the proceeds of 
a proposed levy for the repayment of advances by the Norges Bank to 
Germany,* but more recent plans call for allocation of these funds to the 
purchase of capital equipment and other supplies. Similarly, in Finland 
the proceeds of a forced loan placed in early 1946, which was originally 
destined to serve for the retirement of government bonds held by Fin- 
lands Bank, are apparently employed to cover the current budget 
deficit. 

Finland’s forced loan, which, unlike those of other countries, was not 
accompanied or preceded by any blocking, deserves some further at- 
tention because of the unusual technique employed in its placement. 


32 Banque Nationale de Belgique, Bulletin d'Information et de Documentation, October, 1945. 


°3 These laws include a capital levy of 5 per cent on all property held in October, 1944, and 
special taxes on profits derived from trading with the enemy and on excessive income and 
profits made during the war whether or not resulting from trading with the enemy. See 
Mitchell B. Carroll, “Outline of War Profit Taxes and Capital Levies in Liberated European 
Countries,” Tax Law Review, April-May, 1946. 


3 Neue Zürcher Zeitung, September 29, 1945. 
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Under a decree issued by the government at the end of December, 
1945, all notes in denominations of over 100 finmark lost one-half of 
their legal tender quality.” These notes had to be cut into two, the left 
half serving as legal tender at one-half the value of the original note until 
exchanged into new notes. The right half was converted into a non- 
negotiable 2 per cent government bond to be redeemed by 1949. The 
decree did not affect bank balances at all. Note circulation figures in- 
dicate that a measure of this type was anticipated so that hoarders of 
Jarge-denomination notes were able to escape the loan through placing 
them in bank accounts. Moreover, the measure has inflicted hardship on 
holders of a few large-denomination notes, particularly in sparsely- 
settled regions without adequate banking facilities, who were deprived 
of one-half of their small currency supply. These and other aspects of 
the conversion have evoked considerable criticism in Finland and are 
about to be corrected by supplementary measures. 

There remain to be briefly reviewed two drastic measures of more than 
ordinary interest to the analyst of monetary reform. The first is Yugo- 
slavia’s capital levy imposed in the spring of 1945 following the blocking 
of bank deposits and the withdrawal of currencies introduced during the 
occupation period. This highly progressive levy was laid solely on 
monetary wealth, disregarding all other forms of property. Different tax 
schedules applied to various classes of holders, giving the measure a 
socio-economic orientation of great significance. Codperatives and 
certain public organizations were entirely exempted and “productive 
enterprises” and farmers favored by relatively low rates. 

A different kind of capital levy on monetary wealth was imposed late 
in December, 1945, by the Hungarian government in a desperate but 
futile effort to arrest the process of hyper-inflation, then in its early 
stages. Under a decree issued in December, 1945, all notes in denomina- 
tions of 1,000 pengos and over had to have adhesive stamps affixed to 
retain their legal tender quality at face value. Since the stamps were sold 
by the government at three times the face value of the notes, the 
measure constituted a straight 75 per cent tax on holders of cash—a 
burden which made little difference in a country where price increases 
constantly reduced the real value of currency holdings. The decree 
failed entirely to retard inflation and did not give the government even a 
breathing spell during which to interrupt the work of the printing. 
presses.*’ No simultaneous attack was made on the basic causes of 


% Bank of Finland, Monthly Review, January-March, 1946. 
% “Currency Reform in Eastern Europe,” op. cit. 


*? For a full description of the execution of the scheme, see Svenska Dagbladet, Stockholm, 
February 13, 1946; also Klopstock, “Monetary Reconstruction in Continental Europe,” 
op. cit. 
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inflation in Hungary nor any attention paid to psychological intangibles 
which in the past have helped to bring hyper-inflation to an end. Owing 
to leaks concerning its impending issue, the measure actually induced 
a more than threefold price increase by sellers of goods who attempted 
to protect themselves against loss on their currency receipts. Prices 
since then have risen by leaps and bounds and monetary stabilization 
must await the execution of a comprehensive economic reform program 
which is now being prepared by the Hungarian government.*8 


IV. Tentative A ppraisal and Conclusion 


Monetary policy in an over-liquid world, immune to the established 
instruments of monetary control, is less capable than ever to perform its 
traditional functions effectively. But monetary authorities in many 
parts of the world are striking out boldly for new ways and means of 
regaining some measure of control over money and credit conditions. 
While in this country the most widely discussed proposals for innova- 
tions in the central banking mechanism, such as the Certificate Reserve 
Plan, haye been primarily concerned with preventing further monetiza- 
tion of the public debt, most governments of liberated Europe, con- 
fronted with inflationary threats that called for immediate action, have 
gone straight to the roots of the problem and have adopted elaborate 
monetary measures involving direct controls over the utilization of the 
existing money stock.®? 

An attempt to evaluate the effectiveness of these schemes at this early 
stage of their evolution is handicapped by the absence or unavailability 
of authoritative and detailed studies prepared in the countries con- 
cerned. Generalizations on the monetary and financial repercussions of 
these measures are dangerous in view of their great divergence in lati- 
tude and character. Little can be said on the fiscal parts of the programs 
because in several countries neither their scope nor the allocation of the 
proceeds of loans and levies has as yet been determined. While it is thus 
too early to pass final judgment on the performance of monetary reform 
in liberated Europe, certain tentative conclusions may be drawn at this 
point from the monetary experience of a few of the countries under 
review. 

The contractionist and preventative effects of monetary reform pro- 


38 This program was put into operation on August 1, but too late to be considered in this 
paper. : 

39 Mention should be made at this point of recommendations for applying similar measures 
in the United States. Irving Fisher in a letter to the New York Times of April 30, 1946, seriously 
suggested that a certain percentage of the demand deposits in the member banks of the Federal 
Reserve System be frozen until further notice and the blocked portion be converted into in- 
terest-bearing and marketable securities. A proposal for a currency exchange to sterilize black 
market money was made in the Magazine of Wall Sireet, of May 25, 1946. 
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grams appear to have been considerable, at least in their early phases. 
Available evidence suggests that blocking, particularly in those countries 
where it was applied with great severity as in Belgium, the Netherlands 
and in Eastern Europe, has been instrumental in reducing inflationary 
pressures appreciably. This is indicated by the severe decline in black 
market trading immediately following the adoption of the reform 
decrees.*® An outstanding exception is Belgium, where black market 
prices after a brief interlude rose again, but this phenomenon was largely 
due to the deterioration of the supply situation resulting from the delay 
in the eviction of the German army. The temporary resurgence of black 
markets during the early stages of the Belgian monetary reform program 
does not mean that it failed in its purpose. There is little doubt that the 
Belgian scheme, which was the forerunner of all other monetary reform 
measures in liberated Europe and probably the inspiration to some, was 
an anti-inflationary tool of great potency and has substantially con- 
tributed to the relatively rapid pace of Belgian reconstruction during 
1945. Monetary reform programs have also exerted a wholesome in- 
fluence by dispelling the “holiday” atmosphere which was noticeable in 
many European countries after liberation, as people were living on their 
money hoards. Moreover, by increasing the dependence of business on 
bank credit, blocking has served to enlarge the scope of monetary and 
credit policy. 

Currency conversion, as well as the registration of bank deposits and 
other assets which in several cases has been part of the reform programs, 
have been useful in the preparation of capital levies and have forced 
collaborationists and blackmarketeers to reveal their ill-gotten gains. 
But expectations on the part of treasuries of large profits because of non- 
surrender of notes held by tax evaders or the enemy, have proved il- 
lusory in several countries.” 

The fact should not be lost sight of, however, that these schemes have, 
at times, given rise to considerable economic disturbances. The authors 
of the blocking programs have not always judged accurately the 
transaction requirements of the public whose money holdings are fre- 
quently maldistributed and whose money needs may vary widely.’ Even 
if mitigated by numerous exemptions from the freezing controls and 
subsequent releases, the indiscriminate blocking of large portions of the 


40 This was particularly apparent in the Netherlands. See Quarterly Review, Amsterdamsche 
Bank, January, 1946. 


41 This applies particularly to Norway, Finland and Denmark. See Neue Zürcher Zeitung, 
April 1, 1946. 

42 For a severe, though not particularly judicious, criticism of the deflationary effects of the 
Belgian scheme, see Fernand Baudhuin, “Après Six Mois de Libération,” L'Echo dela Bourse, 
March 20 and 21, 1945. As to financial disturbances in Austria due to the monetary reform, see 
New York Times, February 1, 1946. 


594 THE AMERICAN ECONOMIC REVIEW [SEPTEMBER 


money supply remains basically a very crude and inflexible device, the 
use of which can be supported only under the extraordinary conditions 
of the early post-war period. 

There is also considerable evidence that the contractionist and pre- 
ventative forces of monetary reform programs wore off rather rapidly as 
the expansionary influences of reconstruction finance became ascendant. 
Throughout liberated Europe the depletion, destruction and dismantle- 
ment of capital equipment during the occupation period has forced 
governments and private business to program huge capital outlays for 
reconstruction. These programs are being carried out while specific 
shortages of various sorts prevent full utilization of economic resources. 
With production in most countries of liberated Europe rising very 
slowly, large investment expenditures tend to push aggregate demand to 
a level in excess of output plus net imports so that new inflationary 
pressures are generated. In some countries, moreover, the restrictive 
effects of the reform decrees were impaired by large currency issues to 
cover the needs of the Allied armies. This was the case in Belgium in 
the winter of 1944-45 and in Austria in 1946. 

Comprehensive statistics on the aggregate money supply and its 
blocked portion are unfortunately not available for most countries 
under discussion, but it is possible to present figures for notes in circula- 
tion which reveal the rapidity of the resumption of currency expansion 
despite the restrictions on withdrawals from bank deposits. While the 
sharp rise in currency circulation partly reflects normal cash needs at 
the prevailing level of prices and wages, there is evidence that the desire 
for holding relatively large precautionary and speculative cash balances, 
a habit carried over from the wartime period, was a factor in the cur- 
rency expansion. 

NOTE CIRCULATION 
(Month-end figures in billions of currency units) 


Nether- Czecho- 


lands pacar’ Norway Denmark slovakia 
(uides) (francs) (crowns) (crowns) (crowns) 
December, 1939 1.1 28.0 .6 6 7.7 
April, 1945 (Pre- 
liberation level) | 5.5 100.8 3.0 1.7 51.2 
Level after With- 
drawal 1.3 (X .45)| 28.5 (X .44)/ 1.0 (EX 45) .9 (VIT.45)) 23.0 (XI .45) 
May, 1946 22 72.5 1.6 1.5 32.0 
a August, 1944. 


The appearance of considerable amounts of currency hoards as well as 
the rapid growth of free balances in the wake of monetary reform 
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measures illustrate the fact that they can do very little to allay the ex- 
pansionary forces of reconstruction finance. Their adoption has, in some 
cases, persuaded the public that the government is determined to pursue 
a counter-inflationary policy and has thus discouraged spending out of 
current earnings to the extent that it was motivated by the anticipation 
of price increases. Certain restraints on spending have probably re- 
sulted from the reduction of liquid asset holdings. Except in these two 
respects, the monetary measures taken in liberated Europe have been 
of little relevance to the volume of expenditures out of current income. 
Once imposed to deal with the inflationary pressures growing out of the 
occupation period, blocking cannot be repeated to cope with similar 
pressures arising during the reconstruction period. Unless assured and 
convinced that current earnings remain freely available, the public will 
tend to keep shy of bank deposits or to increase spending in order to 
evade the effects of a new blocking program. Such tactics cannot be 
countered by a renewed withdrawal of currency holdings, for a repeti- 
tion of the currency conversion is hardly feasible considering the ad- 
ministrative problems and the monetary disturbances associated with 
its execution. For essentially similar reasons, it is ordinarily not possible, 
though monetary conditions may warrant it, to reverse the unblocking 
process and reimpose freezing controls over funds which had been re- 
leased but have not yet been spent. The area of sovereignty of the 
blocking procedure is narrowed as the availability of money through 
releases from freezing controls is enlarged. 

The lessons of the monetary experiments of 1944-45 will undoubtedly 
be examined carefully by the governments of those countries in Europe 
which until now have done nothing or too little to prevent a runaway 
price inflation. The financial maladies of Rumania and Greece have 
reached a point where they are no longer amenable to monetary 
surgery of the kind employed elsewhere in Europe. Price and ex- 
change control, never very effective in these countries, has broken 
down and monetary inflation has been fully reflected in price inflation. 
This, however, is not the case in Germany, and it is here that the ex- 
periences with post-war monetary schemes can be most fruitfully ap- 
plied if agreement on the issue of monetary and financial reconstruction 
in Germany can be reached in the Allied Control Council. While the 
story of monetary reform in post-war Europe has by no means come to 
an end, it remains nevertheless true that the large measure of success 
achieved by the liberated countries in their fight against inflation is one 
of the most encouraging features of economic rehabilitation in Europe. 


43 This was even the case in Norway, despite the mildness of the monetary measures taken 
in that country. See Petersen, op. cit. 


INTERNATIONAL ASPECTS OF AMERICAN 
AGRICULTURAL POLICY 


By MarcGaret S. Gorpon* 


Introduction 


For a decade or more, a serious conflict has been developing in this 
country between the over-all objectives of our commercial policy and 
the measures which have been applied to our agricultural foreign trade. 
While we have been seeking to bring about a lowering of world trade 
barriers, our domestic agricultural program, with its price supports and 
production controls, has forced us to employ nationalistic measures in 
relation to our agricultural exports and imports. It has resulted, more- 
over, in a serious loss of export markets and the accumulation of enorm- 
ous stocks in the hands of the Commodity Credit Corporation. In the 
case of two of our leading exports, wheat and cotton, we have been 
rather ineffectively attempting to cling to a diminished share in the 
world market by employing export subsidies. 

To escape from this unfortunate dilemma, the Department of Agri- 
culture proposes a post-war policy of intergovernmental commodity 
agreements to stabilize world agricultural prices and curb unmanageable 
surpluses. Undoubtedly there will be a real need for international col- 
laboration to handle certain post-war commodity surplus problems, 
but it may be seriously questioned whether commodity agreements 
negotiated largely with a view to protecting the price-support schemes 
currently in vogue in agricultural-exporting countries are likely to con- 
form to the standards which the more cautious advocates of intergovern- 
mental commodity arrangements would like to see enforced.” 

It is the purpose of this article to analyze recent trends in our agri- 
cultural foreign trade policy and to raise the question as to whether a 
drastic change in our agricultural price policies is not long overdue. In 
the course of the discussion, we shall go over some ground that is familiar 

* The author wishes to acknowledge her indebtedness to the Trade Regulation Project, 
which was conducted at the University of California under the directorship of Professor J. B. 


Condliffe, for financial assistance in a program of research of which the present article forms a 
part. 


1 These statements do not, of course, apply with complete accuracy to the situation which 
developed during the war, but rather to the trends which were apparent before the war and 
which are likely to reappear. 


2 This is not to deny that a strong general case can be made for international measures to 
curb agricultural price instability. (See discussion of commodity agreements, pp. 603-9, be- 
low.) For a good defense of the Department of Agriculture’s position, see Robert B. Schwenger, 
“World Agricultural Policies and the Expansion of Trade,” Jour. Farm Econ., Vol. XXVII 
(1945), pp. 67-87. 
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to most economists, but this will be necessary in order to relate recent 
developments to long-run trends in our agricultural foreign trade and 
commercial policy. 

Through the decisive votes in Congress in favor of the United Nations 
Charter, the Bretton Woods Agreements, the Food and Agriculture 
Organization, and ratification of the British loan, this country has 
firmly expressed its intention to participate in a program of world 
economic and political coöperation. A nationalistic agricultural policy 
could seriously interfere with the success of this program. If artificial 
supports for American agricultural prices are continued into the in- 
definite future, the harmful effects will not be confined to our foreign 
trade in agricultural products alone. High agricultural prices will tend 
to raise costs throughout American industry, thus hampering our entire 
export trade. Import barriers imposed to protect artificially high agri- 
cultural prices will injure American trade with predominantly agricul- 
tural countries and with other countries as well. Finally, and most 
serious, the entire movement to lower world trade barriers will suffer 
if this country adheres to the use of high tariffs, import quotas, and 
export subsidies in connection with its agricultural program. 


Recent Trends in U. S. Agricultural Foreign Trade 


The United States long since ceased to be a net exporter of agricul- 
tural products. Agricultural imports have tended to exceed agricultural 
exports since the middle 1920’s, and agricultural exports have repre- 
sented a steadily declining proportion of total exports for decades, as 
Table I indicates. There has been no persistent tendency for agricultural 
imports to increase faster than total imports, however. Imports of cer- 


TABLE I—AVERAGE ANNUAL U. S. EXPORTS AND IMPORTS OF AGRICULTURAL 
Propucts, 1900-1939 


Exports of Agricultural Imports of Agricultural 
Products Products 
Period SSS 
In millions As percentage In millions As percentage 
of dollars of total exports of dollars of total exports 
1900-1904 873 61 488 50 
1905-1909 963 55 667 50 
1910-1914 1,157 50 909 53 
1915-1919 2,638 41 2,019 63 
1920-1924 2,093 46 1,888 54 
1925-1929 1,792 37 2,216 53 
1930-1934 767 37 877 50 
1935-1939 762 26 1,214 51 


Source: U. S. Department of Agriculture, Agricultural Statistics, 1941, pp. 481-82. Aver- 
ages calculated by the writer. 
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tain tropical products which could not be produced in this country 
(e.g., natural rubber and coffee) have always been high. Imports of the 
more competitive items might have increased somewhat faster but for 
the restraining effect of tariffs and other restrictions. During the drought 
years of the middle thirties, this country imported substantial amounts 
of certain commodities which were normally on an export basis. There 
is little doubt that the volume of agricultural imports would have 
been even higher in these years in the absence of tariffs.’ 

In spite of the technological improvements which continue to take 
place in American agriculture, the long-run tendency is almost cer- 
tainly toward a greater dependence on imports. As population grows 
and the standard of living rises, domestic consumption of an increasing 
number of commodities: will come to exceed domestic production. Price 
relationships, also, will tend more and more to favor imports, since in- 
creasing industrialization inevitably brings with it some loss in a 
nation’s comparative advantage as an agricultural producer, even in 
the case of a country as richly endowed with land and other natural 
resources as the United States.* 

One of the most crucial questions facing this country at the present - 
time is whether the trend toward greater dependence on agricultural 
imports will continue to be resisted, as it was during the 1930’s. Most 
European countries faced this type of situation during the nineteenth 
century and met the problem in a variety of ways. England, of course, 
is the leading example of a country which adopted a free trade policy, 
permitting her industrial exports to enjoy their maximum competitive 
advantage in international trade, while her workers were fed on low- 
priced imports from overseas. Germany, along with a number of other 
countries in continental Europe, adopted the opposite course of pro- 
tecting her farmers, especially her wheat-growers, from the competition 
of cheap grain imports from overseas.’ 

A continuation of the present trend toward a planned and regimented 
agricultural system in the United States will raise fundamental political 
questions bearing on the relation of the state to the individual producer. 


4 Butter imports, for example, were high in the first five months of 1935 but ceased altogether 
in June of that year because the margin between prices in London and New York had fallen 
to 10 cents, or four cents less than the duty. (Cf. The New York Times, June 19, 1935.) 


4 As manufacturing and distributive trades expand their activities, the prices of labor and 
other productive factors are bid up to the point at which farmers find it difficult to compete 
with agricultural producers in less well-developed countries. 


ê Belgium, Holland, and for many years, Switzerland, followed a course similar to that of 
the British. (Cf. J. B. Condiliffe, “The Disposal of Agricultura] Surpluses,” Jour. Farm Econ., 
Vol. XXIV [1942], p. 439.) 


€ For an interesting study of this whole question and the way in which agricultural pro- 
tectionism was used to support the power of the Junker class, see A. Gerschenkron, Bread and 
Democracy in Germany (Berkeley, California, 1943). 
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In addition, this country’s rôle in world trade and in a program for 
international economic coöperation will be profoundly affected by 
decisions reached in the field of agricultural foreign trade policy. The 
end of the war provides a unique opportunity for a drastic change in our 
agricultural program, since substantial readjustments will in any case 
be required during the transition period. Once the pattern of post-war 
agricultural production is established, changes will be far more difficult 
to accomplish. 

Maximum development of our industrial potentialities can be 
achieved only through access to expanding world markets, and our un- 
disputed industrial.and financial supremacy places this country in a 
unique position to assume leadership in the movement for lower world 
trade barriers.’ Fortunately there are indications that many American 
industrial leaders are beginning to recognize the need for lower tariffs, 
and it begins to look as if our agricultural policies may provide the 
greatest obstacle to a general liberalization of our import barriers. 

It is natural for the farmer to regard increasing imports as a threat 
to his position as an agricultural producer, but this country, unlike 
Britain, is not likely to become dependent on imports for a major pro- 
portion of its food supplies. Larger imports would undoubtedly call for 
contraction in the production of certain commodities, but the outlook 
in any case is for continued contraction of the proportion of the popula- 
tion engaged in agriculture because of technological improvements and 
other factors. The pattern of agricultural production, moreover, is 
certain to change. American farmers will find it to their advantage to 
concentrate more heavily on the production of foods which a prosperous 
industrial population needs to obtain chiefly from domestic sources— 
dairy and poultry products, certain types of meats, and fruits and 
vegetables. Shifts in these directions are taking place in any case, but 
the continuance of artificial price-supports for grains and other surplus 
crops will hamper the process and prevent dairy, poultry, and livestock 
producers from obtaining feed grains at lower cost. Similarly, artificially 
high prices for cotton and wool hamper American manufacturers of 
cotton and woolen goods in competing with foreign producers and with 
the rayon industry. 

Although the American farmer is gradually becoming less dependent 
on export outlets for his chief crops, it by no means follows that he does 
not have an important stake in international trade. Full employment in 


7 Cf. U. S. House of Representatives, Sixth Report of the House Special Committee on 
Post-War Economic Policy and Planning, The Post-War Foreign Economic Policy of the United 
States, House Rept. No. 541, 79th Cong., 1st sess. (Washington, 1945), esp. pp. 8-12. 

8 Cf. T. W. Schultz, “Food and Agriculture in a Developing Economy,” in T. W, Schultz, 
ed., Food for the World (Chicago, 1945), esp. pp. 316-19, 
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this country could mean a domestic market large enough to absorb a 
very substantial proportion of our agricultural output, except for a few 
leading export items. But full employment can scarcely be achieved in 
the absence of expanding international trade, whatever measures are 
adopted to support the post-war domestic economy.’ In the long run, 
the farmer stands to gain most from policies which encourage expansion 
of his market both at home and abroad, even though this means lower 
agricultural prices and larger imports of certain farm products. 


Tariffs, Quotas, and Subsidies 


Agricultural protectionism in the United States is not a recent phe- 
nomenon. It dates back to the latter part of the nineteenth century, 
when successive tariff acts “benefited” the farmer by erecting tariffs 
on his products to “compensate” for the high tariffs which his industrial 
brethren were demanding on manufactured products. The Tariff Act of 
1930 raised agricultural duties to new high levels. For the most part, 
these duties were meaningless at the time of their adoption, but after 
the Agricultural Adjustment Program came into effect, many of the 
agricultural rates in the tariff schedule took on a new significance. For 
the Program had the effect of raising American agricultural prices above 
world prices, thereby creating an artificial price level which could not 
have been maintained without protection against imports. In a few 
cases in which tariffs could not be relied on to keep out imports, quotas 
were introduced.?° 

To what extent has this wall of protection been modified by the 
Reciprocal Trade Agreements Program? The number of tariff reductions 
on agricultural products has been impressively large, covering the great 
majority of agricultural tariff items.“ In a very substantial number of 
cases, moreover, the maximum 50 per cent reduction permitted under 
the original Trade Agreements act has been granted. Some of the reduc- 
tions have been of considerable significance, e.g., those on canned beef, 
certain grades of wool, and long-staple cotton. Many of the concessions, 
however, have applied to the less competitive items, and in a consider- 
able number of cases, reductions on the more competitive items have 


? The converse is also true, of course. International trade cannot be expected to prosper 
unless this country pursues with reasonable success a policy aimed at full employment. 


10 Quotas were imposed on imports of wheat and wheat flour, for example, in 1941, when 
the price of July wheat rose to a point at which it became profitable to import Canadian wheat 
over the tariff. (Cf. The New York Times, May 29, 1941.) They remained in effect until 1943, 
when they were suspended because of wartime conditions. (U. S. Department of State, 
Bulletin, Vol. VIII [1943], p. 386.) 


u See U. S. Tariff Commission, Changes tn Import Duties since i rev. ed. Wasaington; 
1943) and Supplement (Washington, 1944). 
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been made applicable only to a specified quota of imports.” Tariff 
classifications have frequently been narrowed, moreover, to protect the 
American farmer at his more vulnerable points. 

Tariff rates remain high on a number of leading American agricultural 
products. Among the more significant rates which have not been af- 
fected by the Trade Agreements Program are those on wheat (42 cents 
a bushel), butter (14 cents a pound), fresh beef (6 cents a pound), and 
the many important grades of wool not affected by the Argentine agree- 
ment.” As long as present agricultural price policies remain in effect, 
there is little likelihood that these higher tariffs on agricultural products 
will be reduced. There is a strong probability, moreover, that some of the 
import quotas which were suspended during the war will be restored. 

In this connection, certain paragraphs in the State Department’s 
recently published Proposals for Expansion of World Trade and Employ- 
ment are highly significant. These proposals, which are intended to 
serve as a basis for an international trade conference to be held in the 
near future, outline the commitments which, in the view of the United 
States government, members of a proposed international trade organi- 
zation should be asked to make. Import quotas would be outlawed as 
an instrument of commercial policy. Certain exceptions, however, 
would be permitted, including the use of import quotas on agricultural 
products in conjunction with (a) governmental marketing or production 
restrictions or (b) the distribution of surplus commodities to lower-in- 
come groups free of charge or at prices below the market.“ This excep- 
tion, which was undoubtedly included at the request of the Department 
of Agriculture, represents no real change in American government pol- 
icy, since a similar provision was included in all the Reciprocal Trade 
Agreements: It merely recognizes the probability that current agricul- 
tural price policies, or something very like them, will be continued into 
the indefinite future. 

The resort to export subsidies has also been closely related to the 
policy of supporting domestic agricultural prices, in this country as well 
as in a number of other countries. The United States government started ` 


12 Such cases include cattle weighing less than 175 pounds and 700 pounds or more (other 
than dairy cattle), whole milk (fresh or sour), cream (fresh or sour), certain types of fresh or 
frozen fish, white potatoes, Cuban filler tobacco, and certain molasses and sugar syrups (other 
than Cuban). 


13 On the better grades of clothing wool, the rate is 34 cents per pound clean content. Duties 
remain high, also, on sugar, certain imported grades of tobacco, and a number of other agri- 
cultural products. As a result of the wartime rise in prices, however, rates on the products 
mentioned, all of which are fixed in specific terms, are considerably lower when expressed in 
ad valorem terms than before the war. 


4 U.S. Department of State, Proposals for Expansion of World Trade and Employment 


(Washington, 1945), pp. 13-14. The proposals were accepted by the British in all important 
respects in conjunction with the recent loan agreement. 
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subsidizing exports of wheat and wheat flour in 1938." A cotton export 
subsidy program followed in 1939. In both cases, the subsidies were 
intended to permit exporters to purchase at domestic prices and sell 
abroad at the lower world market prices. Wartime conditions led to 
the suspension of the cotton program in 1942 and of the wheat program 
in 1943." 

But reintroduction of export subsidies did not await the end of the 
war. Under the provisions of the Surplus Property act, approved Oc- 
tober 3, 1944, the Commodity Credit Corporation may sell surplus 
farm commodities for export at competitive world prices, even though 
the legal minimum price for comparable domestic sales is substantially 
higher.7® Export subsidy programs were promptly inaugurated for 
wheat, wheat flour, and cotton, although in January, 1945, the subsidy 
on wheat was withdrawn.’® 

There is every indication that the use of export subsidies may be 
continued, and perhaps extended to additional commodities, when the 
expected post-war slump In world agricultural prices gets under way. 
Here again, the State Department’s proposals on post-war commercial 
policy include a significant loophole. They provide that, within three 
years of the establishment of the proposed international trade organiza- 
tion, the use of export subsidies by members of the organization is to 
cease. If, however, a burdensome world surplus develops (or threatens 
to develop) in the case of a given commodity, and attempts to solve the 
problem through intergovernmental action fail, members may resort to 
export subsidies.” 

There is no doubt that the employment of export subsidies by the 
United States government has had a disturbing effect on our inter- 
national commercial relations.” Such a policy, moreover, encourages 
similar action by other countries at the very time when the United 

15 A more limited subsidy program, applying to exports of wheat and flour from the Pacific 
Northwest, made its first appearance in 1933. 


18 Tn the case of wheat and wheat flour, the exporter was to apply to the federal government 
for compensation to cover his actual loss. In the case of cotton, the amount of the subsidy was 
fixed. The average subsidy on wheat in the 1938-39 season amounted to 28.7 cents a bushel. 
(Cf. The New York Times, August 22, 1939.) 

17 Thid., July 22, 1942; and Foreign Commerce Weekly, July 27, 1943, p. 23. 

18 Public Law No. 457, 78th Cong., Sec. 21 (c). 

19 In November, 1945, the subsidy amounted to 4 cents a pound on cotton and to 18 cents 
a hundred pounds on wheat flour. (The New York Times, November 24, 1945.) 

20 No member may employ such subsidies, however, in such a way as to enlarge its share 
of the world market. (U. S. Department of State, Proposals for Expansion of World Trade and 
Employment, p. 16.) 

21 See, for example, the address of Mr. Dean Acheson (now Under-Secretary of State) at the 
cotton conference arranged by the Subcommittee of the House of Representatives for the 
Study of Policies of Post-War Agriculture. (U. S. Department of State, Bulletin, Vol. XI 
[1944], pp. 700-1.) 
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States is trying to exert its influence toward a restoration of liberal 
trade policies.” 


Intergovernmenial Commodity Agreements to Stabilize 
Agricultural Prices 


1. Current Proposals. It is not our purpose to enter into a general 
discussion as to the merits of intergovernmental commodity agreements. 
We shall be concerned only with the rôle which such arrangements can 
be expected to play in stabilizing world agricultural prices. Most recent 
proposals for handling the problem of post-war surpluses in the agri- 
cultural field center around the use of such schemes and the need for 
international machinery to prevent their abuse. 

It is widely recognized that supply and demand conditions for many 
basic agricultural staples are such as to create a special need for inter- 
governmental action to deal with burdensome surpluses. Although pro- 
duction tends to expand rapidly in response to price increases, its re- 
sponse to price declines is sluggish and sometimes perverse. In addition, 
the demand for commodities of this type is in most cases relatively 
inelastic. Hence arises the familiar phenomenon of abnormally low agri- 
cultural prices and large surpluses which is so characteristic of periods 
of severe depression. The problem is the more serious because of an 
apparent long-run tendency for the supply of agricultural products to 
increase more rapidly than the demand.” Thus there has been a pro- 
nounced tendency for governments to step in to protect the distressed 
producers, frequently through measures to support prices. These at- 
tempts have generally been unilateral, and their net effect on inter- 
national trade has been highly restrictive. The case for codrdinated inter- 
governmental intervention is therefore strong. 

The emphasis in all recent proposals relating to intergovernmental 
commodity arrangements has been on getting away from the restrictive 
type of agreement which has been prevalent in the past. The recom- 
mendations which came out of the Hot Springs Conference, and which 
led to the formation of the United Nations Food and Agricultural Or- 
ganization, stressed the importance of expanding agricultural produc- 
tion to meet the world’s nutritional needs. This point of view dominated 

2 It may be argued, of course, that if the domestic price of a commodity is held above the 
world price through governmental price-supports, an export subsidy which merely compensates 
for this price-differentia] will not have a disturbing influence on the world market. This is not 
necessarily true. The relatively high domestic price will tend to stimulate domestic production 
and to discourage domestic consumption, so that the volume of exports may be larger than it 
would have been in the absence of intervention. Production restrictions will not necessarily 


interfere with this result. For a more extended discussion of this problem, see M. S. Gordon, 
Barriers to World Trade (New York, 1941), pp. 323-24, 


43 Cf. T. W. Schultz, “Food and Agriculture in a Developing Economy,” in Schultz, ed., 
op. cit., p. 307. 
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the Conference’s conclusions on intergovernmental commodity arrange- 
ments, which, it was stated, should be “designed so as to promote the 
expansion of an orderly world economy.’™ Although no specific recom- 
mendation was made with respect to buffer stocks schemes, much of the 
discussion at the Conference centered around the proposal of the British 
delegation for the establishment of an international buffer stocks agency, 
which would purchase stocks during periods of declining prices and 
gradually liquidate them as prices revived in an attempt to counteract 
price fluctuations.” l 

The official position of the United States government on commodity 
agreements was given definite formulation with the publication of the 
State Department’s Proposals for Expansion of World Trade and Em- 
ployment.® The tone of the statement in relation to commodity agree- 
ments is extremely cautious. It is proposed that special intergovern- 
mental commodity studies should be sponsored by the international 
trade organization, and that every effort should be made to correct mal- 
adjustments through the operation of market forces and particularly 
through exploring every possible method of stimulating consumption. 
Curtailment of production and trade through commodity agreements 
should be undertaken only if the situation requires drastic measures. 
Such agreements, moreover, should be regarded as transitional in na- 
ture and should provide for the correction of particular maladjustments 
through a program designed to promote shifts of resources and man- 
power out of ‘over-expanded industries.” 

Somewhat different is the impression one gets from a recent Depart- 
ment of Agriculture publication on post-war foreign trade problems in 
the agricultural field.” While stressing the need for codrdinated programs 


2% United Nations Conference on Food and Agriculture, Final Act, U. S. Department of 
State, Bulletin, Vol. VITI (1943), pp. 566-67. It was further recommended that a body of 
broad principles should be agreed upon, to assure (a) the representation of consumers as well 
as producers, (b) increasing opportunities for the supplying of consumption needs from the 
most efficient sources of production at prices fair to both consumers and producers, (c) the 
maintenance of adequate reserves, and (d) provision for the orderly disposal of surpluses. 

% The original British proposal rejected the use of trade or production restrictions In con- 
junction with the buffer stocks scheme, but in later discussions the American view that price 
stabilization could not be successfully achieved in the absence of such controls apparently pre-- 
vailed. (Cf. Edward S. Mason, ‘The Future of Commodity Arrangements,” in T. W. Schultz, 
ed., op. cit., p. 244.) 

2 Cf, above. For an earlier statement by Bernard F. Haley in an address before the Acad- 
emy of Political Science, see U. S. Department of State, Press Release, April 3, 1945, No. 289. 

a7 Cf. U. S. Department of State, Proposals for Expansion of World Trade and Employment, 
pp. 20-21. Specifically, it is proposed that commodity agreements shall be effective for no 
more than five years, and shall not be renewable unless a review of the entire situation demon- 
strates a rea] need for their continuation and unless substantial progress has been made toward 
correction of the underlying maladjustments. 

2 U. S. Department of Agriculture, Interburean Committee on Post-War Programs, A 
Post-War Foreign Trade Program for U.S. Agriculture (Washington, 1945), esp. pp. 19-22. The 
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to expand consumption and to achieve shifts in production along the 
lines of comparative advantage, this set of proposals seems to go rather 
far in the direction of a planned world agricultural system. Under the 
type of commodity agreement contemplated, extreme fluctuations in 
prices on the world market would be prevented through export controls. 
and the establishment of upper and lower price limits which would be 
modified from year to year to conform with basic changes in demand and 
supply conditions. Buffer stocks would be maintained by the various 
national governments and possibly by an international agency as well. 
These stocks would be reduced or replenished to counteract price fluc- 
tuations but would not be permitted to fall below certain minimum 
levels. Production adjustments, brought about through appropriate 
production controls enforced by national governments, would be relied 
on to keep prices and stocks at the required levels. The plan apparently 
contemplates an extension of the ‘‘ever-normal granary” idea to the in- 
ternational arena. While there is nothing new or radical about these pro- 
posals,?® one cannot escape the conclusion that a permanent system of 
control, rather than a mechanism for dealing with purely temporary 
maladjustments, is intended. 

Whether the cautious attitude of the State Department will come 
to dominate the policies of the proposed international trade organization 
remains to be seen. During the first meeting of the United Nations Food 
and Agriculture Organization in October, 1945, it was apparent that 
many of the delegates, particularly from the large agricultural-exporting 
countries, favored the immediate establishment of an international 
agency, modeled after the Commodity Credit Corporation, to control 
the movement of agricultural products in world trade.*® The debate on 
this proposal revealed sharp differences of opinion among the various 
delegations, and no positive action was taken. But in August, 1946, 
the Organization made public, as a basis for further discussion, the so- 
called “Orr Plan,” under which a world food board would carry on 
buffer stock operations, with special provisions for disposal of surplus 
foods to needy nations.*! 

2. Commodity Agreemenis and Parity Price Formulas, Whatever the 
precise rôle of commodity agreements, there arises a most serious ques- 
tion as to how the parity price structure in the United States is to be 


views outlined in this publication do not, of course, represent official U. 5. government 
policy and are significant only in so far as they suggest the trend of thinking within the 
Department of Agriculture. 

29 They resemble closely the provisions of the Draft Convention for an International Wheat 
Agreement. Cf. p. 606, below. 

80 Cf. The New York Times, October 21, 23, 24, and 25, 1945. 

Cf. The New York Times, August 9, 1946. It was leas that President Truman’s cab- 
inet reacted unfavorably to the proposal. 


606 THE AMERICAN ECONOMIC REVIEW [SEPTEMBER 


reconciled with an international scheme of commodity price stabiliza- 
tion. As we have seen, the effect of our domestic agricultural policy has 
been to maintain American agricultural prices well above world prices. 
The system of parity prices, moreover, 1s based on a historical formula 
which bears no relation to competitive conditions in world markets. 
Under existing legislation, price floors for a substantial list of agricul- 
tural commodities are to be held at 90 per cent of parity until the end 
of a two-year period dating from the first of January immediately fol- 
lowing the official end of hostilities.** Thus there is no prospect, short of 
repeal of this legislation, of any basic change in agricultural price policies 
before the end of 1948. 

If artificial price differentials created by government control measures 
in major supplying countries are not eliminated, international com- 
modity agreements can have but limited usefulness in stabilizing world 
agricultural prices. This difficulty can be concretely illustrated in con- 
nection with the International Wheat Agreement, the price provisions of 
which have not at this writing come into effect. The wheat agreement 
provides for ‘‘a-basic minimum price and a basic maximum price of 
wheat, c.i.f. United Kingdom ports, and schedules of prices, c.i.f. and 
or f.0.b., equivalent thereto for the various wheats sold in world mar- 
kets,” these prices to be determined by the International Wheat 
Council.” As Dr. Davis has pointed out, wheat prices in the four major 
exporting countries have been so divergent that a wide range between 
maximum and minimum prices would undoubtedly have to be main- 
tained.** This would probably mean that each exporting country would 
continue to determine its own price and subsidize, if necessary, to move 
its wheat into the world market. If and when all the provisions of the 
wheat agreement come into effect, subsidies may serve the purpose of 
permitting countries with relatively high prices to fill their export quo- 
tas, but will not, of course, enable them to compete for a larger share of 
the market. 

It is difficult to see how a similar situation can be avoided in the case 
of cotton, if price controls are set up in the international cotton agree- 
ment now under consideration. The reintroduction of a United States 
export subsidy scheme has precipitated a general demand on the part 
of the major exporting countries for an agreement to stabilize exports. 
The fourth meeting of the International Cotton Advisory Committee, 

3 Public Law No. 729, enacted October 2, 1942. The date of the official end of hostilities 


must be determined by presidential proclamation or by concurrent resolution of both Houses 
of Congress. 


3 U. S. Department of Agriculture, Office of Foreign Agricultural Relations, The Inter- 
national Wheat Agreement (Washington, 1942), p. 9. 


34 F, S. Davis, Wheat under International Agreement, National Economic Problems, No. 410 
(New York, Am. Enterprise Assoc., 1945), pp. 10-11. 
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held in Washington in April, 1945, recommended that a study group 
be appointed to prepare definite proposals for international collabora- 
tion to deal with the world surplus of cotton. It was agreed that an 
effective arrangement would require regulation of one or more of the 
following—exports, export prices, and production. So long as existing 
price floors are maintained in this country, however, the differentials 
between the American price and prices of comparable grades of cotton 
in the other major exporting countries will undoubtedly have to be pre- 
served, and the need for an American export subsidy will continue. It 
is significant that as yet no agreement has been announced. 

The problem created by American parity prices, of course, is merely 
part of a much broader problem arising out of agricultural price controls 
existing in both exporting and importing countries. During the 1930’s, 
prices in the major continental European importing countries were held 
far abcve world prices through price-fixing measures buttressed by rigid 
import restrictions. Such imports as did come in were to a considerable 
extent purchased from the smaller European agricultural-exporting 
countries under strictly controlled bilateral clearing arrangements or 
other similar devices. Thus the world market was narrowly restricted, 
, and the impact of fluctuations in world supplies fell heavily on the major 
overseas agricultural-exporting countries, which in turn resorted to 
price supports and in some cases to export subsidies. If this type of 
situation should prevail in the post-war world, any attempt to stabilize 
international agricultural prices would operate under a severe handicap. 
It would be virtually impossible, moreover, to achieve the shifts in pro- 
duction which are so urgently needed from the point of view both of 
nutritional needs and of a more efficient utilization of productive re- 
Sources. 

3. Other Problems Connected with Commodity Agreements. The pro- 
posals for post-war international commodity agreements all emphasize 
the importance of representation of the consumer point of view in the 
negotiation and administration of such agreements. It is hoped that 
this will help to ensure against the restrictive and monopolistic tend- 
encies which have been characteristic of many past agreements. Pro- 
tection of the consumer interest can be achieved in part through the 
selection of men of broad judgment as members of the commodity com- 
mission, which will be one of the organs of the proposed international 
trade organization. As a further safeguard, the State Department pro- 
poses that in any such arrangements importing countries be given a 
voice equal to that of exporting countries. But can importing countries 
be relied on to represent the consumer’s point of view? Probably they 
can if they are wholly dependent on imports to meet their requirements 


3 U.S. Department of State, Bulletin, Vol. XII (1945), pp. 772-73. 
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for the commodity in question. In the more usual case, however, in 
which a country is dependent on imports for only a portion of its total 
consumption of the commodity, it is likely to be at least as much inter- 
ested in protecting domestic producers as in securing a low price for its 
consumers.’ 

Secondly, all the current proposals for stabilizing agricultural prices 
through commodity agreements place considerable emphasis on the 
need for bringing about shifts in production along the lines of compara- 
tive advantage. This is certainly a desirable goal, but one may well 
question how successfully shifts of this kind can be encouraged within 
the framework of a system of international marketing controls. One of 
the most serious criticisms of international commodity agreements in 
the past has been concerned with their tendency to protect the position 
of relatively inefficient producers. Export quotas are usually allocated 
among the participating exporting countries in accordance with their 
relative shares in the world market in some previous period. Once a 
country has been assigned an export quota, it will be unlikely to submit 
to a reduction. If it is a relatively high-cost producer, moreover, it will 
tend to exert its influence in favor of a price high enough to permit it 
to fll its quota. 

A further question concerns the possibility of controlling production 
of agricultural commodities on a world-wide scale. The Department of 
Agriculture’s plan appears to rely heavily on production controls as the 
basic mechanism for offsetting the accumulation of excessive stocks and 
achieving production shifts. But among leading agricultural economists 
in this country, there has been an increasing tendency to question the 
effectiveness of existing methods of production control.** Restriction of 
acreage for a given crop tends to be accompanied by more intensive 
cultivation of the acres actually planted, especially if financial induce- 
ments are employed to bring about the desired restriction. A recent 
study indicates that no positive conclusions can be drawn as to the ef- 
fectiveness of the AAA program in reducing production, although out- 
put was probably reduced somewhat below what it would have been if 
there had been no AAA.3? Whether more effective methods, short of 


86 Even in such a case, however, political considerations may prevent an importing country 
from bargaining for the lowest possible price, ¢.g., the United States in relation to Latin 
American coffee. 


37 Here we must beware of sweeping generalizations. The attitude of the country will depend 
on a great many factors—the importance of domestic production in relation to domestic 
consumption, the desire to make certain of adequate domestic supplies of the commodity in 
the event of war, the political power of farmers as a group, and so on. 

38 Cf. J. S. Davis, On Agricultural Policy, 1926-38 (Stanford University, 1939), pp. 475-76; 
and T. W. Schultz, “Agriculture in the American Economy,” Am. Econ. Rev., Vol. XXX, No. 
5 (February, 1941), pp. 136-39. 

39 Cf. G. Shepherd, “Changing Emphasis in Agricultural Price Control Programs,” Jour. 
Farm Econ., Vol. XXVI (1944), pp. 483-84. Comparisons of average production of leading 
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collectivism, of controlling the output of millions of individual farms 
can be devised remains to be seen. If critics of current agricultural poli- 
cies have their way, the emphasis will be on shifts in production, rather 
than on restriction as such, in the future. As matters stand at present, 
however, one can easily visualize the accumulation of enormous stocks 
under an international scheme to control production and regulate prices. 

This brings us to consideration of the proposal for an international 
buffer stocks agency. In theory, the operations of such an agency would 
be so managed as to ensure the fluctuation of prices around an equilib- 
rium price, which would be subject to modification from time to time 
to conform with long-run shifts in basic supply and demand conditions. 
In practice, one may seriously question whether this result could be 
obtained. Even if political pressures could be left out of account, the 
equilibrium price would be difficult to determine. Actually, price goals 
would probably be determined largely as a result of the give and take 
of political compromise rather than on the basis of economic criteria. 
‘If past experience with similar schemes on a national scale is any guide, 
moreover, considerable pressure would be exerted on the international 
agency by interested groups to postpone the liquidation of stocks in 
- periods of high or rising prices. 

In emphasizing the difficulties which will stand in the way of attempts 
to stabilize agricultural prices through intergovernmental commodity 
agreements, it is not our purpose to demonstrate that such arrangements 
are of no value, but rather to stress the need for caution, especially with 
respect to elaborate plans for long-run price stabilization. If one could 
be certain that the views outlined in the State Department’s proposals 
would dominate subsequent international negotiations, there would be 
no occasion to reiterate a note of caution here. It is not unlikely, how- 
ever, that lip service may be paid to the State Department’s views in 
setting up the international trade organization, but that subsequent 
negotiations for the solution of commodity problems may proceed along 
more or less traditional lines. If representatives of farm organizations 
in the major exporting countries press for the immediate adoption of 
price-stabilization schemes, it may be difficult for the proposed com- 
modity commission to insist on the careful study of alternative measures 
which the State Department recommends. 


Conclusions , 


How are the inconsistencies between our agricultural policies and our 
broad program for international economic coöperation to be resolved? 


controlled crops for the years 1938-40 with that for 1930-32, just before the AAA program 
was put into effect, show that production of certain commodities increased or remained the 
same while production of other crops, notably cotton, decreased. In any case, huge unsaleable 
stocks had accumulated by the early 1940’s, indicating that loan rates were too high to move 
the supplies actually being produced. 
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A satisfactory program from a theoretical point of view might embody 
features which would be utterly unacceptable politically. Fortu- 
nately, there are indications both within and outside the Administration 
of a growing recognition that changes are in order.*® Without at- 
tempting to formulate a comprehensive program of agricultural re- 
form, I should like to emphasize certain basic considerations which 
should be kept in mind in approaching the problem of international 
agricultural adjustment. 

First of all, American agriculture cannot assume its appropriate po- 
sition in post-war world trade unless parity price formulas are aban- 
doned as soon as possible and replaced by policies designed to bring 
American agricultural prices into line with world prices. This may ap- 
pear to be a rash suggestion in view of the political strength of the “farm 
bloc.” But are farm bloc leaders irrevocably wedded to a policy of main- 
taining an agriculture price structure which has no relation to present- 
day realities? Undoubtedly, any attempt to remove all controls over 
farm prices would be vigorously resisted. But a politically acceptable 
policy might combine (1) gradual adjustment of most American agri- 
cultural prices to world prices, (2) some method of protecting the farmer 
from the impact of short-run market fluctuations, and (3) provision of 
financial aid to the farmer to encourage the necessary shifts in produc- 
tion. 

Recently, a number of agricultural economists have suggested “‘for- 
ward pricing” plans under which prices would be related to market 
forces, but price goals (or forward prices) established in advance would 
eliminate much of the guess work for the farmer in planning his pro- 
duction. Most of these plans involve some method of compensating the 
farmer if the market price turns out to be lower than the forward price.* 
Forward prices would be revised from year to year to conform with 
shifts in demand and supply conditions. 

Such a change in policy would pave the way for removal of many of 
the nationalistic measures which have been applied to our agricultural 
foreign trade. If the necessary reductions from present inflated price 
levels could be brought about gradually and a program of subsidies 
devised to aid the farmer during the transition period, it does not seem 


40 A committee of the American Economic Association recently reported on the problem of 
agricultural price policies and their effects. Cf. E. J. Working, “Report of Ad Hoc Committee 
on Agricultural Price Supports,” Am. Econ. Rev., Vol. XXXVI, No.2 (May, 1946), pp. 817-26. 

Recent speeches by Secretaries Byrnes and Anderson suggest that the administration recog- 
nizes the unfortunate effects of agricultural policies in relation to foreign trade. (Cf. The New 
York Times, November 24, 1945.) 


4l See the prize essays on the subject, “A Price Policy for Agriculture, Consistent with 
Economic Progress, That Will Promote Adequate and More Stable Income from Farming,” 
in the Jour. Farm Econ., Vol. XXVII (Nov., 1945). 

See also Postwar Agricultural Policy XReport of the Committee on Postwar Agricultural 
Policy of the Association of Land-Grant Colleges and Universities (October, 1944) for a sound 
approach to the problem of agricultural adjustment. 
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altogether improbable that farm bloc leaders might be led to recognize 
the advantages which would accrue to the farmer in the form of ex- 
panded domestic and foreign markets. 

My second suggestion concerns the approach to the problem of world 
agricultural surpluses. There is a danger that the success or failure of 
international coöperation in the commodity field within the next few 
years will be judged solely with reference to the number of international 
commodity agreements (or other stabilization schemes) successfully 
negotiated and put into effect. Actually, to the extent that national 
price policies result in substantial artificial price-differentials among 
competing countries, it may be very difficult to secure agreement on 
price-stabilization measures and perhaps even more difficult to operate 
agreements once they are put into effect. Thus the most important work 
to be accomplished lies in the direction of bringing national price policies 
more closely into line with international competitive forces. Neither the 
FAO nor the proposed ITO will be in a position to compel action along 
this line, but both agencies will be able to make strong recommendations 
to national governments. 

Prices have been farthest out of line and nationalistic trade measures 
most pronounced, of course, in importing countries, especially on the 
continent of Europe. Any far-reaching changes in European agricultural 
policies will depend on successful international coöperation in many 
fields—in creating a real feeling of security against the threat of war, 
and in the fields of currency stabilization, international investment, 
commercial policy, and agricultural policy itself. But the agencies di- 
rectly concerned with commodity problems can make a real contribution 
to this effort and should regard it as one of their most important func- 
tions. To a very considerable extent, the rigid agricultural import re- 
strictions which came into effect in the early 1930’s were imposed to 
protect agricultural producers from the impact of price instability in 
world markets. Agricultural-importing countries have a vital interest 
in international price-stabilization programs and might be induced to 
expand their imports substantially in conjunction with an international 
policy which would provide reasonable assurance against violent price 
declines and dumping. The reconversion period provides a unique op- 
portunity for reorientation of European agricultural policies, since large 
imports (both in the form of relief and actual purchases) will in any 
case be essential until European production can be restored, and mean- 
while plans can be made for a greater emphasis on the production of 
protective foods as opposed to the basic staples which have been so 
heavily protected in the past. 

Finally, as an alternative to the buffer-stocks proposal, I should like 
to put in a word for an international price-stabilization scheme which 
- would be specifically designed to deal with emergency situations. The 
real need, it seems to me, is for a plan which could be promptly put into 
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effect when world surpluses begin to appear and a serious decline in 
prices threatens. Why not set up an international agency which would 
be prepared to purchase excess supplies in such a situation and dispose 
of them relatively promptly by methods which would not depress prices 
in organized markets? It has frequently been suggested, for example, 
that something resembling our Food Stamp Plan could be worked out 
on an international scale, providing for the sale of food at lower-than- 
market prices to the unemployed or other low-income groups in various 
parts of the world. 

Such a plan would, in one respect, have a more limited objective than 
the buffer-stocks proposal, since it would involve no attempt to offset 
rising prices through the sale of stocks during periods of upswing of the 
cycle. But agricultural production tends to expand quite rapidly in re- 
sponse to price increases. The real difficulty occurs in the downswing 
of the cycle, when production fails to contract. In view of the fact, also, 
that pressure might be exerted on an international buffer-stocks agency 
to postpone the liquidation of stocks, it is questionable whether price 
increases could be effectively counteracted by such an organization. The 
advantage of the emergency approach to the stabilization problem 
would lie in the greater possibility of avoiding the accumulation of 
enormous stocks, which would call for expensive storage facilities and 
would exert a prolonged depressing influence on the market. The chief 
limitation of such a scheme, on the other hand, would be associated 
with the possible difficulties involved in finding wide enough outlets for 
the surplus stocks without affecting organized markets. Solution of this 
problem would call for the active codperation of many governments, but 
the potential contributions to improve nutrition should act as an im- 
portant stimulus. 

The emphasis in all the discussions leading up to the establishment of 
the United Nations Food and Agriculture Organization has been on the 
need for expansion of agricultural production to provide adequately for 
the nutritional needs of the world’s population as a whole. In general, 
surpluses have appeared because of inadequate purchasing power in 
many parts of the world and among low income groups even in the 
wealthier nations, not because production has been excessive in relation 
to basic nutritional needs. Furthermore, the most serious deficiencies 
are to be found in the production and consumption of the so-called “pro- 
tective” foods. In the light of these considerations, blind adherence to 
the restrictionist mentality which characterized agricultural interven- 
tion in the 1930’s seems almost criminal today. It should be possible, 
though admittedly difficult, to develop a new approach which will elimi- 
nate the apparent conflict between the effort to expand production to 
meet nutritional needs, on the one hand, and to stabilize farm incomes 
on the other. 


LANGE ON PRICE FLEXIBILITY AND EMPLOYMENT: 
A METHODOLOGICAL CRITICISM 


By MILTON FriepMAn* 


This article, initially undertaken as a conventional review of Oscar 
Lange’s Price Flexibility and Employment,' has, in process, turned into 
a lengthy critique of the methodology used by Lange to evaluate the 
effects of price flexibility. This shift reflects contradictory impressions 
derived from a first reading of the book, impressions that paralleled 
and reinforced those derived from reading other work of the same kind. 
Here is an obviously first class intellect at work; yet the analysis seems 
unreal and artificial. Here is a brilliant display of formal logic, abstract 
thinking, complicated chains of deduction; yet the analysis seems more 
nearly a rationalization of policy conclusions previously reached than 
a basis for them. What is there about the type of theorizing employed 
that makes it sterile even in the hands of so competent a practitioner 
as Lange? 

Lange’s book is an excellent example to use in examining this ques- 
tion, precisely because it is, within its own frame of reference, so good. 
There is no magic formula for wringing knowledge about complicated 
problems from stubborn facts. No method is proof against incompetent 
application. The merits of a method of analysis can be judged only when 
it is carefully used by a master of it. Lange is clearly a master of what 
we shall later term taxonomic theorizing, and he has used it in this book 
to examine carefully an important problem. The book’is, therefore, a 
good text for a methodological sermon. 


I. Summary of Lange’s Analysis 


Lange seeks to answer the following question: Granted that the 
direct effect of a fall in the price of an underemployed factor of pro- 
duction is to increase the employment of that factor, what indirect 
effects may frustrate or reinforce this direct effect? There are, of course, 
an indefinitely large number of possible sources of indirect effects. 
Lange analyzes five: (1) changes in the demand for and supply of 
money (Chap. IV), (2) changes in expected future prices (Chap. V), 
(3) uncertainty (Chap. VI), (4) imperfect competition (Chap. VID, 
(5) international trade (Chap. VIII). The chapters dealing with these 


* The author is associate professor of economics at the University of Chicago. He taught 
at the University of Minnesota last year; and prior to that, was on leave from the National 
Bureau of Economic Research to do war research with the Statistical Research Group, Colum- 
bia University. 

1 Bloomington, Indiana: Principia Press. 1944. Pp. ix, 140. $2.00. 
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effects follow three chapters setting forth the problem and are followed 
by five chapters that seek to apply the analysis to an examination 
of (1) the “orthodox” theory which “denies that oversaving and 
limitation of investment opportunities can take place in an economy 
with flexible prices of factors of production and flexible interest rates” 
(p. 51), (2) the effects of “innovations,” and (3) “the problem of 
policy,” t.e., the economic policy that ought currently to be adopted 
by society. 

The analysis is consistently abstract; the style is perhaps best de- 
scribed as verbal mathematics; and the text is followed by a formal 
mathematical appendix analyzing the mathematical conditions for the 
stability of economic equilibrium. “Facts” are introduced to limit some- 
what the range of possibilities considered, but, except for the final chap- 
ter, play no other réle in the analysis. In the final chapter, which deals 
with “The Problem of Policy,” facts are used to select from the be- 
wildering variety of theoretical possibilities those that, in Lange’s view, 
correspond most closely with the economic world prior to the First 
World War and subsequent to the second. As would be expected, the 
abstract reasoning is of a high order; Lange’s past work has adequately 
demonstrated his mastery of formal logic, and his ability to manipulate 
symbols and concepts and to lead the reader astutely through a lengthy 
and abstruse theoretical argument. 

The full detail of Lange’s analysis of indirect effects cannot be repro- 
duced here; a brief summary may indicate the kinds of indirect effects 
treated. 


A. Monetary Effects 


Suppose that an initial equilibrium position is disturbed by the ap- 
pearance of an additional supply of some factor of production and that 
in consequence its price falls. This fall in price will stimulate the sub- 
stitution of this factor for others (the intratemporal substitution effect), 
and the associated fall in the price of products produced primarily with 
this factor will stimulate the substitution of these products for products 
produced primarily with other factors (the expansion effect). These 
substitutions will in turn cause the prices of other factors and of other 
products to fall. Where and how will the process end? 

This depends, in the first instance, on the monetarv effect of these 
price changes. The initial and induced price declines increase the real 
value of the cash balances previously held by the community. If there 
is no change in either the real quantity of cash balances the community 
desires to hold or the nominal quantity of money, there is an excess 
supply of cash balances. The inflationary influence of this excess supply 
of cash balances prevents the prices of other factors and other products 
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from falling as much as the price of the factor initially underemployed 
and the prices of the products produced primarily with that factor, and 
thereby permits the initial price decline to be effective in producing a 
new equilibrium with full employment of the initially underemployed 
factor. 

There is, in Lange’s terminology, a positive monetary effect. But 
suppose the price declines lead to a reduction in the real quantity of 
cash balances available relative to the real quantity desired—for ex- 
ample, because the nominal quantity of money is reduced by a larger 
fraction than prices fall. This negative monetary effect is a deflationary 
influence that forces all prices down, leads to more unemployment 
than there was initially, and causes a cumulative decline in prices. Why 
should the nominal quantity of money remain constant, increase, or 
decrease? What is the mechanism or process whereby this occurs? 
Lange is not interested in such questions. He is enumerating theoretical 
possibilities, not describing the real world. 


B. Price Expectations 


Expectations about future prices constitute one important:factor, so 
far neglected, that may cause a change in the real quantity of cash 
balances the community desires to hold. Suppose the fall in the price 
of the underemployed factor leads to a general expectation of a larger 
(percentage) fall in the price expected to prevail at a later date, and 
that the associated declines in prices of products and other factors lead 
to similar expectations about their future prices (elastic price expecta- 
tions). It will then be advantageous to shift purchases from the present 
to the future. In so far as this shift affects the underemployed factor, it 
may partly, fully, or more than offset the direct increase in employ- 
ment. In so far as it affects products and other factors, it is equivalent 
to a general desire to hold a larger real quantity of cash balances—to 
substitute money for goods. Unless the real quantity of money avail- 
able increases at least proportionately, there will be a negative mone- 
tary effect. Similarly, if future prices are expected to fall by a smaller 
percentage than present prices (inelastic price expectations), it will 
be advantageous to shift purchases from the future to the present, the 
real quantity of cash balances that the community desires to hold will 
decrease, and the monetary effect will be positive unless the real quan- 
tity of money available decreases at least proportionately. 


C. Uncertainty 


The strength of the intertemporal substitution effects engendered by 
changes in expected future prices depends on the degree of uncertainty 
that attaches to these expectations. The periods of time for which men 
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will plan—their economic horizons—will be shortened by an increase 
in the uncertainty they attach to their expectations and lengthened by a 
decrease in uncertainty. “An economy with flexible factor and product 
prices is likely to involve greater uncertainty of price expectations than 
one in which some prices are rigid” (p. 34). In consequence, intertem- 
poral substitution effects will tend to be smaller in the former than in 
the latter economy. 


D. Imperfect Competition 


Imperfections of competition arising from monopolies and monop- 
sonies, or monopolistic competition and monopsonistic competition, add 
nothing new to the analysis; they necessitate solely a change in the form 
of statement. Oligopolies and oligopsonies are another matter. Lange 
regards a “kink” in the demand schedule as the essential feature of 
oligopoly, and in the supply schedule as the essential feature of oligop- 
sony. These “kinks” imply discontinuities in the corresponding marginal 
revenue or marginal cost curves. In consequence, the marginal cost 
curve can shift without giving an oligopolist an incentive to change the 
output or price of his product, and the marginal-value-productivity 
curve of a factor can shift without giving an oligopsonist an incentive to 
change the quantity purchased or the price of the factor. Oligopoly and 
oligopsony may, therefore, thwart both intratemporal and intertemporal 
substitution, the incentive to a change in output or in the employment 
of factors being lost in the discontinuities. Indeed, if the underemployed 
factor is purchased solely by oligopolists, even the direct effect of a 
reduction in its price may be simply an increase in the oligopolist’s 
profit, and no Increase in employment. 


E. International Trade 


The final source of indirect effects, international trade, hardly de- 
serves separate consideration. The direct effect of a reduction in the 
price of an underemployed factor is likely to be concentrated mainly in 
the country in which the factor is located whereas the indirect effects 
spread through the world. Consequently, if the country in question is a 
small part of a world in which trade is tolerably free, most of the in- 
direct effects are experienced elsewhere and international trade is a 
stabilizing influence. If the country is a large part of the world economy, 
the indirect effects will have important reactions on it and ‘the result 
depends on the net effect upon the real quantity of money in the country 
under consideration” (p. 50). 


II. Criticism of Lange’s Analysis 


“We have found,” says Lange in summarizing some of his results at 
the beginning of the chapter on “The Problem of Policy,” “that only 
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under very special conditions does price flexibility result in the auto- 
matic maintenance or restoration of equilibrium of demand for and 
supply of factors of production. These conditions require a combination 
of such a responsiveness of the monetary system and such elasticities of 
price expectations as produce a positive monetary effect, sensitivity of 
intertemporal substitution to changes in interest rates (if the positive 
monetary effect leads to a change in the demand for securities rather 
than to a direct change in the demand for commodities), absence of 
highly specialized factors with demand or supply dependent on strongly 
elastic price expectations, and, finally, absence of oligopolistic or 
oligopsonistic rigidities of output and input. To a certain extent, the 
absence of a positive monetary effect may be replaced by the stabilizing 
influence of foreign trade in an atomistic international market (among 
the different countries)” (p. 83). 

The implication might be thought to be that these “very special con- 
ditions” for full employment will seldom or never be fulfilled. But such 
an implication is contradicted by Lange’s next sentence: “There are 
good reasons to believe that these conditions were approximately 
realized in the long run during a period which extended from the 1840’s 
until 1914” (p. 83). 

This apparent contrast between “very special conditions” and their 
satisfaction for some 70 years emphasizes what seems to the reviewer 
the fundamental weakness of the kind of theorizing incorporated in this 
book—a weakness of the species, not of this example, since the book is 
perhaps as ably constructed an example of the species as one could hope 
to find. 


A. Alternative Theoretical Approaches 


Theory can be used in two very different ways in the development of a 
science. The approach that is standard in the physical sciences is to use 
theory to derive generalizations about the real world. The theorist 
starts with some set of observed and related facts, as full and compre- 
hensive as possible. He seeks a generalization that will explain these 
facts; he can always succeed; indeed, he can always find an indefinitely 
large number of generalizations. The number of observed facts is finite, 
the number of possible theories is infinite; infinitely many theories can 
therefore be found that are consistent with the observed facts. The 
theorist therefore calls in some arbitrary principle such as ‘“Occam’s 
Razor,” and settles on a particular generalization or theory. He tests 
this theory to make sure that it is logically consistent, that its elements 
are susceptible of empirical determination and that it will explain ade- 
quately the facts he started with. He then seeks to deduce from his 
theory facts other than those he used to derive it, and to check these 
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deductions against reality. Typically some deduced “facts” check, 
others do not; so he revises his theory to take account of the additional 
facts. 

The ultimate check of deduced against observed facts is essential in 
this process. A theory that has no implications that facts, potentially 
capable of being observed, can contradict is useless for prediction: if 
all possible occurrences are consistent with it, it cannot furnish a basis 
for selecting those that are likely. 

The approach used by Lange, and all too common in economics, is 
very different. Lange largely dispenses with the initial step—a full and 
comprehensive set of observed and related facts to be generalized—and 
in the main reaches conclusions no observed facts can contradict. His 
emphasis is on the formal structure of the theory, the logical inter- 
relations of the parts. He considers it largely unnecessary to test the 
validity of his theoretical structure except fer conformity to the canons 
of formal logic. His categories are selected primarily to facilitate logical 
analysis, not empirical application or test. For the most part, the crucial 
question, ‘‘What observed facts would contradict the generalization sug- 
gested, and what operations could be followed to observe such critical 
facts?” is never asked; and the theory is so set up that it could seldom be 
answered if it were asked. The theory provides formal models of imagi- 
nary worlds, not generalizations about the real world. 

This formal approach takes a rather special cast in this book, a cast 
that tends, on the one hand, to conceal somewhat the formal and 
artificial character of the analysis, while, on the other, it gives special 
play to many of the weaknesses of formal theorizing in general. Theory 
is here used largely as a taxonomic device. Lange starts with a number 
of abstract functions whose relevance—though not their form or content 
-—is suggested by casual observation of the world—excess demand func- 
tions (the orthodox demand schedule minus the orthodox supply sched- 
ule) for goods and money, the variables including present and future 
(expected) prices. He then largely leaves the real world and, in effect, 
seeks to enumerate all possible economic systems to which these func- 
tions could give rise. The kind of economic system and the results in 
that system will depend on the specific character of the functions and 
their interrelations, and there clearly are a very large number of per- 
mutations and combinations. 

Having completed his enumeration, or gone as far as he can or thinks 
desirable, Lange then seeks to relate his theoretical structure to the real 
world by judging to which of his alternative possibilities the real world 
corresponds. Is it any wonder that “very special conditions” will have 
to be satisfied to explain the real world? If a physicist or astronomer 
were to explore all possible interrelations among a variable number of 
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planets, each of which could be of any size, density, or configuration, 
and possess any possible gravitational properties, he would surely find 
that only very special conditions would explain the existing universe. 
There are an infinite number of theoretical systems; there are only a few 
real worlds.” 

Wherein is the procedure attributed to the natural sciences superior 
to the formal theorizing, and its taxonomic variant, adopted by Lange? 
Is it not preferable to derive all possible theories rather than a single 
theory? The reason this question cannot be answered with the affirma- 
tive it seems superficially to invite is that each theory included in the 
set of possible theories derived by the Lange approach is of necessity 
very different from, and much inferior to, the single theory devised to 
explain a full and comprehensive set of related facts. The attempt to 
construct a system of models leads the theorist to make each a formal 
entity. And this, in turn, leads him to consider an enormously Over- 
-simplified universe and to make classifications within that universe that 
have no direct empirical counterpart. The complexity of the approach, 
the limited range of factors it can comprehend, and the urge to have the 
results bear on pressing current problems are likely to, though they need 
not, lead him into positive error. The resulting system of formal models 
has no solid basis in observed facts and yields few if any conclusions 
susceptible of empirical contradiction. Lange’s book offers apt illustra- 
tions of each of these points and we shall consider them in order. 


B. Structural Weaknesses of Lange’s Approach 


1. Oversimplification—To make the search for all possible theories at 
all feasible, the theorist must start with but a few kinds of functions. If 
he insists on making his analysis specific, he will have to use only a few 
functions of each kind, and introduce only a few separate variables. 


2 Compare A. C. Pigou, The Economics of Welfare, 4th ed. (London, Macmillan, 1932), pp. 
6-7. 

“Tt is open to us to construct an economic science either of the pure type represented by 
pure mathematics or of the realistic type represented by experimental physics. Pure economics 
in this sense—an unaccustomed sense, no doubt—would study equilibria and disturbances of 
equilibria among groups of persons actuated by any set of motives x. Under it, among in- 
numerable other subdivisions would be included at once an Adam-Smithian political economy, 
in which x is given the value of the motives assigned to the economic man-—or to the normal 
man~~and a non-Adam-Smithian political economy, corresponding to the geometry of Lobats- 
chewsky, under which x consists of love of work and hatred of earnings. For pure economics 
both these political economies would be equally true; it would not be relevant to inquire what 
the value of x is among the actual men who are living in the world now. Contrasted with this 
pure science stands realistic economics, the interest of which is concentrated upon the world 
known in experience, and in nowise extends to the commercial doings of a community of 
angels. Now, if our end is practice, it is obvious that a political economy that did so extend 
would be for us merely an amusing toy. Hence it must be the realistic, and not the pure, type 
of science that constitutes the object of our search. We shall endeavour to elucidate, not any 
generalised system of possible worlds, but the actual world of men and women as they are found 
in experience to be.” 
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(This approach is exemplified by much of what is termed “Keynesian” 
economics.) If he is willing, as Lange is, to keep his analysis exceedingly 
abstract, he can consider an indefinitely large number of variables and 
of functions of each kind, since, on the abstract level on which he has 
chosen to operate, multiplication of variables and functions of the same 
kind is likely to mean simply the insertion of appropriate ‘“‘etc.’s” into 
the argument; it is not likely to add any essential complication. 

The theorist thereby gains the appearance of generality without the 
substance. For example, Lange deals at most with four kinds of func- 
tions: they are the excess demand functions for (1) commodities (factors 
of production and products); (2) stocks (securities promising an in- 
definite income); (3) bonds (fixed-income securities); and (4) money.’ 
There may be an indefinitely large number of functions of each of the 
first three kinds, since there may be many commodities, stocks, and 
bonds. And each function may have an indefinitely large number of in- 
dependent variables, since excess demand is taken to be a function of all 
present and future (expected) prices. Further, other functions (cost 
functions, supply functions, etc.) are sometimes introduced. But the 
only purpose they serve is to provide a basis for imposing restrictions on 
the shape or structure of the excess demand functions, 

The basic fact is that Lange’s system—his abstract economic world— 
contains only four kinds of things and four kinds of functional relations. 
There is no room in his theoretical system (as contrasted with his digres- 
sions—see the discussion in Section II, C, 3, below of “friction”’) for 
such obviously important factors as lags in response, discontinuities in 
feasible investment undertakings, physical limitations on the time that 
it takes for economic activities to be initiated and conducted; or for 
differentiation in the structural rôle of different kinds of products or 
factors of production, different kinds of securities or bonds, or even 
different kinds of money, There is no room for any mechanism of re- 
sponse, except as the mechanism is incorporated in the abstract func- 
tions; or, in any fundamental sense, for uncertainty—probability dis- 
tributions rather than single-valued expectations (see the discussion 
below in Section II, C, 4, of uncertainty). And even the functions con- 
sidered are far from general; they are, for example, implicitly assumed 
to be single-valued. 

The theorist who seeks to devise a generalization from observed facts 
will also have to simplify and abstract from reality. But it is clear that 
he need not limit himself to anything like so simple a system as Lange 
uses. 


3 A minor qualification is necessary when imperfect competition is introduced. This re- 
quires a change in the name of the excess demand function, but not in its abstract character 
or rôle, 
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2. Use of Classifications That Have No Direct Empirical Counter part— 
A second weakness of formal theorizing, and especially the taxonomic 
variant adopted by Lange, is the kind of classifications to which it leads. 
The theorist starts with a simplified system, either specific and contain- 
ing only a few functions and variables, or, as in Lange’s work, highly 
abstract and nonspecific and containing many functions and many 
variables. He seeks to determine all results that can flow from the as- 
sumed system. The number of results, of possible interrelations among 
the elements of his system, is bound to be very large. Only a few of the 
combinations and permutations correspond with real worlds, since there 
are only a few real worlds. His desire to be realistic motivates him to 
classify his theories, results or concepts along lines that have a direct 
empirical counterpart. But such classifications will not fit the greater 
part of his theoretical structure, since only by chance would a classifica- 
tion suited to the small part of his analysis that corresponds with reality 
also be suited to the larger part that does not. 

The theorist’s urge to be realistic therefore almost inevitably conflicts 
with his urge to be theoretically comprehensive. The result is likely to 
be a compromise. He uses classifications (and especially names) that 
appear to have empirical meaning; but in order to apply them to his 
entire analysis, he is forced to define them in a way that eliminates their 
direct empirical content. The end result is likely to be classifications 
that do not satisfy the initial empirical motivation and yet are not those 
best suited to the theoretical analysis. 

An example of a classification that has no direct empirical counterpart 
is Lange’s classification of monetary changes as having positive, neutral, 
or negative effects. Lange considers that an initial decline in the price 
of an underemployed factor may have three ultimate results on its 
employment: (1) a new equilibrium at full employment of that factor, 
(2) continued underemployment of that factor of the same magnitude 
as the initial underemployment, (3) a cumulative increase in the under- 
employment of that factor.* In discussing the effect of changes in price 
expectations and in the monetary system on the ultimate result, he is 
naturally led to classify different kinds of changes in price expectations 
and the monetary system according as they lead to one or another 
result. If they result in full employment of the initially underemployed 
factor, the monetary effect is said to be positive; if they result in con- 
tinued underemployment at the initial level, the monetary effect is said 


4 Lange recognizes the existence of two other possibilities: continued noncumulative under- 
employment (4) less than the initial underemployment, or (5) more than the initial under- 
employment. He disregards these because they imply multiple positions of equilibrium and 
“the possibility of multiple equilibrium . . . seems to be very unlikely in practice.” The ade- 
quacy of this justification is discussed below (see Sec. IT, C, 1, below). In principle there are 
still other possibilities involving one or more changes in direction. 
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to be neutral; if they result in a cumulative increase in underemploy- 
ment, the monetary effect is said to be negative. l 

The words used lead one to expect that a neutral monetary effect, for 
example, would be produced by some kind of a neutral monetary policy, 
a policy that in some way would involve setting up a monetary frame- 
work and then not manipulating it in response to detailed economic 
changes. Nothing like this is the case. An explicit monetary policy aimed 
at achieving a neutral (or positive or negative) monetary effect would be 
exceedingly complicated, would involve action especially adapted to the 
particular disequilibrium to be corrected, and would involve knowledge, 
particularly about price expectations, that even in principle, let alone 
in practice, would be utterly unattainable. 

Similarly, suppose one could observe in isolation the reaction of an 
economic system to the initial underemployment of a single factor of 
production. Would it be possible to tell whether the monetary effect 
was positive, neutral, or negative? One could observe the result and then 
say that the monetary effect was of the kind stated as necessary to 
produce that result. But this would, of course, be pure tautology. One 
could not, by any reasonable stretch of the imagination, obtain and 
combine the information about monetary action, price expectations, and 
the shape of the relevant functions that would be necessary to deter- 
mine what the monetary effect would be and thereby to predict the 
ultimate result. Lange’s classification is designed to classify theoretical 
possibilities; it has no direct counterpart in the real world. 


C. Errors of Execution Fostered by Lange’s Approach 


The weaknesses of oversimplification and unsatisfactory classification 
so far considered are implicit in the legic of the formal theorizing, and its 
taxonomic variant, adopted by Lange. The errors of execution to be 
considered now are not. Psychological, not logical, considerations make 
them likely. It is obviously impossible to make a comprehensive list of 
possible errors; there is no limit to the kinds of errors mortal man may 
commit. We shall, therefore, restrict the discussion to the following, 
which are exemplified in Lange’s book: (1) casual empiricism; (2) in- 
valid use of inverse probability; (3) introduction of factors not included 
in the fundamental theoretical system, exemplified by the introduction 
of “friction”; (4) unwillingness to accept logical but unrealistic implica- 
tions of the system, exemplified by the treatment of ‘‘uncertainty.” 


5 This definition is, in part, read into Lange. His explicit definition is in terms of the relative 
changes in the demand for and supply of money; as he uses it, this definition reduces to that 
stated above. 

ê Two other examples of classifications that have no direct empirical counterpart are the 
classification of claims into stocks, bonds, and money (p. 15) and the classification of the set 
of elasticities of price expectations as prevailingly elastic, inelastic, or of unit elasticity (p. 22). 
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The first two are fostered by the complexity induced by the taxonomic 
approach and the resultant desire to limit the number of possibilities 
: considered; the second two, by the urge to be realistic. 

The number of permutations and combinations of even a small num- 
ber of elements each of which can have several forms or values is so 
large that there is a strong incentive to limit the number of possibilities 
considered in detail. One obviously attractive method, though one that 
is really inconsistent with the basic theoretical approach, is to rule out 
possibilities that on one ground or another can be judged “unrealistic” 
or “extreme.” There is nothing wrong with this procedure if the evidence 
on which the possibilities are judged to be unrealistic is convincing. The 
danger is that the urge to simplify and the preoccupation with abstract 
logic will lead to the ruling out of possibilities on grounds that are either 
unconvincing or wrong. Lange does not avoid this danger. He rules out 
many possibilities simply by asserting that they are unrealistic, without 
presenting any empirical evidence (casual empiricism), and others be- 
cause they are special theoretical cases (invalid use of inverse proba- 
bility). 

1. Casual empiricism—The example of casual empiricism that shows 
the motivation best is Lange’s statement: “These complications are 
disregarded in the text in order to simplify the argument and also be- 
cause they do not seem to be very important in practice” (p. 57n). The 
complications in question are certain possibilities that arise when, con- 
trary to the assumption made in the text, the “amount of real excess 
cash balances available ... [enters] as an independent variable in the 
function expressing the propensity to consume” (p. 57n). The state- 
ment does not, therefore, refer to facts of immediate experience; yet 
no evidence is given for the validity of the empirical conclusion. 

The example that perhaps shows best why no confidence can be placed 
in such statements and how difficult it would be to test them is a state- 
ment cited in footnote 4: “We disregard, however, the possibility 
of multiple equilibrium because it seems to be very unlikely in practice” 
(p. 10, footnote 13). How could this empirical statement be tested? One 
way would be to evaluate explicitly from empirical evidence, or, at least, 
discover the form of, each of Lange’s indefinitely numerous equations, 
and determine mathematically whether, and if so, under what condi- 
tions, the resultant system of equations has one or more solutions for a 
relevant range of values of the independent variables. 

Another way would be to specify some criterion for determining when 
an empirical situation is an equilibrium position in Lange’s system and 
when it is a disequilibrium position in the process of being corrected; 
secure data on both the dependent and independent variables for a large 
number of empirically realized equilibrium positions; classify these 
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positions into sets for which the values of the independent variables are 
the same; and for those sets (if any) containing more than one position 
compare the dependent variables to determine whether they are the 
same. 

Lange, of course, presents no evidence along either of these lines; it 
seems exceedingly doubtful that it would be feasible to do so; and there 
appears to be no other method of judging from empirical evidence the 
likelihood of multiple positions of equilibrium. 

Another example of casual empiricism is Lange’s statement that 
“empirically it seems highly unlikely that there is any decrease at all in 
the rate of increase of uncertainty” (p. 33, footnote 12). The only 
definition of uncertainty Lange gives leaves at least one numerical ` 
parameter unspecified.’ Even if specific values were given to the un- 
specified parameters, it is exceedingly doubtful that it would be possible, 
even in principle, to measure the degree of uncertainty attached to a 
man’s expectations about future prices, as Lange defines that term. Yet 
he finds it possible to make an empirical statement about not only the 
first derivative of uncertainty but even the second derivative.’ 

The kind of casual empiricism exemplified by the statements quoted 
and cited is bad empiricism not because these statements are wrong, but 
because there is no way of telling whether they are right or wrong. None 
of them refers to a fact of immediate experience about which the reader 
can be expected to be an expert,’ or a fact about which Lange can be 
expected to be an expert, or a fact that thorough and widely-known 
empirical research has so firmly established that it can be taken as 
demonstrated without citation. Yet they are simply asserted to be true 
and not a shred of evidence is offered for them. The reader must take 
them or Jeave them, he cannot judge them. If this is good practice for 
empirical work, it is equally good for theoretical. Lange might as well 
simply assert his theoretical conclusions without giving the basis for 
them; and no empirical worker need hesitate to assert: “It is obvious on 
theoretical grounds that... .” 

In the absence of the empirical evidence, no one of Lange’s empirical 


T Lange defines the degree of uncertainty of price expectations as the difference between two 
extreme expected prices, the higher being attributed a probability x of being exceeded, and 
the lower a probability y of not being exceeded (Lange does not introduce these symbols, but 
gives a numerical example in which both « and y are .05). x and y are the unspecified parame- 
ters referred to above. A single parameter would suffice if x were always required to be equal 
(or bear any other fixed relation) to y or if the degree of uncertainty were defined as the width 
of the narrowest price band (or set of price bands) within which the entrepreneur feels z per 
cent confident [z= 100(1 —x—y)] that the future price will be. 


8 Other examples of what I have called “casual empiricism” appear on pp. 9, 29, 40, 53, 59, 
61, 65, 67, 74. This list is not intended to be exhaustive. 

? Lange makes a few empirical statements that might be interpreted as referring to facts of 
immediate experience. These have been excluded from the list given in the preceding footnote. 
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statements can be considered more than a conjecture, and his theoretical 
analysis must be considered incomplete and fragmentary, since he uses 
these empirical statements to limit the number of possibilities analyzed. 

2. Invalid Use of Inverse Probability—A second method which Lange 
uses to reduce the number of possibilities he considers is to rule out 
certain possibilities because they are “special cases.” The quotation 
cited earlier from the beginning of Lange’s chapter entitled “The Prob- 
lem of Policy” demonstrates that Lange realizes that “very special” 
theoretical conditions may well be empirically realistic. Yet elsewhere 
he writes as if this were impossible. For example, Lange asserts that 
“the marginal-revenue schedule (of a monopolist) is negatively sloped 
...as a rule, because the demand schedules are assumed in the text to 
be negatively sloped. Exceptions are possible when the demand schedule 
has a strong curvature which is convex toward the axis of abscissae”’ 
(p. 37). 

But how does he know that what he calls “exceptions” are not the 
rule in experience? The only justification he gives for regarding them as 
exceptions is the sentence just quoted. The implication of this sentence 
presumably is that “a strong curvature which is convex toward the axis 
of abscissae’”’ is mathematically a special case; that if all possible nega- 
tively sloping curves were enumerated, only asmall fraction would have 
this property. The conclusion that only a small fraction of real marginal 
revenue schedules have this property follows only if certain assumptions 
are made about the probability of the various mathematical possibili- 
ties. But there is no basis for assigning such probabilities; the conclusion 
therefore represents an invalid use of inverse probability reasoning.’ 

The essence of the fallacy can be more simply indicated by an example 
that is faithful to Lange’s logic, but refers to immediately observable 
facts. We start with the proposition that the price of a single newspaper 
will be a whole number of cents. The price of a newspaper could be 1 
cent, 2 cents, 3 cents. ... We conclude that, as a rule, the price will be 
more than 10 cents, since there are only 10 possible prices equal to or 
less than 10 cents, but an indefinitely large number more than 10 cents, 
and a price of 10 cents or less is therefore a “very special” case. The con- 
clusion is of course false, yet the reasoning by which it was reached does 
not differ from that implied by Lange at many points. 

If this kind of reasoning is to lead to valid conclusions, there must be 


10 None of the examples in Lange of what seems to be invalid use of inverse probability is 
as explicit as the hypothetical example given in the next paragraph of the text. The attribution 
of this fallacy to him, though it involves some measure of interpretation, seems justified both 
by the general phrasing and the absence of any other possible basis for statements he makes. 
The justification is clearest for the example cited above and the parallel example on the same 
page dealing with the marginal expenditure schedule of a monopsonist. For other, somewhat 
less clear examples, see pp. 51, 53, 65, 68, 69, 80. 


+ 
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some basis for judging the probability of the various theoretical pos- 
sibilities. A classical example where this is possible is the reasoning 
underlying the conclusion that, under essentially static conditions, 
demand curves are, as a rule, negatively sloped. The exception, Giffen’s 
paradox of a positively sloped demand curve, corresponds to conditions 
(inferior good, large income effect relative to substitution effect) that 
are not only theoretically special, but also appear empirically special, as 
judged by everyday observation of the world. 

3. Introduction of Friction—-We turn now to a pair of errors that 
derive less from the urge to simplify than from the urge to be realistic. 
As said above, the urge to be realistic is likely to conflict with the urge to 
simplify. When it does, one way to attain both objectives is to be il- 
logical. Lange’s book provides examples of two quite different devices 
whereby realism can be gained by the sacrifice of logic: the introduction 
of “friction,” and the treatment of uncertainty. 

Despite the numerous possible results that can flow from Lange’s 
simplified theoretical system, there are realistic possibilities left out. 
As mentioned earlier, there is no place in Lange’s system for lags in 
response, for delayed reactions, for the manifold hindrances to change 
we are wont to refer to as “friction.” Accordingly, to make the pos- 
sibilities he considers more comprehensive, Lange introduces friction. 
For example, “with some friction present, the effects of changes in factor 
prices may become too weak to be of great practical significance” 
(p. 34).4 Despite Lange’s care to define such terms as “securities,” 
“bonds,” “money,” and “products,” he nowhere defines “friction.” 
There is a very good reason for this. Lange’s “friction” is a deus ex 
machina, it has no place in his theoretical system; he cannot really define 
it without going outside his system, and, indeed, contradicting it. 

His system contains equations purporting to show the excess demand 
for commodities, stocks, bonds, and money as a single-valued function of 
all present and future (expected) prices. What can friction mean in 
terms of this system? It might be interpreted as meaning that the 
excess demand is not always that shown by the equations; but that 
would simply mean that the equations were wrong. Either a different 
system of equations is required (for example, one containing stochastic 
elements), or no system of equations exists that describes the econ- 
omy about which Lange is talking. It might be interpreted as meaning 
that excess demand is a function not only of present and future prices 
but also of past prices and quantities. (This seems the interpretation 

1 Friction is introduced on pp. 18, 19, 34, 47, 51, and 61. On p. 51 it is used in describing an 
“orthodox” position. The other five uses are all in connection with Lange’s own analysis. It is 
interesting that, in each of these cases, friction is introduced to minimize the possible favorable 


influence of flexible prices on employment; at no point is it introduced as a factor that might 
offset unfavorable influences. 
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that accords best with common-sense notions about friction.) But 
then the equations should be rewritten and the system expanded to 
include these additional variables; if this were done, friction would 
disappear as a separate entity. 

There are presumably other possible interpretations, but those I have 
been able to think of are either inconsistent with Lange’s theoretical 
system or require a thorough revision of the system; none gives “‘Iric- 
tion” a separate existence as a supplement to Lange’s theoretical 
system. Those of Lange’s conclusions that rely on the introduction of 
friction are therefore different in kind from the rest of his conclusions. 
They are not the logical implications of a consistent theoretical system, 
but simply obiter dicta whose acceptance involves implicit expression of 
scepticism about the rest of the analysis. 

4. Treatment of Uncertainty—Lange’s treatment of uncertainty 
exemplifies an unwillingness to carry his theoretical reasoning to its 
logical conclusion if that conclusion is clearly unrealistic. The phase of 
uncertainty with which he deals is the uncertainty attaching to men’s 
expectations about future prices. “At best, the entrepreneur or con- 
sumer expects that a given future price can have a set of possible values, 
some probability corresponding to each of these values” (p. 29; italics 
in original). To deal with these stochastic phenomena in full generality 
would enormously complicate the analysis. Lange avoids this by arguing 
that “we can substitute for the most probable prices expected with un- 
certainty equivalent prices expected with certainty. Let us call them the 
effective expected prices .... By means of this device, uncertain 
price expectations can be reduced to certain ones. In consequence, an 
Increase in sellers’ uncertainty acts in the same way as a reduction of 
their expected future selling prices, while an increase in buyers’ un- 
certainty acts in the same way as an increase in their expected future 
prices of purchase” (pp. 31-32). 

The substitution of a single “effective expected price” for a proba- 
bility distribution of expected prices is a definite departure from the 
taxonomic approach followed in most of the book. The taxonomic ap- 
proach would require consideration of all possibilities—those in which a 
single price cannot be substituted for a probability distribution of ex- 
pected prices, as well as those in which it can. Such generality could have 
been attained by treating the entire probability distribution, rather 
than a single “effective expected price,” as an independent variable in 
the appropriate excess demand function. The resulting model would, 
formally at least, have been consistent with any observable phenomenon 
and hence, like most of Lange’s theoretical system, incapable of empiri- 
cal contradiction. 

This is not true of the partial model that results from Lange’s de- 
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parture from his usual procedure. Since it is only a partial model, its 
implications need not include all possible observable behavior; hence it 
is susceptible of empirical contradiction. Lange does not test his model 
by deducing all its implications and comparing them with actual be- 
havior. He states some of the implications of his model and these are all 
consistent with actual behavior. He does not, however, state all the 
implications of his model. Had he done so he would: have found, as we 
shall show, that some of them are contradicted by the actual behavior of 
men in the presence of uncertainty. His model must therefore be re- 
jected. 

Lange uses his model ‘‘to determine the length of the period of time 
over which individuals plan their purchases and sales. This period has 
been called very aptly the economic horizon of the individual. As long 
as price expectations are subjectively certain, the economic horizon is 
indeterminate. This indeterminateness disappears when uncertainty is 
allowed for. 

“As a rule, the uncertainty of price expectations is the greater the 
more distant the planned purchase or sale is (at least from a given date 
on) .... Consequently, the effective expected prices of goods to be sold 
at various future dates decrease, while the effective prices of goods to be 
bought at various future dates increase. This imposes a limit upon the 
dates for which any sales or purchases are planned at all. Firms (entre- 
preneurs) find that, beyond a certain date, the effective expected prices 
of their products are less than the effective expected marginal costs and 
that the effective expected marginal value productivities of the factors 
they plan to employ are less than the effective expected prices of these 
factors. In a similar way, households (consumers) find that beyond a 
certain date the effective prices of goods they plan to buy are higher than 
the effective marginal rates of substitution of the respective goods for 
money. Thus beyond a certain date the effective expected prices of goods 
to be sold are too low to induce the planning of sales, while the effective 
expected prices of the goods to be bought are too high to induce the 
planning of purchases. No sales or purchases are planned beyond this 
date. In this way the length of the economic horizon of each individual 
and corporation is determined” (pp. 32-33). 

Now this conclusion, which is as far as Lange goes, sounds eminently 
reasonable. No man plans specific purchases or sales extending into the 
indefinite future. It does not pay to do so when the future is uncertain. 
And if this were (a) a necessary implication and (b) the only logical 
implication of Lange’s theoretical model, no fault could be found with 
the model. But neither condition is satisfied. It is not a necessary im- 
plication because the effective expected selling prices could fall at a 
rapidly decreasing rate, the effective expected buying prices (for com- 
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parable units) could rise at a rapidly decreasing rate, both could ap- 
proach asymptotes, and the asymptote of the selling prices could be 
above the asymptote of the buying prices. In this case there would be no 
finite economic horizon.” 

Suppose effective expected selling prices decline and buying prices 
rise at rates that make the economic horizon finite. Lange’s conclusion 
is then a necessary implication of his model, but by no means the only 
implication; and some of the other implications are far less reasonable. 
Consider again his model in terms of an individual family. According to 
the model, the head of the family can be supposed to behave in the real 
and uncertain world as he would in a fictitious world in which he ex- 
pected with certainty that his income would decline steadily over time 
and that the prices of the things he buys would increase steadily over 
time. 

In the fictitious world, these are not conjectures; they are expecta- 
tions held with certainty. He is certain that ultimately his current in- 
come will be so small relative to the prices of the things he wishes to buy 
that starvation will be inevitable for his family unless he can command 
resources other than his current income. (This follows from the condi- 
tions imposed on the rates of rise and decline in order to assure a finite 
economic horizon.) His first impulse will be to save and thereby provide 
additional resources. But it will do him no good to save in the form of 
money, since the certain rise in prices will wipe out the real value of the 
savings. Nor will it do him any good to save in the form of securities, 
since these will then become something he wants to sell, and Lange tells 
us that he must be assumed to behave as if he expected with certainty 
that the prices of goods to be sold will decline. It will therefore be even 
worse to put his savings in securities than to keep them in cash. How can 
he escape this dilemma, since everything he touches turns to ashes? 

One escape is to convert his savings into physical stocks of foodstuffs 
and other necessities and store them in storage space he purchases out- 
right. (If he were to rent storage space, he would expect with certainty 
that the rent would rise so high that at his economic horizon he could 
not meet it.) If he were fortunate; that is, if the expected future prices 

12 In a footnote attached to the passage quoted above, Lange states: “There is good reason 
to believe that the risk premium increases at an increasing rate as the date of the planned 
purchase or sale extends farther into the future. . . . Our conclusion in the text is quite inde- 
pendent of the fact that the increase in the risk premium takes place at an increasing rate.” 
The condition in the first of these sentences would be sufficient to guarantee a finite economic 
horizon, though it is more stringent than is necessary. The second of the sentences is therefore 


wrong or misleading. If the risk premium is not assumed to increase at an increasing rate, 
some other condition must be imposed to guarantee a finite economic horizon. 

18 If we were to extend Lange’s Model to uncertainty about things other than prices, even 
stockpiling would be no solution. There is some uncertainty about the future safety of goods 
in the stockpile; they might deteriorate or be destroyed by disaster. Following Lange, we may 
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of goods to be bought did not rise too rapidly or of goods to be sold fall 
too rapidly, and if the expected life of his family (also converted pre- 
sumably into an equivalent single value expected with certainty) were 
not too long, he and his family might be able so to contrive their affairs 
as to die natural deaths. The only other alternative to letting nature 
take its course at the appointed time is definitely to plan to commit 
suicide at a definitely specified future date. If the pincers of falling sell- 
ing prices and rising buying prices is expected with certainty to close so 
fast that no possible skimping can yield a stockpile sufficient to last 
until natural death ends all planning, what else is there to do but plan 
for suicide? 

Whichever alternative the man adopts, if we assume him to behave as 
if he expected with certainty falling income and rising prices, his actions 
will be affected immediately, and not only when the economic horizon 
arrives (as of course it never would, since he would soon find out that he 
was wrong to hold expectations with certainty). He will immediately 
curtail his standard of living below the one he would adopt if his ex- 
pectations were rosier, and immediately start accumulating physical 
stockpiles and buying storage space. And similarly, business men, acting 
in accordance with Lange’s model, would immediately start planning 
the liquidation of their enterprises. 

This is, of course, a fantastic picture. It certainly does not correspond 
to the way men behave when faced with uncertainty. Yet it is a logical 
consequence of Lange’s model, arrived at simply by filling in the gaps 
in Lange’s deductions from the model.* The model must either be dis- 
carded or all its implications, and not merely those that seem realistic, 
be accepted. The device Lange adopts to simplify his analysis ap- 
parently also makes it a false image of reality. His model does not allow, 
in any fundamental sense, for stochastic variation. 


III. Conclusion 


We have not considered Lange’s application of his theoretical analysis 
to “The Problem of Policy,” as he entitles the last chapter of his book, 


substitute for the actual expectations the certain expectation that a specified fraction of the 
stockpile, and no more, will be usable. This fraction will decline with time. Ultimately, there- 
fore, even the stockpile will not suffice. 


4 The point can be put more nearly in Lange’s own terminology. Lange draws the conclusion 
from his model that “no sales or purchases are planned beyond this date [the economic hori- 
zon]” (p. 33). The argument above is that his model justifies the broader conclusion: “It is 
planned to make no sales or purchases beyond this date.” This broader conclusion implies 
the conclusion Lange states but is not implied by it. The fact that this broader conclusion is 
an implication of Lange’s model, means that Lange’s footnote 15 on p. 33, in which he argues 
that “the economic horizon, as here defined, does not limit the time over which provisions for 
the future are made,” is inconsistent with his model, though reasonable as a description of 
human behavior. 
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nor do we intend to do so. This chapter represents the combination of 
unsupported empirical statements and theoretical conclusions that, as 
we have seen, neither deserve any particular confidence nor bear very 
directly on the real world. The lack of relevance of most of the theoreti- 
cal analysis to the real world that derives from oversimplification and 
formal classification is concealed by the errors of execution enumerated 
above—casual empiricism, invalid use of inverse probability, introduc- 
tion of factors external to the theoretical system, and the use of only 
some of the implications of a formal model that has others that are 
unrealistic. 

Correction of these errors would make the analysis formally correct; 
it would also make it abundantly clear that the analysis has only the 
remotest bearing on problems of policy. The analysis would then as- 
sume the cast of Lange’s mathematical appendix—which no one would 
be likely to consider directly applicable to problems of policy. Indeed, 
' the analysis purged of the fallacies might best be formulated mathe- 
matically, since this would be more likely to assure logical rigor and, 
in addition, would avoid a tendency, almost unavoidable in verbal 
mathematics, to state conclusions that flow from special assumptions 
as if they had wider relevance, and to stress special cases that lead to 
conclusions of particular interest. 

The basic sources of the defects in Lange’s theoretical analysis are 

the emphasis on formal structure, the attempt to generalize without 
first specifying in detail the facts to be generalized, and the failure to 
recognize that the ultimate test of the validity of a theory is not con- 
formity to the canons of formal logic but the ability to deduce facts that 
have not yet been observed, that are capable of being contradicted by 
observation, and that subsequent observation does not contradict. In 
consequence, these defects are found in much economic theorizing that 
is not taxonomic in character. They are, however, especially likely to 
arise when the taxonomic approach is adopted, as their presence in the 
writings of so able and careful a theorist as Lange testifies. 
_ Aman who has a burning interest in pressing issues of public policy, 
who has a strong desire to learn how the economic system really works 
in order that that knowledge may be used, is not likely to stay within 
the bounds of a method of analysis that denies him the knowledge he 
seeks. He will escape the shackles of formalism, even if he has to resort 
to illogical devices and specious reasoning to do so. This is, of course, a 
poor way to escape the shackles of formalism. A far better way is to 
try to devise theoretical generalizations to fit as full and comprehensive 
a set of related facts about the real world as it is possible to get. 


“COMMUNICATIONS 


National Budgets and National Policy: A Rejoinder 


Dr. Mosak’s paper in the March number of this Review strikes me as seri- 
_ ously misleading on questions of facts and analysis and still more so on ques- 
tions of policy. 


Facts and Analysis 


The patience of the reader cannot reasonably be taxed by a detailed re- 
joinder to Dr. Mosak’s detailed attack on my discussion of the magnitudes 
involved in the “models”; though a few points will come up, illustratively, 
below. His acuteness has picked up several oversights in my original article, 
and at many points the reader who is interested in the in’s and out’s of 
model-building will find valuable interpretations and corrections. On the 
whole, however, my impression is that a careful audit will show that the 
main points of my article are not seriously shaken. 

What deserves examination here is Dr. Mosak’s exaggerated idea as to 
what can be “demonstrated” by the type of evidence he deals in. The most 
that can ever be said for a hypothesis in relation to a set of observations is 
that the observations have failed to disprove it. In some circumstances this is 
saying a great deal. If the hypothesis has behind it the weight of general 
professional knowledge because it is part of a well-integrated theoretical 
structure other parts of which are well tested; if the hypothesis is clearly 
formulated in terms to which the data are relevant; and if the data provide 
numerous opportunities for failure—on these conditions, survival after 
confrontation with observations justifies confidence in the hypothesis. 

These specifications for confidence do not fit Dr. Mosak’s “models.” To 
illustrate, consider the hypothesis on individual savings implied by his 
“consumption function.” The hypothesis his equations express is that 
savings (i.e., the excess of disposable income over expenditure) are deter- 
mined by the level in current dollars (without correction for either popula- 
tion or prices) of disposable income. This implies that a difference in income 
level reflecting prices and population has just the same effect on saving as 
one reflecting unemployment. There is no reason in economics why this 
should be so. On the basis of the so-called ‘‘money illusion,” one could make 
sense of a hypothesis that year-to-year changes in saving are determined by 
year-to-year changes in disposable income, on an undeflated basis. But the 
“money illusion” rests on the notion that people remember their past 


1 The oversight I most regret, however, is one Dr. Mosak was too courteous to mention—the 
inadvertent omission of his name from the list of those whose criticisms helped in the prep- 
aration of my article. Dr. Mosak was generous not only with the use of unpublished materials, 
but with specific written criticisms, in the light of which I rewrote the article in a way which I 
(but not, I fear, Dr. Mosak) regard as a great improvement. 
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nominal incomes while failing to notice that the real meaning of the dollar 
has been altered by price changes. Over long stretches of time, when people 
in a given economic situation are no longer the same individuals who were 
in the corresponding situation earlier, a hypothesis resting on the money 
illusion is prima facie nonsense. Failure to deflate current-dollar figures thus 
involves refusal to put the economic records in a form which permits testing 
any meaningful hypothesis.” 


Alleged Concessions on Points of Fact 


Dr. Mosak is in error when he asserts that “the critics... concede... 
that the magnitudes estimated by the model-builders are the ones which pre- 
vailed in the pre-war period and... rest their case upon the assumption 
that the magnitudes will automatically change in the right direction in the 
postwar period” (p. 42). The sense in which these magnitudes “prevailed” 
is a very queer one. True, in year-to-year changes during the 1929-1940 
period, both savings and business profits changed by large percentages of 
changes in income. But the question posed by the model-builders is what 
would happen with activity continuously high-—a situation which did not 
“prevail” at any time in 1929-1940. It is proper to infer from the time- 
series of these years (and from supplementary data in budget studies, etc.) 
that both savings and profits may be very much larger proportions of income 
at high than at low levels of national output; but the inference that they 
will be stretches the evidence beyond endurance. 


Tax versus Expenditure Adjustment 


Dr. Mosak is of course correct that “the choice between an additional 
reduction in taxation or an additional increase in government expenditures 
can obviously be made only in terms of their relative marginal social utili- 
ties” (p. 26). But his inferences rest on the assumption that the only kind of 
“utility” in question is the effect on employment. Now if full employment 
is attainable by tax cuts or by expenditures which do not directly absorb 
resources (i.¢., transfer payments), the social cost of “exhaustive” expendi- 
tures is consumption or private investment displaced. The common sense 
of public expenditures is to carry them to the margin at which they are of 
equal social value with alternative private expenditures of equal amount, ir- 
respective of revenues; revenues and transfer payments (together with 
monetary policy) can then be used to keep the economy at full employment. 
To assume that unemployment is the alternative use for resources absorbed 
by “exhaustive” expenaitures is to be defeatist on full employment in a 
sense; for the assumption can hold only if there is no route to full employ- 


2 Dr. Mosak brushes aside the suggestion that he introduce some relevance into his data by 
adjusting for changes in prices and population. Failure to deflate is sometimes justified by the 
contention that either deflated or undeflated data will give much the same regression coefficient 
for savings upon-disposable income for 1929-40. This is true. But it does not follow that no 
errors can be introduced by failure to deflate. On a deflated basis the apparent correlation of 
savings with disposable income is substantially lower; and there is next to no correlation be- 
tween the residuals of the two regressions. It is no wonder, therefore, that Dr. Mosak’s experi- 
ments with explanatory variables other than disposable income were inconclusive: the warping 
of the data by failure to deflate pushed the relevant evidence out of sight. 
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ment other than “exhaustive” government expenditures which are not 
justifiable on their merits. 

Primary reliance on expenditure adjustment, while defeatist on the 
“stagnation” front, is over-optimistic on the fluctuations front. Except 
for transfer payments directly linked to business conditions (notably un- 
employment compensation), government outlays cannot be changed sig- 
nificantly on short notice. Good timing of changes in outlays thus rests 
entirely on very accurate forecasts ranging a year or more ahead. The reve- 
nue side is full of opportunities for ‘built-in flexibility”; and the currently 
collected personal tax can be changed quickly enough to reduce greatly the 
required span of forecasting. In fact, a mechanical rule by which taxes now 
will always be those which hindsight showed would have been appropriate 
three months ago is likely to prove fairly satisfactory; whereas a rule by 
which expenditures would be those which would have been appropriate a 
year earlier (about the best one could do by applying such a mechanical 
system to public works) would very probably make fluctuations worse. 

In short, primary reliance on expenditure adjustment implies a foresialling 
policy toward fluctuations—with maximum reliance on forecasting and 
maximum prospect of amplifying errors. Primary reliance on revenue ad- 
justment permits a watt-and-see policy of correcting observed fluctuations 
before they go far enough to do damage. The contention that reliance on 
revenue adjustment means somewhat larger public debt, which seems to be 
Dr. Mosak’s chief argument, is second-magnitude relative to greater promp- 
titude in dealing with fluctuations and better allocation of resources be- 
tween government and private use; furthermore, the public debt argument 
discounts the favorable effect on investment of lower taxes and the unfavor- 
able effect on investment of aggressive and unpredictable expansions of the 
sphere of government operations. . 


Dr. Mosak’s Policy Findings 


Dr. Mosak, as I read him, wants the reader to believe (a) that the models 
prove that adequate private investment at full employment to absorb 
full-employment savings is not even possible, let alone ‘‘automatic,” and 
will be lacking not only intermittently but continuously; (b) that the policy 
upshot is an anti-stagnation policy rather than an anti-recession policy 
embodied in an anti-fluctuations policy; (c) that the resulting “national 
policy must be directed toward changing the income and expenditure pat- 
terns so as to increase private expenditures for consumption and tangible 
investment.” This last seems to mean that the primary function of taxes is 
to discourage savings, and incidentally that wage policy can be used to 
squeeze savings vie profits. 

I differ at all three points. There is of course no use supposing that the 
economy will “automatically” stabilize itself indefinitely at full employ- 
ment. Indeed, it is certain that at some time in the visible future we shall 
have to cope with powerful recessive forces. But it is highly probable 
(though admittedly not certain) that, if we have an effective anti-recession 
policy, we can maintain private Investment most of the time at a level that 
will absorb at least the bulk of full-employment savings. 
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In the second place, Dr. Mosak’s contrast between having a policy of 
ameliorating fluctuations and having a full-employment policy is artificial. 
If we can devise a policy for keeping recessions from pulling activity more 
than 5 or 10 per cent below full employment, then we have a full-employ- 
ment policy. 

In the third place, if tendencies toward deflation prove so persistent 
that fullemployment can be approximated only by continuous government 
efforts at stimulation, the answer does not necessarily lie in the direction of 
repressing savings. In fact, it is distinctly probable that to make the re- 
pression of savings a major goal of policy—which means surrounding busi- 
ness management with an atmosphere of hostility rather than of social 
approbation—will impair Investment and embitter politics to such an ex- 
tent as to make the task of full-employment policy harder rather than 
easier. 

The line of policy which I understand Dr. Mosak to recommend is de- 
featist in that it takes for granted the persistent inadequacy of private in- 
vestment and suggests in consequence policy measures which are apt to 
make investment desperately unattractive to business. If the savings- 
investment relations are, in fact, such that the economy will work without 
drastic reconstruction, Dr. Mosak’s policy involves wasting the opportunity 
implied. On the other hand, the line of policy I recommend will not prove 
disastrous if Dr. Mosak’s pessimism about savings-investment relationships 
is justified by the event. The onset of “stagnation” after the transition must 
necessarily take the form of a recession. If we are armed against recession, 
we can afford to test out the intensity and persistence of the deflationary 
forces before we resolve to make a radical shift in our economic organiza- 
tion. 


The “Models” and Transition Policy 


However skeptical Dr. Mosak may have been, many government econo- 
mists about V-J Day were prepared to apply the post-war models to the 
transition; and the late lamented forecast of 8 million unemployed in early 
1946 was so derived. Better statistical work might have led to better fore- 
casts from the same general methods and data;* and certainly the early 
transition period was a time when errors of forecasting were excusable. This 
failure does not show models analysis to be useless; but it points directly at 
dangers in their interpretation. 

The forecast of a sharp slump in incomes and the need of stimulative 
rather than repressive measures in the monetary-fiscal field served to 
rationalize* what seem by hindsight to have been serious errors of policy in 


è I have in my files a memorandum from Mr. Lawrence Klein of the Cowles Commission, 
received a few weeks after V-J Day, in which he deduces from models analysis a substantial 
inflationary gap for the 12 months ending June, 1946. 


4 Note that I do not assert that economists brought about these policy measures. Most if 
not all would have been adopted had economists been unanimously opposed, and several were 
in fact opposed by most of the economists whose work is in question. But the prognosis of 
income deflation removed the basis both for effective opposition to these measures and for 
retrospective interpretation of the record which might have salvaged educational value from 
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an inflationary direction: notably (1) the policy of pushing at once for sharp 
wage increases; (2) the termination of the accrual of excess-profits tax liabil- 
ity with the end of 1945 rather than of 1946; (3) inaction on the monetary 
front instead of action to bring the supply of money under control and to 
stabilize (rather than push down) interest rates; (4) a false start on public 
works; (5) suspension of food rationing; (6) a false start on decontrol in the 
housing field; (7) promises of supplies to foreign countries which proved in- . 
consistent with decontrol; (8) failure to prepare the ground for a final ex- 
tension of the Office of Price Administration in effective form. Into the 
bargain, the attempt to dramatize the Murray bill by talk of heavy im- 
mediate unemployment, rather than by calling for prudence in forestalling 
more remote troubles, may have wasted much of the educational value of 
the attempt to mobilize public opinion in favor of the bill. 

What disturbs me about the record is not so much that the forecast was 
wrong as that the policy derived from the forecast was one of staking every- 
thing on one throw rather than hedging bets. If the forecast had been cor- 
rect, nothing would have been lost by a wait-and-see policy on most of these 
fronts. Excess-profits-tax repeal effective at the end of 1946 would have 
given a solid foundation for business estimates; had more stimulation 
proved necessary, the effective date could have been advanced to the end of 
1945 by retrospective action as late as Febiuary or March, 1946. Calling for 
adequate monetary powers would not have compelled their immediate use. 
Maintaining rationing and housing controls would not have prevented as 
much easing up as the objective facts (relative to the forecast of a slump in 
income) would have justified. In short, a line of policy could readily have 
been found which would have worked out almost as well as the policy 
adopted in the event that there was a serious transition slump and much 
better in the sort of situation which actually ensued. This experience and 
Dr. Mosak’s article both suggest a discouraging lack of willingness among 
the economists whose work is under discussion to consider at what points 
and to what degree their forecasts are liable to error, and to look for policies 
which will work reasonably well even though some forecasts are erroneous. 
It is hard enough to persuade the layman that the economist has any 
special competence, without pretending that we have infallible answers 
where we obviously cannot have them. 

ALBERT GAILORD Hart* 


* Visiting professor of economics, Columbia University, and research economist, Com- 
mittee for Economic Development. Perhaps I should put unusual stress on the fact that Iam 
expressing individual views rather than speaking for the Committee or its research staff, in 
view of Dr. Mosak’s flattering attribution to me of the authorship of Jobs and Markets. 
While I am as fully prepared to accept responsibility for statements in that report (which 
embodies the unanimous findings of the six members of the CED staff who were its authors) 
as for any of my own writings, it does not follow that I am in any sense a spokesman for the 
organization. 


our experience. The doctrine of the “mixed situation,” with deflation in general but a few tight 
spots, was not an adequate hedge; in fact, it invited the policy of reducing O.P.A. to operation 
in a very few fields. 
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National Budgets and National Policy: A Final Reply 


In view of the earlier extended discussion I think it desirable to present 
as briefly as possible my coments on Dr. Hart’s rejoinder. To facilitate 
references I shall adopt both his order of topics and his headings. 


A. Facts and Analysis 


1. Of course, an hypothesis cannot be “proved” by statistics, but can 
only be tested for consistency with the data. This is a basic proposition in 
elementary statistics and elementary logic, and I know of no occasion in 
which I have denied it. 

2. The comments on my use of undeflated figures for the consumption 
function are a bit off the main track. Dr. Hart’s original paper did not even 
contain a reference to this point, because it treated the model-builders as 
representing a common school of thought and attempted to deal only with 
those shortcomings which they were thought to have in common. Since the 
other model]-builders had used deflated figures and had obtained results es- 
sentially similar to mine, this defect, if it be one, obviously could not be 
attributed to any “‘school.” 

As I have pointed out twice already, the conclusions derived from the 
models do not in any way depend upon the use of undeflated data. Smithies 
used deflated data and obtained an even lower estimate of the marginal 
propensity to consume than I did. Had I been interested in the consumption 
function per se, I might have used the deflated figures. Since my interest 
was only in the broader problem of the post-war prospects for full employ- 
ment, I presented the simple money relationship as a first approximation 
when I saw that it did not significantly affect the conclusions with respect 
to the broader problem. . 


B. Alleged Concessions 


1. As I pointed out in my previous paper, it is true, of course, that the 
pre-war relationships do not show the conditions that might prevail if the 
threat of unemployment were eliminated once and for all from our society. 
A society which does not have to worry about mass unemployment, about 
insecurity in old age, about risk of general business depression, might gradu- 
ally establish much more favorable spending patterns and much more favor- 
able price-wage relationships. The problem of maintaining full employment 
might, therefore, become smaller as the years go on. This does not mean, 
however, that the problem of establishing full employment and maintaining 
it in the first years after the present inflationary period will be an easy one. 

2. Since the physical scientist would not even assert that the sun will 
rise tomorrow, but only that it is extremely likely that it will, the model- 
builders certainly would not maintain that savings and profits will be a 
larger proportion of income at high than at low levels of income. Their 
position is simply that, on the basis of the pre-war data, it is more reasonable 
to assume that they will than that they will not be. One takes along an 
umbrella not only when he knows but also when he believes it likely that it 
will rain. 
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C. Tax vs. Expenditure Adjusiments 


1. Despite the fact that Keynesians have been in the forefront in the 
fight for such measures as an expanded social security system, reduced in- 
terest rates, and reductions in excise and other taxes bearing on the low- 
income groups, and despite the vast Keynesian literature on the subject, 
Hart persists in his notion that Keynesians believe only government ex- 
penditures can increase employment. 

In my last paper I made it clear that Hart was simply wrestling with 
straw men. That did not, however, end the sport. After quoting and ap- 
proving my statement that both government expenditures and tax reduc- 
tions will increase employment and that the choice between them depends 
on their relative marginal social utilities, he turns right around and states 
that we assume there is no route to full employment without government 
expenditures. Indeed he now interprets such government expenditures to 
exclude transfer payments and implies we favor government expenditures 
on goods and services which are not justifiable on their merits. 

The following statements are made to avoid the possibility of further mis- 
interpretation: 

a. In an unemployment situation, eny measure which tends to increase 
either private consumer expenditures or private investment or government 
expenditures on goods and services more than it tends to decrease them con- 
tributes to an increase of employment. This includes, among others, tax 
reductions, government transfer payments, and exhaustive government 
expenditures whether or not they are justifiable on their merits. 

b. The choice between different measures for achieving full employment 
can be made only in terms of their relative marginal social utilities. 

c. Much opinion to the contrary (Hart’s apparently included) notwith- 
standing, Keynesians are not in favor of government expenditures, ex- 
haustive or otherwise, which are not justifiable on their merits. There is no 
shortage of alternative measures which are justifiable. 

2. Hart makes an important contribution to policy in emphasizing the 
need to consider the speed with which any program can be adjusted to meet 
changing conditions. So far as I know, no model-builder stated his position 
on the question whether government revenues or government expenditures 
can be more speedily adjusted. For myself, I am not nearly so certain as is 
Hart that only the revenue side provides opportunities for “built-in flexi- 
bility.” To take but one example, I wonder if he is not discounting too 
heavily the degree of ‘‘built-in flexibility” involved in the proposal of Dr. 
E. A. Goldenweiser that the government put on its payroll any man who 
loses his job in private industry. 


D. Policy Finding 


1. The model-builders do not believe and have never stated that adequate 
private investment to absorb full employment savings is always impossible. 
Their position is that, with low federal expenditures, private investment is 
likely to be inadequate to maintain full employment on the average over a 
period of years. In some individual years, of course, it may be not only 
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adequate but even excessive. The question at issue is simply whether in the 
absence of a national policy, business fluctuations would take place around a 
trend of full employment or one of substantially less than full employment.? 

2. The term “‘anti-stagnation policy” may be open to misinterpretation. 
Stagnation is probably associated in many minds with a falling, or at best a 
constant, volume of output. Even in the absence of a national full-employ- 
ment policy, however, post-war output will probably be considerably above 
pre-war levels and will probably have a rising trend. In a sense we did 
not “stagnate” even in 1940 as compared to 1929, since output and pro- 
ductivity were substantially higher in 1940. We did, however, suffer from 
an enormous waste of human resources and potential output. 

What we need for the post-war period is not an anti-stagnation policy but 
a full-employment policy. And I do not agree that we have a full-employ- 
ment policy if we keep recessions from pulling activity 10 per cent below full 
employment. Six million unemployed does not represent full employment. 
_ The difference between ironing out a cycle about a level of full employ- 
ment and eliminating the danger of long-lasting periods of unemployment is 
not as artificial as Hart would now make it appear. In the first case we are 
likely to feel that the solution lies in some such simple formula as “built-in 
flexibility” of taxes. In the second case, however, we shall concern ourselves 
primarily with such measures as a greatly expanded program of social secur- 
ity and provision for adequate housing, adequate hospital care and adequate 
education. We shall support more Tennessee Valley Authorities, slum 
clearance, and urban redevelopment. If Hart favors such programs then 
we are in agreement. If, however, he opposes such programs on the grounds 
that they “are not justifiable on their merits,” or “repress savings,” or 
“mean surrounding business management with an air of hostility,” or “are 
defeatist on full employment,” then we are in disagreement. 

3. The belief that repression of savings is a major goal of Keynesian pol- 
icy is another sterotype which it would be well to eliminate in the interest of 
clarity. The goal is an increase in consumption and investment adequate 
to maintain full employment, not repression of savings. If incomes are in- 
creased, consumption will rise without a repression of savings; in fact, 
savings will rise at the same time. It may be necessary to reduce the pro- 
portion of the gross national product that is saved. It does not follow, how- 
ever, that the aggregate volume of savings will necessarily be lower. 


E. The Models and Transition Policy 


This is not the time or place to enter into a detailed discussion of the transi- 
tion period forecasts. As I pointed out in my previous paper, the models 


1 Incidentally, Hart has now apparently so hedged his own position on the long-run outlook 
as to make it almost impossible for the model-builders in question to disagree with him. Thus 
he writes: “But it is highly probable (though admittedly not certain) that if we have an effec- 
tive anti-recession policy we can maintain private investment most of the time at a level that 
will absorb at least the bulk of full-employment savings.” If this means (a) that most of the 
time it will not absorb the difference between all and the bulk of full-employment savings, 
and (b) that the rest of the time it will not absorb even the bulk, then I think Hart should sup- 
port the model-builders rather than oppose them. 
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which Hart criticized were explicitly confined to the post-transition period. 

The transition forecasts were indeed seriously in error. It is important to 
emphasize, however, that these forecasts were based not on the post-war 
models as such but on an important modification of them.The post-war 
models yield estimates of total consumer expenditures at varying levels of 
disposable income when all goods and services are freely available. In mak- 
ing the transition forecasts, however, account had to be taken of the many 
shortages, particularly in durable goods and services. On the basis of the 
wartime experience alone, it was assumed that consumer expenditures would 
not spill over into goods that were available, and it was estimated that 
consumer expenditures would be below normal post-war expectations to the 
extent that there were shortages.* 

This did not happen. Instead, consumer expenditures on non-durable goods 
rose very sharply after V-J Day, yielding, despite the shortages, a total 
volume of consumer expenditures about equal to what would be expected 
from the post-transition models. It is this increase in consumer expenditures 
on non-durables which is primarily responsible for sustaining the high levels 
of gross national product and of employment.’ 

It is still too early to determine whether this increase in consumer expendi- 
tures on non-durables is a temporary transitlon-period phenomenon or a 
relatively permanent one. If it is permanent, it will make a very great con- 
tribution toward solving the problem of post-war unemployment. If, on the 
other hand, it is essentially a temporary phenomenon, attributable to such 
factors as (a) the influx of veterans, (b) the volume of capital gains (both 
realized and unrealized) resulting from the increase in stock market prices 
and in real estate values, (c) the shortages of durable goods, (d) the elimina- 
tion of wartime restraints on consumption, and (e) anticipations of price in- 


2 Some upward adjustments were made in the expenditures on non-durables to allow for the 
effects of returning veterans, the volume of cash balances, and the general relaxation from war- 
time conditions. These allowances, however, were quite small relative to the downward adjust- 
ment for shortages discussed in the text. 


8 Several other factors contributed to the difference between the actual results dnd the 
projections. 

a. The projections were explicitly based on the assumption of no increase tn wage rates 
above wartime levels, whereas wage rates were increased substantially and, of course, con- 
tributed to an increase in both disposable income and consumer expenditures. This factor 
represents not an error in forecasting but a difference in policy assumption. 

b. There was a very strong lag between the decline in production and the decline in employ- 
ment in factories experiencing cutbacks of war production. In large part this was attributable 
to the fact that the excess profits tax was repealed shortly after V-] Day, effective as of Janu- 
ary, 1946. This action encouraged producers to concentrate as much of their expenditures as 
possible during the period when the excess profits tax was still in effect and to keep their labor 
force relatively intact. Aside from the effect on labor income it probably had a very powerful 
psychological effect in sustaining consumer expenditures. 

c. Private capital formation, particularly construction, was underestimated. This error wag 
more than offset, however, by the overestimate of federal expenditures. The fact that con- 
struction was higher than was estimated is attributable, among other things, to the govern- 
ment construction program and to the sharp rise in construction costs, both of which were not 
assumed in the estimate. 
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creases, then the problem of sustaining post-war full employment after this 
inflationary period will remain quite great. 
Jacos L. Mosax* 


* The views expressed in this note are the author’s own personal opinion and do not neces- 
sarily reflect those of the Offce of Economic Stabilization. 
I wish to thank Mr. Alfred Sherrard for his helpful suggestions. 


The Maintenance of Full Employment after the Transition Period: 
Notes on Mr. Kalecki’s Models 


. the solution of the problem of employment after the transition will 
require a much more unorthodox policy in public finance in the United 
States than in the United Kingdom. 

“ ... itis true that the budget deficit necessary for the maintenance of 
full employment in the United States may be diminished by a variety of 
factors. ... But it seems unlikely that all these factors would enable the 
United States to maintain full employment after the transition period 
without a substantial budget deficit....” 

This is the gist of Mr. Kalecki’s article on “The Maintenance of Full 
Employment after the Transition Period,” which appeared recently in the 
official organ of the International Labour Office.! More specifically, the 
article suggests that full employment in the United States in 1950 presumes 
a budget deficit of 13 billion dollars and an export surplus of 2 billion dollars? 
or some other combination of deficit spending and export surplus totaling 
15 billion dollars. Although the arguments of the article are not more 
original than its conclusions, it deserves attention for three reasons: first, 
because it appears under the sponsorship of an influential international 
organization; second, because it is typical of an economic school that was 
fairly influential in Washington until its forecasts were exposed to the test 
of checking with facts; third, because it appeared after this embarrassing 
test had been completed. 

The reasoning of the article rests on the well-known observation that the 
net national income may be represented in two ways: either as a sum of 
personal consumption, public expenditure for goods and services, net private 
investment, and export surplus; or as a sum of personal consumption, taxes 
available for public expenditure for goods and services, and savings. Sub- 
tracting private consumption and taxes from both aggregates, one finds 
that, apart from minor. adjustment factors, savings (S) must equal the sum 
of net private investment (7), export surplus (E), and budget deficit(D). 

From the tautological formula (S=J-+E+D) other equations showing 
the relationship between the same four items may be deduced, all equally 
tautological and none providing any insight into the mysteries of the 
modern economy. If, however, these harmless formulas are combined with 
definite assumptions concerning economic trends, they take on a prophetic 


é% 


1 International Labour Review, November, 1945, pp. 449-64. 
2 Ibid., p. 460. 
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quality. Assuming, for example, a balanced government budget, a rising 
export surplus would presume a widening gap between savings and private 
investment and forecast an increase in savings, or a decline in private 
investment, or both. Assuming a balanced foreign trade and a constant rate 
of investment, one would predict that savings would rise or fall with the 
budget deficit. Of the several dozen formulas of this kind, one has become 
especially popular in recent years: ($— I= D+), the sum of budget deficit 
and export surplus equals the difference between savings and net private 
investment. The success of this formula is based on the implicit postulate 
that in the modern economy the amount of savings (S) tends to outrun in- 
vestment (J) and that the widening gap between the two items (S—J) 
condemns the economic system to deflationary contraction, unless special 
measures are taken to check this danger. If this postulate were correct, the 
conclusion would be inescapable: To prevent mass unemployment, the gap 
(S—J) should be bridged by deficit spénding by the government (D) or 
export surplus (£), or both (D+-£). The crucial question is whether the 
postulate zs correct. 

Mr. Kalecki displays a series of ‘‘models” of distribution of the national 
product. First, he shows comparative pre-war models for the United States 
(1940) and the United Kingdom (1938). In these models the United States, 
with a net national product of 87.8 billion dollars, has an export surplus of 
1.5 billions and a budget deficit of 1.5 billions, while the United Kingdom, 
with a net product of £5.2 billion, reports an export surplus of £70 million 
and a budget deficit of £220 million. The sum of both items amounts to 
4 per cent of the net national product for the United States and to 3.4 per 
cent for the United Kingdom. Although this trivial disparity falls within the 
margin of error of the two computations, Mr. Kalecki considers it sufficient 
to justify a far-reaching conclusion: “The main difference in the structure 
of the national product in the United States and the United Kingdom is seen 
to be the higher percentage of income saved in the former country at the 
same level of employment. ... The problem of employment is more dif- 
ficult in the United States than in the United Kingdom because the per- 
centage of income saved at the same degree of employment of the available 
labour force is substantially higher; and because this percentage is not 
normally offset by a correspondingly higher ratio of private investment plus 
export surplus to incomes.’ 

Obviously one can neither accept nor reject these conclusions on the basis 
of such insubstantial evidence as two sets of not strictly comparable 
figures, without any analysis of the economic structure of the two countries 
and business conditions in the selected years. This is, however, char- 
acteristic of the article: it draws far-reaching conclusions from casual, ir- 
relevant figures. 

This characteristic becomes still more pronounced in the second part of 
the article, which shows the hypothetical post-war patterns ofdistribution 
of the national product in the two countries, on the assumed full-employ- 
ment level. The model for the United States in 1950 suggests a net national 


8 Ibid., p. 457. 
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product of 178 billions at 1943 prices, personal consumption of 127 billions, 
and taxes of 26 billions. The balance of 25 billions represents savings and 
is offset by the aggregate of net private investment (10 billions), export 
surplus (2 billions) and budget deficit (13 billions). On the other hand, the 
model for the United Kingdom in 1951 shows only a small budget deficit 
(£150 million), due essentially to public outlays for residential building. 

One will recognize that the sweeping conclusions quoted above are in- 
escapable if these “models” are correct. In fact, the conclusions are hidden in 
the models, like a white rabbit in the hat of a magician. Therefore, Mr. 
Kalecki should have proved that the people in the United States will put 
aside 25 billion dollars in 1950 while the nation needs only 10 billions for net 
investment. Instead of any proof he refers simply to an earlier article of Mr. 
Arthur Smithies on “Forecasting Post-War Demand,” an essentially mathe- 
matical article in which general methodological considerations were illus- 
trated by a series of tentative, deliberately experimental projections.‘ 
Whether valid or not,’ these projections reflected a definite phase of the 
discussion which was in progress at that time among technicians in the 
United States but were not intended to serve as a prophecy. In Mr. Kalecki, 
however, these casual figures become a prediction of the economic structure 
of post-war America and the foundation—the sole foundation—of the 
policy it should follow to maintain full employment! 

Let us examine the assumption of an over-saving of 15 billion dollars in 
post-war America. History shows that, except during wars and deep depres- 
sions, savings in the United States averaged somewhat less than 10 per cent 
of the national income and were roughly in balance with its demand for new 
capital. If this pattern should change drastically in post-war America, there 
must be some reasons for such a change. What are these reasons? Will 
veterans returning home from foxholes lose their “propensity” for decent 
dwellings, and will building construction stop? Will the nation shift to the 
austere consumption habits of the eighteenth century? Will people move 
from cities to rural areas, strongholds of thriftiness and saving? Will technical 
progress be brought to a standstill? 

None of these assumptions seems very probable. Observations point 
rather to very different trends. New, higher consumption habits were ac- 
quired by workers during the war boom. New habits were brought back to 
the country by returning veterans. The tide of marriages and births re- 
sulted in an unprecedented demand for new homes, a demand which cannot 
be satisfied in three or five years. The deferred demand for durable goods 
and accumulation of war savings open new markets for production. The 
new technology of light metals and plastics and the progress of electronics 
generate new outlets for investment. The progress of aviation makes urgent 
the task of adjusting our urban areas to the new means of transportation. 
The huge financial reserves of business concerns, farmers, and public 


4 Econometrica, January, 1945. 


® For a criticism of Mr. Smithies’ regression formula, see W. S. Woytinsky, “Relationship 
between Consumers’ Expenditures, Savings, and Disposable Income,” Rev. Econ. Stat., 
February, 1946, 
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agencies make private construction and public works possible on a scale 
never dreamed of before. The United States has emerged from the war as the 
first economic power in the world. The state of international security de- 
mands considerable outlays for defense. The nation is facing a tremendous 
expansion of individual and collective consumption and spending. 

On the basis of a similar appraisal] of the prevailing trends in our economy, 
I have ventured in another article? to make a tentative projection of the 
distribution of a Gross National Product of 150 billion dollars, at 1941 
prices, in 1950 on the full-employment level. In this projection I have esti- 
mated current savings of individuals in 1950 at 9.9 billions and those of 
corporate business (undistributed profit) at 2.3 billions. At the same time, 
I assumed that 4 billions of war savings will flow back into consumption, 
leaving a net saving of 8.2 billions. If net investments in 1950 are estimated 
conservatively at 10 billions,’ this amount of net savings will be 1.8 billions 
short of the demand for new capital, the total demand for consumer and 
capital goods will exceed the current output, and the general economic con- 
dition in the United States will be inflationary rather than deflationary. 

Here are two widely divergent patterns of economic life in post-war 
America. Which is more realistic? Which forces will dominate the economic 
scene after the war-—those of deflationary contraction or those of inflation- 
ary expansion? 

A similar controversy on the course of reconversion has been solved by 
experience. The progress of the reconversion has revealed how unwarranted 
were all the predictions that a deflationary spiral and mass unemployment 
would follow the cessation of military expenditures. This does not, of course, 
exclude the possibility that predictions of deflationary gap after the recon- 
version may be right. The point to be stressed here is that the controversy 
in interpreting historical trends cannot be solved by tricky “models” which 
postulate in advance a definite pattern of development. If we know what our 
economy will be in 1950, we can easily represent it by a “model”; but as 
long as the future is uncertain, the “models” based on casual or biased 
postulates serve no other purpose but to perpetuate superstitions and dis- 
seminate false notions. 

In fact, the difficulty of developing economic projections for post-war 
America or any other country is not in picking up a set of figures totalling 
the anticipated national output, but rather in appraising the long-range 
repercussions of the war. Was this war only a temporary deviation from 
the secular trend as manifested in economic conditions in the 1930’s? Or 
will it become the starting point of a new economic cycle analogous to that 
launched by World War I? In other words, do we reconvert to an economic 
phase similar to that of 1920, or analogous to that of 1940? 

The means useful for maintaining full employment in post-war America 
will be determined by the post-war economic conditions. If the United States 


6 “Postwar Economie. Perspectives III, Prewar Experience: Production and Consumption,” 
Social Security Bulletin, February, 1946, p. 14. 


7 In my projection, the “business share” in the Gross National Product is set at 19 billion 
dollars, including 9 billions for business reserves, depreciation charges, and the like. This 
leaves 10 billions for net investment. 
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is returning to the “normalcy” of 1940, prophets of deficit spending may 
prove to be right. If the nation is entering a long era of post-war expansion 
with periodically recurring set-backs in business conditions, it will need a 
different, much more flexible economic policy. The practical task will be, in 
this event, to find the proper selection, timing, and dosage of remedies de- 
signed to correct excessive up’s and down’s in employment. The danger will 
be in overdoing the treatment of the actual ailment as it has been overdone 
too often in the past. Using the words of Keynes, it is “as though the family 
were to go on giving a child successive doses of castor-oil every ten minutes 
until the first dose had done its work. Or—to take a better parallel—it is as 
though different members of the family were to give successive doses to the 
child, each in ignorance of the doses given by the others. The child will be 
very ill. Bismuth will then be administered on the same principle. Scientists 
will announce that children are subject to a diarrhoea-constipation cycle, 
due, they will add, to the weather, or, failing that, to alternations of opti- 
mism and pessimism amongst the members of the family. If the time taken 
by the first dose to act is constant, they will discover that the cycle is a true 
one with a constant period. Perhaps they will suggest that the remedy is to 
be found in giving the child bismuth when it is constipated and castor-oil 
at the other extreme. But more probably the parents will divide into bis- 
muth and castor-oil parties, one of which, impressed by the horrors of 
diarrhoea, will renounce castor-oil, and the other, moved by the depression 
of constipation, will abjure bismuth.’’8 

Disregarding these wise warnings of Keynes, his followers propose to cure 
all the evils with one medicine—the castor-oil of liberal compensatory spend- 
ing. Since they have no other prescription in their books and no other medi- 
cine in their bag and know in advance what they are going to administer to 
the patient, they do not need to waste time in examining him, observing 
the symptoms of his ailment, or studying his constitution, disposition, and 
environment. The procedure is simple: Get the patient to open his mouth 
wide and make him swallow as much of the salutary medicine as can be 
forced into him. This is the economic philosophy of the article under dis- 
cussion. That the post-war United States will be economically ill and in 
need of a good dose is taken for granted. The only problem is how to make 
the prospective patient open his mouth wide enough to absorb 15 billion 
dollars a year. The article performs this operation with commendable fervor 
and courage, and with no false pretense of having based the remedy on a 
study of actual conditions and trends in post-war America. 

W. S. WOYTINSKY* 


* The author is principal economic consultant of the Bureau of Employment Security, 
Social Security Administration. 


Correlations and Forecasting 


The passage of the Full Employment act has transformed model-building 
and forecasting into a public function. Economists’ suggestions will doubt- 
less receive a good deal more attention, favorable and otherwise. Perhaps 


8 J. M. Keynes, A Treatise on Money; The Applied Theory of Money (London, 1930), 
Volume H, pp. 223-24. 
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the most ambitious discussion of forecasting has appeared in this Review 
and some of its findings have been cited in the well-known symposium on 
Financing American Prosperity? Unfortunately, it contains serious errors. 

1. Although the discussion is entirely in terms of quarterly changes, the 
quarterly “predicted” gross national product is never shown; even the an- 
nual “predicted” gross national product appears only on a small-scale chart. 
Picking off some values here as best we can, it appears that for 1923, 1934, 
1935, and 1938, “predicted” and actual changes from the previous year were 
respectively about 27 and 17 per cent; 31 and 16 per cent; — 5 and -++10 per 
cent; -+-3and — 8 per cent. These are sizeable errors and involve four years out 
of nineteen. Moreover, since comparison of annual data removes three- 
fourths of the opportunities for differences between “predicted” and actual; 
since both are in terms of current dollars and alike affected by the great price 
movements since 1921; and since secular trend is the same,* much of what 
correlation does exist is, on the face of it, simply spurious. 

2. Of the two independent variables, the more important (by 50 per cent) 
is a quarterly profits series of which “the third quarter of the previous year 
[was] weighted once; fourth quarter weighted three times’(p. 74). When 
planning operations, that is, for a certain quarter Q; business men will 
be influenced by the record of profits realized in Qz three times as strongly 
as by the record of Q,; they will not be influenced by anything else. In the 
business world, however, the record of Qe will not be available until Qg is 
well under way. (The statistician would begin to “forecast” Q, when he 
was in Q,!) Physically, therefore, the hypothesis is at Jeast half untrue. 
Moreover, the original data show profits failing to lead GNP either in 1929 
or 1938.4 

3. The naïveté of treating “profits” as a unitary phenomenon is aston- 
ishing; the aggregate or average of profits is a summary expression for 
many separate and often divergent influences.’ Dispersion among industries® 


1 Stanley Lebergott, “Forecasting the National Product,” Am. Econ. Rev., Vol. XXXV, 
No. 1 (March, 1945), pp. 59-80. 

2 P. T. Homan and F. Machlup, editors (New York, Twentieth Century Fund, 1945), 
p. 417n. 


ê Tinbergen’s model is supposedly being followed here, but the use of a least-squares trend, 
and deviations therefrom, “was felt to be undesirable in the present instance” (p. 73). No 
further explanation is offered. 


‘Harold Barger, Outlay and Income in the United States (1942), p. 136. 


š Raymond T. Bowman, A Statistical Study of Profits (1934), especially pp. 136, 139; 141, 
where it is demonstrated that even concentration around the mean does not make it represen- 
tative in this instance. 


6 Ralph C. Epstein (asst. Florence M. Clark), Industrial Profits in the United States (1934): 
“Actual profit rate in different industries manifest little tendency to become equal” (p. 579); 
“differences exceeding 100 per cent between the average profit rates earned by considerable 
groups of corporations” persist “over a full decade” (p. 587). Moreover “general averages at 
best give only a notion of the ‘general drift? and the ‘general drift’ of all industries averaged 
together may in some respects be not the drift of the most important industries at all” (p. 589). 
In any attempt at public regulation or control, “no general average figures will suffice” 
(p. 588). 


1946] COMMUNICATIONS í 647 


is as wide and persistent as among size-groups,’ and ‘“‘differences in [cycli- 
cal] timing ” appear among both.® Most simply: if the several members of a 
crowd push in various directions, the crowd as a whole is not exerting any 
decisive pressure in any one direction. Quarterly changes? in a profits average 
are of such doubtful meaning that even a “significant” correlation tells us 
little except that they tend to vary directly with business activity—which 
is plausible but not exactly novel. 

4. Even in the individual firm, where no averaging problems are in- 
volved, profit is anything but definite. The Treasury’s calculation differs 
from the corporation’s.’® It is an axiom among accountants that income is a 
matter of judgment; that even if determinate it cannot be exactly allo- 
cated to the appropriate short period. Furthermore, windfall (capital) gains 
and losses, properly chargeable to surplus, must be eliminated from the in- 
come account if it is to reflect the normal operations of the business and 
furnish a clue to the future; yet corporate practice, in this respect, approaches 
chaos. The depreciation charge “rarely has any actual relationship to 
any actual wear and tear... [and is] more often concerned with tax consid- 
erations than with actual facts.... Practically all depreciation charges 
have been excessive.’4 High or low, the arbitrariness of the charges intro- 


1 William Leonard Crum, Corporate Size and Earning Power (1939). 

8 Ibid., p. 161. Barger, of. cit., pp. 136 and 146, points out that during the depression there 
were “marked contrasts” among various industry trends; at the “turning point in 1932-33, 
there appears to be considerable dispersion.” 


? Apparently (it is difficult to make sense of the explanation) no seasonal adjustment was 
made for years after 1938, although Barger, in making estimates for 1922-38, did- find it 
necessary to make them. 

10 See J. Franklin Ebersole, Susan S. Burr, and George M. Peterson, “Income Forecasting 
by the Use of Statistics of Income Data,” Rev. Econ. Stat. (November, 1929): “The statistics of 
income are merely . .. data collected incidentally in assessing ... federal taxes.... The 
first consideration has been revenue, and consequently the proper requirements... for 
tabulating significant data have frequently been sacrificed” (p. 171). “For 104 industrial corpo- 
rations ... the total net income shown in returns with the same names was 90.2, 87.3, 85.9, 
and 90.0 per cent, respectively, of the total published profits for the years 1923-1926” (p. 
178 n2). The tabulation and classification procedures of the Bureau of Internal Revenue have 
improved very greatly since then, but the basic qualifications remain. The spread between 
published and taxable income is probably greater and more erratic today. 

n For example, Accounting Research Bulletin No. 13, of the American Institute of Ac- 
countants, as printed in the Journal of Accountancy (February, 1942), pp. 155/.: “While many 
items in financial statements are determinable with substantial accuracy, others involve 
estimate or approximation and require the exercise of informed judgments within a compara- 
tively wide range of reasonableness. There is increasing recognition of the fact that the sig- 
nificance of periodic financial statements is limited accordingly.” For a sample study of 
discrepancies, see Howard C., Greer, “What Are Accepted Principles of Accounting?” Ac- 
counting Rev. (March, 1938), pp. 27-28. 

12 Witness the present discussion in the accounting journals concerning allocation of war 
and reconversion costs. 

13 William W. Werntz (chief accountant, S. E. C.), “Trends in Accounting,” Jour. Account- 
ancy (January, 1946), pp. 36, 37. See also Norman S. Buchanan, “Toward a Theory of Fluc- 
tuations in Business Profits,” Aw. Econ. Rev., Vol. XX XI, No. 3 (Sept., 1941), p. 751. 


14 Harry E. Howell, “Postwar Pricing and Cost Accounting,” NACA Bulletin (November 
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duces the same element into the income statement. The same is true, mutatis 
mutandis, of inventory valuation; “fifo” vs. “lifo” is an unresolved issue in 
practice and theory,’ and even the venerable “lower of cost or market” 
is questioned. By no means least important is the element of user cost, 
which “cannot be read off a cost accounts sheet. . . . Quantitatively vague 
and imprecise, [it] is definitely present in the entrepreneural mind.’”” 
The point need not be labored further: it is clear that the the profit of 
any given firm in any given period is no uniquely determined amount, 
or even an approximation thereto. The host of qualifications and inter- 
pretations in the minds of those most closely concerned convert the 
“profit” into a rather nebulous thing that has no necessary resemblance to 
the precise-looking figure on the income statement. The easy assumption of 
mutual cancellation of errors is unsatisfactory; a little reflection shows that 
the elements of “judgment” are far more likely to point all in the same direc- 
tion. i 

5. Government expenditures on durables and on “all other” are separately 
plotted against GNP; “the values of the regression coefficients then indicated 
the relative weights to be assigned to each” (p. 75). The weights are not re- 
vealed. The division is completely arbitrary; there is no reason to regard 
purchase of durables as (more? less?) potent than any other sort of purchase;}8 
the data are simply being rigged to look better. The profits series is weighted 
1.5 times the total of government expenditures, which may be analytically 
justified or not; apparently there was no need felt for such analysis. 

6. The basis for all the statistical manipulation is a dynamical model 
akin to that of Tinbergen.?® Payments to individuals (which, let us note, are 
part of GNP) determine consumer expenditures (p. 69); the latter, like in- 
vestment, is a “dependent function” (p. 70). “We may infer profits fairly 
well from consumption alone. ...But given a value for profits, we can 
immediately infer a value for future levels of employment, payroll disburse- 
ments, and also for gross product” (p. 70). The terms in the estimating 
equations are all positive. Accordingly, an increase [decrease] in GNP will 
be followed by an increase [decrease] in consumption, will be followed by an 

‘increase [decrease] in profits, will be followed by an increase [decrease] in 


15, 1945). Lewis Kimmel, Depreciation Policy and Postwar Expansion (1946), pp. 24-26, agrees 
as to the indeterminacy of the depreciation charges but would maintain, I think, that they 
tend to be too low rather than too high. 


For a recent statement of the controversy, see K. Lacey in Economica (February, 1944); 
and Harry Norris, Economica, (August, 1945). 

1¢ See George R. Husband, in the Accounting Review (April, 1946). 

17 P, T. Bauer, “Notes on Cost,” Economica (May, 1945). Bauer presents not only a lucid 
summary of the theory, but an illuminating application to the Malayan rubber industry. 

18 Paul A. Samuelson, “Fiscal Policy and Income Determination,” Quart. Jour. Econ. 
(August, 1942), pp. 599-600. 

19 As a matter of fact, the model is very similar to Tinbergen’s “example IT, [which] only 
contains a theory of the cumulative process,” and not “a theory of the cycle. .. . It cannot ex- 


plain a turning point.” Jan Tinbergen, ‘‘Econometric Business Cycle Research,” Rev. Econ. 
Stud. (February, 1940), pp. 84, 85. 
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GNP, and so on indefinitely. The circle is complete; it is impossible for any 
reversal ever to take place. The national product either rises continuously 
or falls continuously; it never fluctuates. Comment on this theory would be 
superfluous.”° 

7. Past profits, dimly and belatedly revealed, may condition the state of 
business confidence, but their influence on expectations of future profits is 
swamped by that of very palpable changes in costs, prices, and sales. 
Economists of widely divergent opinions have pointed to increases in factor 
prices, resulting in sharply disappointed profit-expectations, as the proxi- 
mate cause of the downturn.” An explanation of unexpected decreases in 
sales would be an explanation of the business cycle. The traditional division 
of goods as durable or perishable, producers’ or consumers’, etc., and the rich 
discussion over the acceleration principle, stem from the search for those 
industries which initiate, or at least foreshadow, general movements through 
changes in their demand for the products of other industries.” 

8, Not past average rates of profit, but expected marginal rates, will 
direct new investment. Maximized revenue is not an inducement to expand. 
In effectively monopolized markets, the entrenched happy few will guess at 
their demand curves and stand pat.” Investment sufficient to offset saving 
will not necessarily be made even when profits, as a principal source of sav- 
ings, are very high. This hardly promises prosperity. 

9. A single “horrible example” does not discredit econometric methods 
in general. But it does serve as a useful reminder that economic research is 
not—altogether—a matter of manipulating numbers and drawing lines on 


20 Writing 29 years ago, J. M. Clark said of Wesley Mitchell’s Business Cycles (1913) that 
it “rendered obsolete all attempts to explain crises in terms of any one fact or any one narrow 
chain of causes and effects.” 

21 For general discussions, see Wesley C. Mitchell, Business Cycles and Unemployment (1923), 
pp. 11-14; and Business Cycles (1927), pp. 106-07; Gottfried von Haberler, Prosperity and 
Depression (1940), pp. 106-10, 353-54, 456-61; Maurice Dobb, Political Economy and Capital- 
ism (1937), pp. 102-04; Friedrich A. Hayek, “Price Expectations, Monetary Disturbances and 
Malinvestments,” in Readings in Business Cycle Theory (1944), p. 360. 

Also Sumner H. Slichter, “The Downturn of 1937,” Rev. Econ. Stat. (August, 1938): “The 
downturn occurred while profits were still rising. In other words, business men reduced their 
estimates of profits on new commitments while profits on old commitments were growing. 
Obviously, it is the expected profits on new commitments which are decisive in determin- 
ing business activity” (p. 108). 

2 J. M. Clark, Strategic Factors in Business Cycles (1934). See pp. 91-92 and p. 188, par. 
(3) for a discussion of profits as dependent on divergent cost and price movements during a 
boom. 

22 See Norman S. Buchanan, “‘Anticipations and Industrial Investment Decisions,” Arm. 
Econ, Rev., Vol. XXXII, No. 1 (March, 1942), suppl., p. 154. Buchanan shows that the more 
fully competitive the market, and the easier the estimation of additional gross income, the 
more incentive will there be to buy expense-reducing equipment. See also TNEC Monograph 
No. 12, “Profits, Productive Activities, and New Investment,” by Martin Taitel, p. xix: 
“Factors other than the amount or the rate of profit have been the major determinants of the 
level of capital expenditures of groups of companies in the same industry, and, hence, of busi- 
ness as a whole. Of these other factors, the most important have been the level of output in 
relation to capacity and the pressure upon business for the introduction of available new tech- 
nologies.” 
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paper. Some attention to the real world is helpful—perhaps even essential. 
And the manipulation ought not to flout the elementary rules of logic. 
M. A. ADELMAN* 


* The author is an economist in the Division of Research and Statistics, Board of Governors 
of the Federal Reserve System. 


Recent Activities of Soviet Economists 


During the years of World War II, Soviet economists, like their colleagues 
in the United States and Great Britain, concentrated the great bulk of their 
energies upon problems connected with different aspects of the war effort. 
This activity encompassed not only all aspects of the internal economy of 
the U.S.S.R., but was also directed at understanding developments in the 
economies of all major foreign nations, with some particular stress in the last 
two years upon efforts being made to secure international cooperation in 
various economic fields such as finance, trade, agriculture, labor, etc. 

During the past two years, Soviet economists concentrating upon prob- 
lems of the internal development of the U.S.S.R. have been engaged pri- 
marily in planning the restoration of devastated areas in the Soviet Union 
and charting the future economic development of their country. Much of 
this work has been done by personnel of Gosplan (the State Planning Com- 
mission) and the Institut Ekonomiki (Institute of Economics of the Acad- 
emy of Science of the U.S.S.R.), as well as by economists attached to various 
other governmental organs. The most important results of this activity were 
embodied in the Fourth Five Year Plan adopted by the Supreme Soviet of 
the U.S.S.R. in March, 1946.2 Considerable research and planning have 
apparently also been done on the longer range economic development of the 
U.S.S.R. 

Soviet economists concentrating upon the study of foreign economies and 
of international economic trends have served their country in the military 
governments which have been set up for the areas occupied by the Red 
Army; in the negotiation of trade agreements with Rumania, Poland, Fin- 
land, Argentina, Iceland, Bulgaria, and other countries; as advisers to Mr. 
Molotov in the meetings of the Foreign Ministers of the leading powers 
among the United Nations; and as representatives of or observers for the 
U.S.S.R. at the meetings of various international organizations such as 
U.N.R.R.A., F.A.O., the International Bank and Fund, etc. 


1 This paragraph is based upon a number of conversations engaged in by the author with 
Soviet economic personnel he met in Berlin during the summer of 1945. Cf. also Akademiya 
Nauk Soyuza SSR, Referaty Nauchno-Issledovatelskikh Rabot sa 1944 g. Otdeleniye Ekonomiki 
+ Prava (Papers on Scientific Investigations in 1944, Division of Economics and Law) (Mos- 
cow, 1945), pp. 3 and 4; and ‘“‘Raboty Instituta v Gody Voiny” (Work of the Institute in the 
War Years), Mirovoye Khozyaistvo i Mirovaya Politika (World Economics and World Politics), 
No. 12 (Dec., 1945), pp. 82-86. 

2 The complete Russian text of the Fourth Five Year Plan has appeared in, among other 
places, Pravda and Izvestiya, March 21, 1946; and Bolshevik, March, 1946. An English trans- 
lation was serialized in the Moscow Daily News, March 23, 27 and 30, 1946, and has been pub- 
lished in pamphlet form by the Soviet Embassy in Washington. 

* Cf. the goals for 1960 mentioned in Stalin’s speech of February 9, 1946, New York Times, 
February 10, 1946. 
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While the reports prepared by Soviet economists for the guidance of their 
nation’s policy makers are naturally not available, much information about 
current economic research can be learned from a perusal of recent published 
writings. This includes a considerable literature consisting of books, pam- 
phiets, and articles in magazines and newspapers. Little of this is generally 
available to private American citizens since much of the published output 
of Soviet economists is apparently not sent to the United States, or so few 
copies are sent that only a few specialists are able to obtain the material. 
The only source of supply for books is the Four Continents Book Store at 
255 Fifth Avenue, New York City; and this store is prevented by law from 
sending material through the mails. Varying amounts of recent original 
Russian materials are available at the Library of Congress, the New York 
Public Library, Columbia University, and the American Russian Institute 
in New York City.* Attempts to build up such collections are now being 
made at Harvard and Syracuse universities. Obviously, for the student who 
is not located in or near Washington or New York, recent Russian materials 
are extremely difficult to obtain. 

In view of the scarcity of the original materials in this country, it seems 
useful to present a short bibliography of significant recent economic writing 
in the U.S.S.R. Among the major studies written in the U.S.S.R. during 
the last two years are the following (some of the studies below were only 
in manuscript at the time the most recent information became available): 


SOVIET ECONOMICS AND Economic THOUGHT 


1. Ekonomicheskaya Pobeda S.S.S.R. (Economic Victory of the 
U.S.S.R.), Moscow, 1945. Issued by the Institute of Economics of the 
Academy of Science of the U.S.S.R. under the direction and editor- 
ship of S. G. Strumilin, P. A. Khromov, N. A. Kovalevski, I. D. 
Laptev, and D. I. Chernomordik. 

Contains chapters by different authors reviewing war time develop- 
ments in Soviet industry, manpower, productivity, agriculture, 
transport, trade, and finance. 

2. Ocherki Istorii Russkot Ekonomicheskoit Mysli (Essays on the History 
of Russian Economic Thought). Issued by the Institute of Economics 
under the editorship of P. A. Khromov and I. D. Udaltsov. 

This is to be a four-volume work tracing the history of Russian 
economic thought from the ninth to the twentieth century. The first 
volume, which is believed to have been issued in 1945, traces the 
development from the ninth to the middle of the nineteenth century 
and has five sections: 

(a) General character of the development of Russian economic 

thought. 

(b) Economic thought in pre-feudal and feudal Russia. 


4 The paucity of Russian economic material for Americans should be contrasted with the 
very full knowledge of American economic affairs and writings displayed by Russian authors. 
Judging by the references cited in Soviet writings, Soviet economists have available virtually 
all newspapers, magazines, books, and government publications of any significance published 
in this country. Moreover, a reading knowledge of English is apparently much more frequent 
among Soviet economists than a reading knowledge of Russian among American economists. 
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(c) Economic thought in the epoch of Peter I. 
(d) Economic thought in the eighteenth century (Lomonosov, 
Rychkov, Shcherbatov, Radishchev, etc.). 
(e) Economic thought in the first half of the nineteenth century 
(Mordvinov, Turgenev, Pestel, Herzen, Milyutin, etc.). 
The second volume is expected to be concluded during 1946 and will 
be devoted to the second half of the last century. 


. K. Ostrovityanov, Sotstalisticheskaya Sistema Narodnogo-K hozyaistva 


i Zakony ee Razvitiya (The Socialist System of National Economy 
and the Laws of its Development). (Place and date of publication un- 
known.) 

A discussion of Marxist-Leninist-Stalinist economic thought in the 
light of the institutional development of the USSR. 


. K. A. Pashitnov, Ekonomicheskiye Vozzreniya Dekabristow (The 


Economic Outlook of the Decembrists), Gospolitizdat, 1945. 

A review of the factors influencing the economic situation and the 
economic thought of the Decembrist revolutionaries and of Russia 
during the first quarter of the nineteenth century. 


. Ocherki Teoriya Sovetskogo Khozyaisiva (Essays on the Theory of the 


Soviet Economy), edited by K. A. Ostrovityanov, Moscow, 1945. 

A series of essays on various aspects of the Soviet economy, based 
on the new orientation of the teaching of Soviet political economy as 
introduced in 1942. The essays deal with the laws of development of a 
socialist economy, the rôle of planning, the law of costs in the Soviet 
economy, the réle of money and monetary circulation, economic ac- 
counting, collective farm income and differential rent, Soviet trade 
and the collective farm market, and the theory of socialist production. 


. N. N. Rovinski, Gosudarstvenny Byudzhet SSSR (The State Budget 


of the USSR), Gosfinizdat, 1944. 

A compiehensive account of the preparation and execution of the 
Soviet budget, prepared as a textbook for financial and economic 
technicians. 


. M. I. Bogolepov, Sovetskaya Finansovaya Sistema (The Soviet 


Financial System), Gosfinizdat, Moscow, 1945. 
A brief pamphlet description of the USSR’s financial organization 
and its operation. 


. V. M. Batyrev and V. K. Sitnin, Finansovaya i Kreditnaya Sistema 


SSSR (Financial and Credit System of the USSR), Moscow, 1945. 


. D. V. Savinski, Kurs Promishlennoi Statistiki, (Course in Industrial 


Statistics). (Probably published in Moscow, 1944.) 

Slovar-S pravochnik po Sotsialno-Ekonomicheskoi Statistike (Handbook 
of Social and Economic Statistics), Gosplanizdat, 1944. 

A very valuable guide to the definition and compilation of Soviet 
statistics. Invaluable to the user of current Russia data. 
V. S. Nemchinov, Selskokhozyaistvennaya Statistika s Osnovami 
Obshchei Teorii (Agricultural Statistics with the Basis of General 
Theory), Moscow, 1945. 

A textbook of agricultural and economic statistics, including such 
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topics as compilation of data, index numbers, linear, multiple and 
curvilinear correlation, etc. 
12. A. Ya. Boyarski, Kurs Demograficheskot Statistiki (A Course in 
Demographic Statistics), Moscow, 1945. 
13. A. Leontev, O “Kapitale?” Marksa (On Marx’s “‘Capital’), Moscow, 
1945. 
14, A. Kurski. Sotstalisticheskoye Planirgvaniye Narodnogo Khozyaisiva 
-SSSR (Socialist Planning of the National Economy of the USSR), 
Gosplanizdat, Moscow, 1945. 
A pamphlet discussing the rôle of planning and methods used to 
obtain fulfillment of plans. 
15. B. Sukharevski, Sovetskaya Ekonomika v Velikoi Olechesivennot V oine 
(The Soviet Economy in the Great Patriotic War), Moscow, 1945. 
A pamphlet discussion of wartime economic problems. 
16. S. V. Sholts, Kurs Selskokhozyaistvennoi Statistiki (Course in Agri- 
cultural Statistics), Gosplanizdat, 1945. 
A basic text for collective farm personnel and students of agri- 
cultural economics. 


FOREIGN Economic DEVELOPMENTS® 


1. R. S. Levina and I. I. Goldshtein, Osobennosti Germanskogo Razboini- 
nichego Imperializma (Characteristics of Predatory German Im- 
perialism). - 

German economic and political development from Bismarck to 
Hitler. 

2. L. Ya. Eventov, Ekonomika Anglii vo Vremya Viorot Mirovor Voiny 
(England’s Economy during the Second World War). 

3..E. Varga, Izsmeneniya v Ekonomike Kapitalizma v Itoge Vtoror 
Mirovoi Voiny (Changes in the Capitalist Economy Resulting from 
the Second World War). 

Analyzes war developments and concludes that most capitalist 
countries, except the USA and Canada and the neutrals, were gravely 
weakened by the war. Predicts further sharpening of the ‘‘contradic- 
tions” of capitalism with chronic mass unemployment, market gluts, 
and underutilization of industrial equipment. Sees the strengthened 
position of the USSR in the world economy “exercising a stabilizing 
influence on the economies of neighboring countries having democ- 
racies of the new type.” 

4, I. Trakhtenberg, Finansovaya Itogi Voiny (Problemy Inflatsiya) (A 
Financial Summary of the War with Special Attention to Problems of 
Inflation). 

5. A. Shpirt, Zzmeneniya v Ekonomike Syria i Topliva vo Vtoroi Mirovoi 
Voine (Changes in the Economics of Raw Materials and Fuel in the 
Second World War). 


5 This list consists of studies made at the Institute of World Economics and World Politics. 
It is not known how many, if any, of these studies have been published in full. A glance at the 
titles of articles in Mirovoye Khozyaistvo i Métrovaya Politika, given below, suggests that some 
of the studies in this list appeared in that magazine, in whole or in part. 
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6. V. Lan, SSA ot Pervoi do Vtoroi Mirovoi Voiny (The USA from the 
First to the Second World War). 

7. M. Bokshitsky, Tekhno-Ekonomicheskiye Sdvigit v Promishlennosti 
SSHA vo Vtoroi Mirovoi Voine (Technical-Economic Trends in 
American Industry during the Second World War). 

8. I. Dreizenshtok, Zheleznodorozhny Transport SShA vo Vtoroi Mirovot 
Voine (Railway Transport in the USA in the Second World War). 

9. I. Sosenski, Voyennaya Ekonomika Kanadi (Canada’s War Economy) 

10. A. Petrushov, Agrarniye Otnosheniya v Germanii (Agrarian Relations 

in Germany). 

11. Yu. Vintser, Nemetskiye Bankiri i Plutokraty (German Bankers and 

Plutocrats). 
12. S. Vishnev, Voyennaya Ekonomika Italii (Italy’s War Economy). 
13. V. Avarin, Borba za Tikhi Okean (Struggle for the Pacific Ocean). 
A study of Japanese-American economic conflict in the Orient. 

14. E. Pigulevskaya, Morskoi Transport Yaponii (Japan’s Sea Trans- 

port). 

15. E. Kovalev, Arenda i Arendnyye Otnosheniya v Kitaye (Tenancy and 
Tenant Relations in China). 

Economic journals in the USSR include Planovoye Khozyaistvo (Planned 
Economy), Mirovoye Khozyaisivo i Mirovaya Politika (World Economics 
and World Politics), Novoye Vremya (New Times), Sovetskyye Finansi (Soviet 
Finances), Vueshnyaya Torgovlya (Foreign Trade), and Sotsialisticheskoye 
Selskoye Khozyaisivo (Socialist Agriculture), among others. The first two of 
these, however, are by far the most important professional economic 
periodicals published in the Soviet Union and it seems desirable, therefore, 
to list their recent articles. In the case of Planovoye Khozyaistvo, the chief 
articles appearing in 1945 and the first two issues in 1946 are listed, while 
for Mirovoye Khozyatsiwo i Mirovaya Politika, the chief economic articles in 
the 11 issues which appeared in 1945 and two 1946 numbers are listed. 
The titles of the various articles are given in English translation so as to be 
useful to the maximum number of readers. 


Planovoye Khozyaisivo 
No. 1—Jan.—Feb., 1945 


Editorial—The National Economy of the USSR in 1945 

Z. Atlas—Monetary Circulation in the Socialist Economy 

A. Galitzki—Railroad Transport in 1945 

A. Grigorev—On Labor Norms in Industry 

B. Sukharevski—The First Plan of Great Work (on the occasion of the 25th 
Anniversary of GOELRO). 

A. Terpigorev and A. Sudoplatov-—-Some Problems of the Restoration of the 
‘Donbas Coal Industry 

L. Eventov—-Changes in the American Economy During the War 


No. 2—-Mar.—April, 1945 


Editorial—The State Budget of the Victorious Soviet Power 
A. Baikov—The Technical Plan for 1945 
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I. Gladkov—Lenin and the Organization of the Soviet Military Economy 
during 1918-20 

S. Demidov—Reserves for Raising the Yields of Agricultural Crops 

M. Mkrtchyan—-The USSR’s Petroleum Industry in the Years of the 
Patriotic War 

A. Petrov—Methods of Calculating the National Income in the USA and 
England ; 


No. 3—May-—June, 1945 


V. Burgman—The Way to a Higher Technical Level in the Construction 
Industry 

A. Galitzki and I. Libin—The Outlook for the Electrification of the Rail- 
roads of the USSR 

B. Sukharevski-—~-Victory in the Patriotic War and the Soviet Economy 

Sh. Turetski—Tasks in the Increase of Internal Industrial Accumulation 

A. Sharov—The Restoration and Construction of Dwellings in the Cities of 
the USSR 

K. Dimitrov—Rumania’s Economy and the Outlook for its Development 

I. Trakhtenberg—The Conversion of Capitalist Countries from War to 
Peace Economies 


No. 4—July—Aug., 1945 


Editorial—The Five Year Plan of Restoration and Development of the 
National Economy of the USSR 

N. Bruevich—The Academy of Science and the National Economy of the 
USSR 

B. Dimitriyev—Concerning Correct Crop Rotation 

A. Lyubimov—-The Next Tasks in the Development of Commodity Turn- 
over. 

L. Sapozhnikov and L. Ulitski—Basic Problems in the Chemical Processing 
of Coalin the USSR 

Z. Shashkov—Basic Problems in the Development of River Transport 

R. Levina—Land Reforms in Hungary, Rumania and other Countries 

M. Miznikov—On the Problem of the Military Economy of Fascist Ger- 
many 

No. 5—Sept.—Oct., 1945 


V. Vologdin—The Utilization of High Frequency Currents in Industry 

S. Volfkovich—New Resources of the Fertilizer Industry 

L. Volodarski~The Restoration and Development of Leningrad Industry 
V. Zotov—The Post-war Outlook of the Food Processing Industry 

I. Kovalev—Restoration and Development of Railroad Transport 

S. Kaftanov—Preparation of Specialists in the Coming Five Year Plan 

M. Saltikov—Mechanization of the Lumber Industry 

Sh. Lif—Government Regulation of Industry in the USA 


No. 6—Nov.—Dec., 1945 


Editorial—Economic Summary for 1945 
A. Probst—FProblems of the Fuel Balance in the Postwar Period 
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E. Ryssakovski—Problems in the Electrification of the National Economy 
of the USSR 

B. Vatulin—Basic Tasks of Siberian Agriculture 

L. Maisenberg—Price Formation in the Soviet Economy 

K. Bozhikov-—-Bulgaria’s Present Economic Situation 


No. 1—Jan.—Feb., 1946 
A. Zelenovski-~Twenty-Five Years of the State Planning Commission 
I. Gladkov—-Lenin and the Organization of the State Planning Commission 
G. Sorokin—The Stalinist Five Year Plans 
A. Baikov—Problems of Technique in the Outlook for the Plan 


No. 2—~Mar.-April, 1946 

N. Eremenko-—Restoration and Development of the Iron and Steel Indus- 
try in the New Five Year Plan 

A. Panov—The Coal Industry in the Five Year Plan 

A. Galitski--The Postwar Five Year Plan for Railroad Transport 

S. Demidov—Restoration and Development of Agriculture in the New 
Five Year Plan 

G. Kosyachenko—Increasing the Nation’s Material and Cultural Living 
Standards in the New Five Year Plan 

5. Vishnev—-Industry of the Capitalist Countries in the Postwar Period 


Mirovoye Khozyaistvo i Mirovaya Politika 
No. 1—Jan., 1945 
E. Varga—The Decisive Rôle of the State.in the War Economies of the 
Capitalist Countries 
L. Frei—Post-war Problems of Foreign Trade Policy 
R. Levina and I. Goldshtein——-Characteristics of the Economic and Political 
Expansion of German Fascist Imperialism 


No. 2~3—Feb.—Mar., 1945 
I. Trakhtenberg—-War Finance and Inflation 
V. Cherpakov—-Problems of the Partial Demobilization of American In- 
dustry i 
E.: Varga—Post-war Business Cycle Problems 
Yu. Vintser—Post-war Plans for Nationalization in England and the USA 


No. 4—April, 1945 
M. Bokshitski-~Technical-Economic Changes in American Industry during 
the Second World War 
B. Kugel—Influence of the War on the Automobile Park of the USA 
S. Zakharov—The International Trade Union Conference in London 
I. Dreizenshtok——Railroad Transport in the USA and its Post-war Outlook 


No. 5—May, 1945 


E. Pigulevskaya—Japan’s Ocean Transport and the Pacific War 
E. Varga—The Course of the Business Cycle after the Conclusion of the 
War in Europe 
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S. Vishnev—Development of the Armed Strength of the Powers during the 
Second World War 

A. Troyanovski—In Memory of a Great President 

Editorial—The Study of the Economics and Politics of Foreign Countries 


No. 6—June, 1945 - 


L. Roitburd—Post-war Problems of the American Steel Industry 
A. Gurevich—The Land Reform in Hungary 
K. Dimitrov—Agrarian Problems and Agrarian Reforms in Rumania 


No. 7—July, 1945 


M. Bokshitski—The Research Organization of American Industry 
I. Zlobin—Bretton Woods and the English Regional Monetary Agreements 
V. Maslenikov—Problems of Chinese Economic Development 


No. 8—Aug., 1945 


A. Shpirt—Preliminary Summary of the Economic War of 1939-1945 

S. Melman-—-The Problem of India’s Sterling Accumulation 

P. Lisovski—lItaly after the Banishment of the Fascist Occupiers 

V. Cherpakov-——-The International Aviation Conference 

M. Kol—Agriculture and the Situation of the Peasantry in Liberated 
France 


No. 9—Sept., 1945 


E. Varga—Regulation of the Economy and Planlessness in the Capitalist 
Countries during the War 

M. Kogan--The American Oil Refining Industry during the War 

N. Pukhlov—-Rumanian Trade Unions in the Struggle for Democracy 

E. Kovalev-—Influence of the War on Agrarian Relations in China 

V. Lyubimova-——France’s International Economic Agreements 

I. Goldshtein—A Year of Polish Rebirth 


No. 10—Oct., 1945 


V. Lan—The Significance of Foreign Trade for the USA 

D. Zorina—The Problem of the Nationalization of the English Coal In- 
dustry 

J. Vatolina-—England’s Indebtedness to Egypt 

V. Maslenikov—China on the Threshold of a New Existence 

M. Meiman-—The Economic Situation of Liberated France 


No. 11—Nov., 1945 


Sh. Lif—Concentration of American Industry during the Second World 
War 

M. Lukyanova—-The Economic Base of Japanese Aggression 

P. Kaminski--Consumer Credit in the USA during the War 

B. Kogan—Trends in Canadian Agriculture during the War 

O. Klesmet-——Argentina’s Economic Situation during the Second World War 

V. Karra—Coal Problems in Post-war Europe 
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No. 12—Dec., 1945 


V. Lan-——Reconversion and the Unemployment Problem in the USA 

M. Kogan—The American Oil Industry during the Second World War 

M. Rubinshtein—The Secret Diplomacy of International Monopoly 

B. Dantsig—Agrarian Reform in Turkey 

Statistical Supplement—Published in separate volume; contains basic 
economic data for foreign countries. 


No. 1-2—~-Jan.~Feb., 1946 


A. Petrushov—Agrarian Reform and Democracy 

V. Sokolov—The Anglo-American Economic Agreement 
S. Drabkina-~—-The Strike Movement in the USA 

B. Christov—-The Economic Situation of Bulgaria 

V. L.—On the Anglo-American Oil Agreement 


No. 3—March, 1946 


J. Pevsner—Japan after Capitulation . 

I, Faingar—Concentration of Capital and the Part Played by the Monopo- 
lies in Fascist Germany 

I. Sosenski—The Postwar Food Problem 

N. Veitzman-——The Financial Position of the Biggest Industrial Monopolies 
in the United States at the Beginning of Reconversion 

Note—Expenditures of the USA Abroad During the War 


Some indication of the breadth of interest of Soviet economists working 
directly for a government agency may be obtained from the following list of 
contents of one number of the official organ of the Soviet Foreign Trade 
Ministry. The articles listed are taken from the October, 1945, issue of 
Vneshnyaya Torgovlya (Foreign Trade), a monthly journal: 


A. Ivanov—The USA’s Export-Import Bank 

N. Cheklin—A Summary of Lend-Lease 

F. Piskoppel—Conjuncture of the World Wheat Market in 1945/46 
A. Gorchakov—On the Foreign Tourist Trade 

V. Gostev—Cartels in the USA 

A. Korobov—-The Development of Brazilian Industry 


It is readily apparent even from a quick survey of the titles of books, 
studies, and articles listed above that, next to the problems of their own 
country, Soviet economists are concentrating upon the most careful and 
detailed study of the American economy, particularly its current develop- 
ment and future outlook. There would seem to be good reason to advocate 
that this attention should be reciprocated by American economists who 
must more and more take cognizance of Soviet policies in the most diverse 
areas of domestic and international economic activity. But before this is 
possible steps will have to be taken to increase the flow of economic mate- 
rials and to increase the number of economists competent to use the data 
in original Russian sources. 

HARRY SCHWARTZ* 


* This article is based on research made possible by a Social Science Research Council 
Fellowship. The author is assistant professor of economics at Syracuse University. 
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Revision of British Company Law 


The English Company Acts, revised at periodic intervals to place limited 
liability enterprise under state scrutiny, have been subjected to recent de- 
tailed criticism by a committee of inquiry under Mr. Justice.Cohen, a judge 
of the King’s Bench Division of the Supreme Court of Judicature.! This 
committee, composed of distinguished members of the bar, economists, ac- 
countants and business men, was appointed by the Board of Trade to con- 
sider and report what major amendments were desirable in the Companies 
Act, 1929, and in particular to review the requirements prescribed in regard 
to the formation and affairs of companies and the safeguards afforded in- 
vestors and the public. Its report, published in June, 1945, has elicited wide 
comment in both Britain and America as it provides one of the best reviews 
of traditional and contemporary accounting and corporate practice in the 
former country. In addition, the committee proposes reforms, some con- 
servative, others drastic, for blatantly outmoded or illegitimate business 
procedures, but it has skillfully avoided “placing unreasonable fetters upon 
business which is conducted in an efficient and honest manner,” while 
making sure that “as much information as is reasonably required shall be 
available to shareholders and the public.’” 

The Labor Government has accepted the recommendations of the Cohen 
committee in full and is preparing a bill to give effect to them. Before this 
measure is introduced in Parliament, however, companies are urged to 
bring their practices in line with the committee’s proposals, a suggestion 
which has been followed by a number of prominent firms. 

The Cohen committee expresses satisfaction that the great majority of 
of public and private limited liability companies are managed honestly and 
are of marked benefit to British trade and industry. The fullest practicable 
disclosure of information concerning the activities of companies, in its 
opinion, will lessen the opportunity for abuse and coincide with an aroused 
social consciousness. The suggestions of the Amendment Committee have 
been aimed at aiding shareholders to exercise a more effective general con- 
trol over the management of their companies, although they indicate that 
this aim will be attained “more by selection of the proper governing body 
of each company than by the provisions of any statute.” 

When viewed in its entirety, the Company Law Amendment Report is 
seen to stress that the future system of private enterprise must operate with 
complete honesty and with full publicity. When considering all aspects of 
business and accounting practice, including company managements, the 
committee has attacked each subject with equal intensity except, perhaps, 
that of the increasing use of nominees for shareholdings. So widespread, in 
fact, has this procedure become that in 1943 over 600,000 individual hold- 
ings of stocks and shares were registered in the name of nominees of joint 
stock banks alone. Drastic action is called for either by the prohibition alto- 
gether of the nominee plan (except for attorneys and trustees) or nominees 
should be compelled by law to disclose to the companies the names of their 


1 See Minutes of Evidence taken before Company Law Amendment Committee (London, 
H.M. Stationery Office, 1943), for details of this inquiry. 


2 Report of the Committee on Company Law Amendment, Cmd. 6659, pp. 115. 


- 
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beneficial owners: The Cohen committee rejected these alternatives, recom- 
mending that shareholders be required to state, on signing a transfer or 
direction to the company, whether they are beneficial owners or not; that 
if any person is directly or indirectly the beneficial owner of one per cent 
or more of the issued capital, he must make a full declaration to the com- 
pany. In addition, the Board of Trade would be provided with drastic 
powers to investigate the ownership of shareholders whenever it is con- 
sidered desirable in the public interest. | 

In relation to other matters, the committee’s proposals are drastic, es- 
pecially as to the secretiveness of company accounts and the responsibility 
of directors. It was not generally known, before the inquiry, that the propor- 
tion of private to public companies had been steadily increasing in recent 
years. The great advantage of the private company, the fact that it need not 
file its accounts with the Registrar of Companies, has led many public 
companies to convert their subsidiaries into private companies. The 
Amendment Committee has suggested that no private company can claim 


exemption from filing accounts if its membership includes a body corporate. 


(other than a corporation sole), or if a body corporate is beneficially in- 
terested in its shares. Although this recommendation permits the private 
family company to go unhampered, it stops abuses on the part of public 
firms. In addition, holding companies are to disclose full information about 
their subsidiaries by publishing consolidated accounts. On the presentation 
of accounts generally the committee follows the suggestions of the Institute 
of Chartered Accountants, coming out strongly against hidden reserves and 
for greatly enlarged financial statement data. 

One major weakness of the Companies Act, 1929, was that directors were 
only liable for untrue statements in a prospectus. The Amendment Com- 
mittee recommends that they should be liable at civil law also for misleading 
statements and for the omission of material information which may be mis- 
leading. It will also make the expert liable for any untrue or misleading 
report which he formally allows the directors to include in a prospectus. 
Advertisements for “placings” are to be put on the same footing as pro- 
spectuses. 

In framing its report, the Company Law Amendment Committee has 
avoided making any proposal which would restrict honest business manage- 
ment, and it has endeavored to provide every possible impetus to increased 
publicity of financial facts. The balancing of these objectives, each with its 
proper emphasis and with relation to the nation’s expanding peacetime 
economy, transforms what might otherwise have been a dry state paper into 
a well-conceived approach to the reform of major deficiencies in prevailing 
Company Law. The incorporation of the Cohen committee’s recommenda- 
tions in British statutory law should be facilitated both by their moderate 
tone and by the gravity of the business, accounting, financial and managerial 
weaknesses they seek to correct. 


Mary E. Murpuy*® 


i] 


* The author is assistant professor of economics at Hunter College of the City of New York. 
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Mr. Sumberg’s Interpretation of the Soviet Turnover Tax 


In the March, 1946, issue of this Review, Mr. T. A. Sumberg in his article, 
“Soviet Union’s War Budgets” provides a valuable summary and analysis 
of Russian wartime finance. In speaking of the “turnover tax,” Mr. Sum- 
berg states: “The tax is the main financial instrument by which the Russian 
state curtails consumption in order to promote capital construction and 
national defense. Offering no possibility of evasion by the taxpayer- 
consumer, it is also an efficient weapon for the forced mobilization of the 
community’s savings in the interest of rapid industrialization and urbaniza- 
tion.”! This statement suggests a point of view which, it seems to me, should 
not be left unchallenged. It is difficult to understand how the tax can 
operate to curtail consumption. The allocation of resources in Russia as 
between production for war and for civilian purposes has been determined 
by direct rather than by financial means. The over-all plan predetermined 
what resources were to be devoted to war needs and what to civilian uses. 
If by “consumption,” is meant “real” consumption, it is not clear how the 
turnover tax made any difference in the quantities of civilian goods made 
available to the general public. Soviet civilians would not have had more 
food if the tax had not been imposed. l 

One may also question whether the tax should be regarded as borne by 
consumers. In a socialistic state, the price of products sold by the trusts are 
established by administrative rule. Whether the tax raises prices depends 
not upon the tax itself but, rather, upon the accompanying instructions, if 
any, to trust price-fixers as to what price changes are to be made. If no price 
change is made with the imposition of the tax, the taxis without significance. 
A change would be made in accounting terminology only. Instead of all of 
the net return of the trusts being called “profits,” a part would be called 
“turnover tax yield” and the remainder, if any, “profits.” Such a procedure 
would alter labels, not substance. 

The Soviet practice appears to adjust prices in accordance with changes 
in the rates of the turnover tax. Even in this event, the tax itself is also of 
little significance; what is important is the decision to charge the public 
different prices. In a setting of diminishing supplies of real things, Soviet 
officials were forced to decide to what extent to employ price and to what 
extent to employ direct controls to ration the limited supplies among the 
members of the public. A decision to ration by price alone would call for 
raising prices under such conditions. The price policy of the government is 
important because it determines to what extent monetary mechanics 
(money expenditures and prices) are to be used to ration available supplies to 
the public. Whatever its price policy, it seems untenable to hold that the 
civilian population as a whole would be worse off, even if prices were set so 
high as to make all non-monetary rationing devices, such as rationing cards, 
selected admittance to special stores, standing-in-line, unnecessary. The 
population as a whole would get the same quantities, but a decision to use 
price alone to ration might, and probably would, have given some people 


1 Am, Econ. Rev., Vol. XXXVI, No. 1 (March, 1946), pp. 119-20. 
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more real things and others less. The case for non-price rationing in Russia 
is much the same as the case for rationing in wartime in capitalistic coun- 
tries. In both types, the pattern of income is unequal and the rich would, 
in either case, consume unduly at the expense of the poor. 

Under socialism, it is doubtful whether consumers can be taxed by a 
turnover tax levied by the state upon its own agencies. Taxation implies 
that someone is forced to give up something to the state which he would 
have retained if the state had not exercised its taxing power. The “turnover 
tax” does not do this. A state sales tax upon products sold by state agencies 
is an insistence by the central administration that the accounting practice of 
the trusts label part of the profits ‘‘tax receipts” instead of simply “profits,” 
and the tax may act as an administrative instruction to change prices of 
products. Only the price change can be significant, and it has significance 
as a decision to ration more or less by price and less or more by direct 
means. Given the price policy of the government, the “tax’’ is purely 
nominal in character and can scarcely be regarded as being a burden to any- 
one. 

If this point of view is correct, the tax should not be regarded as a weapon 
to “force mobilization of the community’s savings.” If, with increases in tax 
rates, state agencies charge higher prices, the action has the effect of ration- 
ing relatively more by price and, in addition, it takes more money out of the 
hands of the public. With less money, people may spend less in the future 
and thereby reduce the work-load of non-monetary rationing devices and 
increase the relevance of price as a rationing device. Thus, it seems to me 
that the turnover tax should not be considered as one of the more important 


aspects of the Soviet financial system. 
EARL ROLPH* 


* The author is assistant professor of economics at the University of California, Berkeley. 


Geometrical Note on Elasticity of Demand 


The graphical evaluation of elasticity may be approached in several 
different ways. If the discussion be restricted to natural scales, two principal 
methods are generally used. The first uses length ratios, the other employs 
constant outlay curves. Both of these methods have their limitations. This 
appears particularly in comparing the relative elasticities of points on two 
demand curves. Suppose we wish to compare elasticities at two points, one 
located on a given demand curve, the other located on this demand curve 
after it has been shifted upward and to the right. A comparison of length 
ratios might be confusing. A perhaps simpler method may be evolved as 
follows: 
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Let us compare the elasticity at the point W, Ew, with the elasticity at V, 
Ev. l 


Draw a tangent to D at W, inter- 
secting the abscissa at S. Draw a tan- 
gent to D' at V’, intersecting the 
abscissa at T. Extend OW to cut the 
perpendicular V’P at X. Connect X and 
T. Then, if the angle 8 is greater than 
the angle a, the elasticity at V” is 
greater than that at W because 


_tan B 
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MEMORIALS 


John Henry Gray 
1859-1946 


For nearly half a century Professor Gray has occupied a prominent place 
in American economic education, particularly in his chosen field of railroads 
and public utilities. In an era when the general practitioner was in vogue, 
the figure of Gray as a liberal, perhaps something of the iconoclast, certainly 
as an “expert” in government and public service, stands out in bold relief. 
He was a pioneer in the development of that specialization which has ac- 
celerated the progress-of scientific knowledge in more recent times. He did 
much to bridge the gap between the arm-chair economic theorist and the 
practical specialist. And withal Gray seemed to lose none of the inspira- 
tional and mellowing influence that he had upon his students and disciples. 

John Henry Gray was an outstanding teacher and scholar in a generation 
of economists who were remarkable for their broad culture and social 
mindedness—John B. Clark, Henry Adams, Hadley, Ely, Seligman, Taus- 
sig, Davenport, Hollander, and others. That he is entitled to a place even 
among these economic notables is due to the wide range of his interests and 
the long-sustained period of his productive effort. He began his professional 
career at the age of twenty-eight as an instructor in political economy at 
Harvard and continued as professor and head of the department in the 
graduate school of the American University at the age of seventy-three, a 
span of forty-five years; and his activity as a writer and pamphleteer con- 
tinued to within a few years of his death at eighty-seven. These fruitful 
years of extraordinary physical and intellectual vigor added to his ac- 
complishments, but they do not explain the versatility of his interest. For 
Gray was not only a stimulating and inspiring teacher; he was a distin- 
guished public servant; he was a painstaking associate editor of the Eco- 
nomic Bulletin for several years and of the Journal of Accountancy for seven 
years; he was a forceful writer on a broad range of subjects and a recognized 
authority in the field of public utilities and railroads. . 

In general, Gray divided a distinguished career as an economist among 
the lecture halls of major colleges and universities, government and public 
service, and the liberal movement in which he was a fearless spokesman for 
human rights. 

Dr. Gray began teaching as an instructor in political economy at Harvard 
in 1887, the year he graduated from Harvard with his bachelor of art’s 
degree. Two years later he went to Germany, the mecca of aspiring scholars, 
to earn his Ph.D. at the University of Halle. Back in the United States 
with his European doctor’s degree, in 1892 he was appointed professor of 
political economy and social science at Northwestern University, where he 
remained for fifteen years. In 1907 he was called to the University of Min- 
nesota as professor of economics. He stayed there until 1920, when he ac- 
cepted a similar position at Carleton College which he held for five years. 
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After three years with the Interstate Commerce Commission as chief 
analyst and examiner in the Commission’s bureau of valuations (a position 
he had previously held from 1917 to 1919), Dr. Gray returned to teaching 
as head of the department of economics in the graduate school of the Ameri- 
can University from 1928 to 1932. 

Dr. Gray entered government and public service in the decade before the 
turn of the century. In 1893 he served as chairman of the World’s Congress 
Auxiliary on Political Science in Chicago, and from 1894 through 1896 he 
was chairman of the municipal committee of the Civic Federation of that 
city. The United States Department of Labor called on Dr. Gray in 1902 
to investigate restrictions of output in Great Britain. He also represented 
the United States Commissioner of Labor at the International Cooperative 
Congress in Manchester, England. Later that year he represented this na- 
tion at Congresses of labor, commerce and industry in Diisseldorf, Germany, 
and Ostend, Belgium. 

Returning to America he became a member of the National Civic Federa- 
tion Commission on Municipal Ownership in 1905, and served the Commis- 
slon as expert in the field of American investigation. From 1911 to 1914 he 
served as a member of the Federation’s Executive Council Department to 
probe the regulation of public service corporations. He was later made secre- 
tary of the department and director of its investigations. During the first 
World War Dr. Gray also served in the United States Army as a Lieutenant 
Colonel and as a member of the board of appraisers of all property com- 
mandeered for the Army. He claimed the distinction of being the second 
man in the United States to enroll in the American Legion. He was a member 
of George Washington Post No. 1 of Washington, D. C. 

At the time of his leaving Carleton, which he often referred to as a “bully 
good” college, Dr. Gray presented his entire library to the College. This 
collection comprises about a thousand volumes in the fields of economics, 
history, and politics. The collection includes rare editions of early economic 
writings, such as a copy of the third edition of Adam Smith’s Wealth of 
Nations, and other books long out of print, and a large number of pamphlets 
dealing with specialized topics such as railroad transportation, public utili- 
ties, and taxation. For about ten years after Gray left Carleton, a prize of 
$100 known as the John H. Gray prize was offered by Mr. Dwight S. Bobb 
of Chicago for the best essay by an undergraduate on an economic topic. 
This prize afforded keen competition among economics majors during those 
years. 

A prolific writer, Dr. Gray in 1913 was the author of a compilation and 
analysis of all American statutes relating to the regulation of public service 
corporations. In 1929, with G. W. Terborgh, he made a study of Urban 
Mortgages in the United States since 1920; with Jack Levin, in 1933, he 
published a study on the Regulation and Valuation of Public Utilities. 
Many articles, too numerous to mention, he wrote for economic and other 
scientific journals. 

In 1914, Professor Gray was president of the American Economic As- 
sociation. 
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In January, 1930, Dr. Gray was indignant over the speculative excesses 
that contributed to the stock market collapse in the fall of 1929, He charged 
former President Coolidge, Andrew Mellon, and Professor Irving Fisher as 
being most responsible for “continuing and expanding the mania” of specu- 
lation, which preceded the Wall Street slump. 

During the last decade of his life, which was spent in Washington, D. C., 
Dr. Gray was a familiar figure at the Cosmos Club, and was active in the 
work of the People’s Lobby. Since 1935 ‘he had served as treasurer of that 
organization. These sunset years also afforded him an opportunity to satisfy 
a longing for travel. This took him to Europe and Africa, to the West Indies 
and South and Central America. 

As an economist Gray early threw off the spell of the classical economists 
and was influenced to a greater degree by modern schools of thought. He 
had little patience with such classical doctrines as the labor theory of 
value, the wage-fund theory, or even Taussig’s refinement of the ‘‘dis- 
counted” marginal product of labor. Wherever and whenever possible, he 
urged his students to get quantitative measurements—‘‘facts and figures.” 
His experiences in government service, particularly his work with the bureau 
of valuations of the Interstate Commerce Commission, confirmed his belief 
that theory and practice should complement each other—“‘fit each other as 
hand and glove.” It was this insistence on factual support that explains, in 
part, his great success as a teacher. His students recall with sentimental 
pleasure his classroom Odysseys, his informal manner, his generous toler- 
ance of an opposite point of view, his sparkling wit, his genial humor. But 
beneath all these traits, his students learned to think, accurately and in- 
dependently, and to act upon deep conviction. 

Among economists of Gray’s generation, there may be more profound and 
erudite scholars, more vigorous theoretical analysts, more original social 
philosophers, but it would be difficult to find an economist who combined 
theory and empirical reference in a more original and useful way, and a 
finer gentleman, perhaps, one could never find. 

JESSE S. ROBINSON 

Carleton College 


Umberto Ricci 


On January 3, 1946, Umberto Ricci died in Cairo while returning from 
Constantinople to Rome, to occupy again the University chair in political 
economy from which he was driven by the fascist government in punish- 
ment for his criticisms of their economics. 

Self-educated and without benefit of academic degrees, Umberto Ricci 
found his career when Ghino Valenti, first among agricultural economists 
of the past generation, wanted his help in the formation of the first register 
of agricultural property and thus rescued him from simple administrative 
work. Thereafter, his rise was rapid. It was my good fortune in 1910 to 
recommend him, together with Pasquale Jannacone as secretary general 
and Giovanni Lorenzoni as agricultural economist, to head the statistical 
work of the International Institute of Agriculture. It was a superb triad, 
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and the Institute won a world-wide position of prime importance through 
its publication of agricultural monographs and statistics. Professor of eco- 
nomics and statistics in Macerta, Parma, Pisa, and Bologna, he was called 
in 1924 to succeed Maffeo Pantaleoni in Rome. Driven out by fascism in 
1928, Ricci was called in 1929, together with Arangio Ruiz, Bresciani 
Turroni and Siotto Pentor, to complete the magnificent company of 
Italian teachers with which the Egyptian government intended to give 
luster to the law faculty of the new National University of Cairo. He re- 
mained there until 1940, when Italy’s entrance into the war severed friendly 
civil relations between the two countries. But in 1942 the Turkish govern- 
ment called him to succeed Röpke in economics at Istanbul. The calls from 
Rome, Cairo, and Constantinople testify to the renown acquired by Ricci 
in the international scientific world, which generously elected him to 
honorary membership in such societies as the American Economic Associa- 
tion, Academy of Lincei, the International Institute of Statistics, the 
Cobden Club of London, the Society of Political Economy of Paris, the 
Egyptian Institute, and the International Colonial Institute. 

He was a learned and penetrating economist. From him we have in the 
theoretical field a volume on capital and numerous monographs on supply 
and demand curves, on the theory of wants, on savings and taxation—which 
will and should long endure for their persistency in analysis of the problems 
and consistent courtesy to those concerned. But in this too brief memorial 
it is possible to record only a few of the theoretical contributions made by 
him. It is better instead to record the fact that he could descend from the 
pure and sometimes rarified air of abstract contemplation into the arena of 
applied economics, with vigorous thought and a fighting spirit. His writings 
of 1921 on the bankruptcy of city finances, of 1920 on Italian protectionists 
and economists, on politics and economics, and his many articles published 
in magazines and newspapers are memorable. One of those, insistently re- 
quested by a fascist magazine, cost him his chair in Rome. If ever there was 
a punishment that brought honor to the victim and disgrace to the punish- 
ing power, that was it. For Umberto Ricci, in that article as well as in others, 
utilized superbly the weapon of subtle irony that brings smiles to the reader 
and mortally offends the hapless one who has exposed himself to destructive 
criticism. Unable to reply to the criticisms effectively and therefore atro- 
ciously derived, the Dictator vindicated himself by depriving Ricci of his 
chair. He had reason to fear him, for Ricci had opposed fascism in discus- 
sions as well as in writings. Although in the beginning, in what might be 
called the period of fascistic financial liberalism, he also shared the illusion 
that some progress might be made with Mussolini, yet when Salandra, 
Liberal leader, joined the opposition following Mussolini’s speech of 
January 3, 1925, Ricci participated in the guidance of the Liberal party, 
firmly resolved to oppose the fascists. 

Hence the act of revenge, which honored him. Now we are assailed with 
regret that he can no longer be with us to fight the battles of liberty and 
to carry on the work of criticising economic errors and contradictions, a 
task always necessary and perhaps more so in times of freedom than in 
times of tyranny. For if in the latter times we can blame mistakes on the 
tyrant, in the former we cannot blame others, and to accuse ourselves is 
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always distressing. With the passing of Umberto Ricci we have lost not only 
a master in the field of science, but also a master of economic criticism. We 
lament not only for science, but also for Italy, the unjust fate that brought 
him death in a foreign land on the eve of that devoutly desired return to his 
native land. 
Luici EINAUDI 
Rome, Italy 


Henry Calvert Simons 


Henry C. Simons, professor of economics at the University of Chicago, 
who died June 19, 1946, was a stout-hearted and tough radical-libertarian in 
the tradition of nineteenth century economic liberalism. His major writings 
all essentially were tracts, tracts which, offering a broad, positive and radical 
program for liberals, countered on all the main fronts of political economy 
the collectivist implications of both the new “liberal”? economics of “plan- 
ning” and the older, but still virile, special-interest economics of reactionary 
conservatisim. 

Simons’s own political faith was the traditional liberal one epitomized in 
distrust of private concentrations of power (monopoly), in decentralization 
of government, and in minimal (negative) use of the state’s monopoly of 
power. Minimal exercise of power, however, was not “do -nothing” govern- 
ment, In order to minimize political control of relative prices (resource 
allocation), the state must establish and vigilantly preserve against special 
interests conditions in which free-market (competitive) resource allocation 
can be efficient. 

His positive economic program for liberal government emphasized three 
crucial and interrelated problem areas in which democratic government 
least has recognized its positive responsibilities for maintaining free-market 
rules: (1) money, (2) monopoly, and (3) equality of personal economic 
power. 

The most radical part of his program set forth the “rules of the game” 
for the “financial good society.” The state must recognize that it must re- 
serve to itself alone the power to control the value of money and, recognizing 
its monopoly of power, must act responsibly according to stable rules of 
law. To establish its monopoly, it must strip private corporations (par- 
ticularly, but not exclusively, banks) of their present power to control the 
value of money through their creation and destruction of “near-moneys”’ 
(deposits and debt instruments).! To achieve legal and administrative 
simplicity in monetary control, maximum responsibility of government to 
the electorate, and minimum misunderstanding by private enterprise, the 
federal debt structure must be converted rapidly into currency and per- 
petuities and the interest-bearing portion reduced to manageable propor- 
tions. To create the monetary certainty essential to a prosperous free- 
enterprise economy, the state must establish in law a definitely stated and 
stable monetary rule: stabilization of an index of the general price level 
(hence, indirectly, effective maintenance of aggregate money demand). 


1 It was here that the familiar 100% banking” scheme entered the program. 
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Upward movements of the index would be countered by a budget surplus 
(currency retirement) obtained largely by lowering the personal income 
tax exemption limits (and, if necessary, by “across-the-board” increase of 
rates) and downward movements by budget deficits accomplished by the 
reverse tax changes and by currency issue (debt retirement). Borrowing 
would be used only as a stop-gap anti-inflationary device. 

The problem of depression, however, he saw could not be solved simply 
by the establishment of reasonable monetary certainty so long as the 
economy contained large and crucially significant sectors in which prices 
controlled by industrial and labor monopolies had only upward flexibility. 
Assurance of the requisite price flexibility must be established by the state 
through “deliberate creation and preservation of competitive conditions” 
wherever possible. His case against private monopoly, however, was much 
larger than the case against short-run price inflexibility. Depression or not, 
monopoly involves interference with efficient (equal productivity) alloca- 
tion of resources, particularly labor resources. Furthermore, the existence 
of large-scale private concentrations of power along functional lines in labor 
unions and industrial associations imposes upon government the settlement 
of conflicts which can be resolved only by collectivization or destruction of 
the monopolies and which must be resolved if the state is to endure. 

Professor Simons proposed that government attack the problem of in- 
equality of personal economic power through the progressive personal 
income tax. The personal income tax should be relied upon as the major 
source of government revenue and the inequality-creating excise taxes 
(with a few exceptions) should be abolished. The tax should be based on a 
broad definition of taxable personal income by eliminating distinctions 
with respect to kind of income (particularly capital gains) and tax avoid- 
ance, particularly through tax-exempt security earnings and the tax pro- 
visions on capital gains and undistributed corporate earnings should be 
minimized. 

Simons prefaced his “Some Reflections on Syndicalism’? with a quotation 
from Alfred Marshall: “Students of social science must fear popular ap- 
proval; evil is with them’ when all men speak well of them. If there is any 
set of opinions by the advocacy of which a newspaper can increase its sales, 
then the student ...is bound to dwell on the limitations and defects and 
errors, if any, in that set of opinions; and never to advocate them uncon- 
ditionally even in an ad koc discussion. It is almost impossible for a student 
to be a true patriot and to have the reputation of being one at the same 
time.” He was one of few economists who have been outspoken on public 
policy, who followed Marshall’s admonitions unfailingly. In his pursuit of 
the correct economic policies considerations of political expediency were 
anathema to him. . 

Not the least of his virtues was the polished style of his writings. They 
are not surpassed in economics in their sprightlmess and, what is rarer, in 
lucidity and directness. 

H. G. Lewis 

University of Chicago 


2 Journal of Political Economy, Vol. LIT (March, 1944), p. 1 ff. 
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Economic Systems; Post-War Planning 


Road to Reaction. By Herman Finer. (Boston: Little, Brown. 1945. Pp. xii, 
228. $2.00.) 

Freedom under Planning. By Barbara Wootton. (Chapel Hill: Univ. of 
North Carolina Press. 1945. Pp. vii, 180. $2.00.) 


These lucid and interesting books discuss timely matters, and are well 
worth the few hours required for their reading. Each replies to Friedrich A. 
Hayek’s Road to Serfdom. Each, as is true of the Hayek book, is more likely 
to be judged by the individual reader’s ingrained economic and political 
philosophy than it is to change that philosophy to any marked degree. 

Professor Hayek’s Road to Serfdom is frankly “political.” It defends the 
politico-economic policy of adhering to the free market as the all-important 
device for determining what should be produced, and how, and for whose 
benefit. Socially imposed controls, Professor Hayek admits, must modify 
this, even possibly to the extent of providing basic guarantees of minimum 
health facilities and of economic security. However, desired modifications 
must be made by laws which are clear, relatively simple, and mean the same 
thing to all men; they must not be made through discretionary powers 
exercised by economic planners and administrators. The latter, once granted 
in substantial number, will feed upon themselves, ending in dictatorship of 
the few over the many—“serfdom.” The book projects into the policy 
sphere previous writings of Professor Hayek in which, adhering more 
strictly to economic analysis, he contrasts economic organization and 
processes under collectivism with those of a free market economy. 

Professors Finer and Wootton attack this thesis from the same bases. 
They contend that existing democratic processes in the United States and 
Great Britain are sufficiently deep-rooted and sufficiently developed as 
techniques to permit grafting onto them substantial elements of economic 
planning. They decry the “lunacy” that planning some things means plan- 
ning all, pointing out that enough general agreement on some comprehensive 
economic objectives now exists to permit governmental agencies to con- 
struct detailed plans for, and to administer programs looking toward, their 
effectuation. As more and more specific goals are agreed upon, planning and 
administration can and must take over without violating any of the es- 
sentials of democracy or individual freedom. 

These writers struggle with the most serious dilemma of our modern 
democratic societies: Economic processes and means of controlling them 
have become increasingly complex and technical in nature while Mr. 
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Average Citizen, whose desires constitute orders in a true democracy, has 
little time or ability to study and understand economic phenomena. In 
effect, Professors Finer and Wootton say to Mr. Average Citizen: Do as you 
would if you were building a house and yet knew nothing about the tech- 
niques of architecture or engineering. Formulate your idea of the type of 
house you want, of its broad features. Then hire an architect who will 
supervise the planning and building. Let him fill in the details of the plan, 
make estimates of the costs of alternatives, come back to you for discussions 
of such alternatives, hire the builder who will take over the actual construc- 
tion and, finally, supervise the builder’s work to protect your interests. 
Without technical construction knowledge, you can determine from time to 
time whether your architect is achieving the goals you have set. You will 
get a house most closely conforming to your desires if you proceed in this 
manner. 

Substantial portions of Professor Finer’s efforts are devoted to disproving 
positions taken by Professor Hayek. He denies the latter’s contention that 
we must choose between the two extremes, all planning and no planning, 
calling this a reductio ad absurdum argument (p. 26). He labels as stupid 
Hayek’s assumption “ ... that political power is neither limited in scope, 
restricted in authority, responsible in operation, nor codperative and 
decentralized in execution” (p. 67). He vehemently denies that fascism and 
nazism arose out of socialism and from trends started by socialists in 
Europe; rather, they were middle class movements shaped by the spirit 
of the people involved (pp. 88-101). The destination of the Russian govern- 
ment as well as its present methods must enter into an evaluation of the 
Russian system (p. 103). Hayek’s supreme reliance upon the efficacy of 
competition and free pricing is declared unsound; “private enterprise is not 
innocent; it is guilty and sick” (p. 157). Even to enforce free competition to 
the point where it could achieve the ends which Professor Hayek attributes 
to it would be such a tremendous task that it would require more govern- 
ment action than his thesis possibly could permit (pp. 78-81). The objective 
reader must admit these are telling blows, skillfully directed. However, he 
may hesitate to agree with Finer that he has shown: “‘... Hayek’s apparatus 
of learning Is deficient, his reading incomplete; that his understanding of the 
economic process is bigoted, his account of history false; that his political 
science is almost nonexistent, his terminology misleading, his comprehension 
of British and American political procedure and mentality gravely defective; 
and that his attitude to average men and women is truculently authori- 
tarian” (p. xii). 

On the constructive side, Professor Finer proposes planning as a “middle 
way,” an approach he believes especially suitable to the spirit of Great 
Britain and the United States (pp. 123-25). “The two greatest inventions 
of the nineteenth century are representative and responsible democracy, 
and expert and impartial administration” (p. 219). These must now be used 
to achieve for mankind the full benefits of modern technological advances. 
Certain reforms to rationalize our democratic legislatures are in order in the 
United States; the executive branch of government must be strengthened 
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through a “cabinet with collective responsibility’; the two must be co- 
ordinated by “productive formal liaison between the White House and the 
Congress” (pp. 213-216). Such reforms, linked with full use of our knowl- 
edge of administrative technique, make us ready to plan and administer 
comprehensive programs for economic betterment under government aegis. 
“Society as a whole, acting through its rationally constituted and deputed 
organs, is in a far better position than at any time in history to move for- 
ward to the collective management of many spheres of social life” (p. 225). 
“The freedom of our time cannot possibly be an entire freedom from govern- 
ment, it can only be a freedom within government” (p. 223). 

Professor Wootton’s Freedom under Planning in a sense supplements 
Professor Finer’s book. It fills in some of the substance of the ‘‘middle way.” 
It is more moderate in tone and less sprinkled with barbs at Hayek. 

There is nothing new in Professor Wootton’s point that economic in- 
equality and monopoly presently deprive the citizen as consumer and as 
worker of many of the “freedoms” theoretically possessed under an idealized 
competitive system. Cultural and civil freedoms, she argues, need not be 
jeopardized by planning if the right people are chosen to exercise the power 
inherently accompanying successful planning. In Russia there has been no 
attempt to combine planning with civil liberties. 

Some of the best portions of Professor Wootton’s book are devoted to an 
analysis of the practical problem: What should be planned, and how? 
Planning is defined as the “conscious and deliberate choice of economic 
priorities by some public authority” (p. 6). Hence, those things which 
should be planned and carried forward by public agencies are those on 
which there is general agreement—that is, agreement on the broad objec- 
tives, for the technical question of methods must be left largely to the skill 
of the planning technicians. Planning and freedom are compatible only so 
long as there is agreement on objectives. Some areas of agreement now exist 
and others can be found if we have a will to find them. Whereas present 
political discussions and conflict emphasize points of disagreement, political 
parties should devote more effort to finding and exempting from political 
controversy areas of agreement which are commonly known to exist. Once 
found, programs to achieve such objectives may be safely placed outside 
the legislature, their administration being undertaken by boards or com- 
missions, such as the London Transport, the Central Electricity Board, and 
the British Broadcasting Corporation, to cite Professor Wootton’s British 
examples. All this will require centralized authority. Realizing this, and 
freed from the obligation to make decisions on detailed matters about- 
which he knows that he knows nothing, the voter may be expected to put 
more effort and intelligence into expressing himself on questions which lie 
within his competence. Western democracy is young and Professor Wootton 
finds no reason to doubt its ability to devise increasingly effective methods 
for establishing accepted objectives and for delegating broad powers to 
governmental agencies to choose and administer the means of their attain- 
ment. 

No conclusive evaluation of any of the three books discussed herein should 
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be essayed by a reviewer. Each expresses an economic philosophy—an ap- 
proach to the basic problem confronting our society in this post-war world. 
If Professor Hayek is too dogmatic and overstresses the automaticity with 
which partial planning and control lead to minority planning of all and 
therefore to “dictatorship,” possibly Professors Finer and Wootton are too 
optimistic about the ability of democratic societies to evolve improved 
techniques of popular control of society’s objectives, and are inclined to 
give too little recognition to the successes of pressure-interest groups in 
perverting social objectives and devoting to their own limited ends the 
methods and personnel of administrative agencies established by govern- 
ment. 

Every sincere student or practitioner of economic planning should read 
Professor Hayek. From him will come a conception of the vital necessity of 
forestalling government economic control from following those paths which 
destroy freedom. Professors Finer and Wootton, no less, should be required 
reading, for in them will be found sound and, we hope, practical recom- 
mendations on how to do the forestalling. Considered as a trilogy, these 
books at least attest our ability to formulate our major problem in concrete 
and forceful terms. This is the first step toward a solution which must be 
evolved if we are to live as free people in a world of economic abundance. 


Witrtram N. Loucks 
University of Pennsylvania 


Jobs and Markets. By MELVIN G. DECHAZEAD, ALBERT G. HART, GARDINER 
C. Means, Howarp B. MYERS, HERBERT STEIN, and THEODORE O. 
YNTEMA. A Research Study of the Committee for Econ. Development. 
(New York: McGraw-Hill. 1946. Pp. xi, 143. $1.60.) 


I have had the good fortune to review nearly all of the Committee for 
Economic Development staff studies on postwar and peacetime adjustment 
and each time I have found myself framing the same sentence: here is the 
economists’ contribution to short-run and middle distance public policy at 
its best. No one would underwrite all the analyses or concur in all the 
recommendations, and some of the monographs have been better than 
others. All, however, have been technically expert, carefully reasoned, with 
an emphasis nicely attuned to the importance of the issues with which they 
deal, and they have been elegantly timed. These, in fact, are the ideas that 
have guided the reconversion and while ideas (in competition with politics) 
have not had the monopoly that Keynes once so incautiously accorded 
them, they have been important. In most respects the great transition has 
gone rather smoothly—so far. The C. E. D. economists deserve their share 
of the credit. 

This book, the capstone of the several studies of the transition, is fully up 
to the standard of the earlier studies on which it builds. It sets out the 
authors’ conception of the grand strategy for moving workers into peace- 
time employment, for countering the inflation that (by the time the book 
was written) could be foreseen for the early stages and the deflation that 
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threatened thereafter. Essentially their prescription is to accept inflationary 
pressure in the early stages of the transition as an accelerant and painkiller 
in the process of reémployment. This inflation they would hold in check by 
price controls—price control slightly softened, but still in the manner of 
Bowles rather than of Taft. With the completion of the changeover, ar 
except for rents not later than June 30, 1947, they would substitute controls 
over the volume of spending. These latter controls should be as available to 
correct too little spending as to curb too much. 

The recommended fiscal controls are fairly staple shelf goods. On the 
revenue side the authors advocate, in the main, machinery for prompt 
adjustment of taxes (in particular, delegation of authority to the Executive 
to adjust the first bracket of the personal income tax) when aggregate 
demand changes and increased reliance on personal and corporate income 
taxes with their “built-in flexibility.” They have less faith in variations in 
expenditure and suggest that “the revenue side of the budget is where we 
must look chiefly for the adjustment of fiscal policy to market demand.” 
Such faith in spending as they have, they invest in the “built-in flexibility” 
of a more generous social security system and, conservatively, in public 
works. Having given the Treasury a substantial if (by present-day stand- 
ards) fairly orthodox assignment, the authors then put the Federal Reserve 
System back in active business. Alarmed by the large inflationary potential 
in bank holdings of government securities and their possible contribution to 
the public’s already large supply of cash they propose a large increase in 
reserve requirements. Existing bank-held securities would be made specially 
eligible as an interest-bearing but immobilized reserve. 

No summary, not even the authors’ own, does full justice to a hundred 
odd pages of detailed resommendation but this, plus the inevitable plea for 
centralized fiscal management, is the heart of the program. 

J, for one, have little quarrel with the C. E. D. program for what it does— 
and if price control is a good preliminary test it may go farther than Con- 
gress and the Administration are likely to get. The authors should perhaps 
have reminded their readers that the present danger of inflation and the 
eventual threat of ‘deflation is given not alone by the holdings of cash and its 
equivalents but also by its distribution between Income groups. They also 
elide the very real problem of forecasting and timing counter inflationary 
and deflationary action. However, a more important question is left un- 
answered. If, as the authors state, “sober weighing of the prospects forces 
the conclusion that inflation and deflation are both real possibilities,” there 
is need for some assurance that their measures are relevant to the magni- 
tudes of the movement that are in prospect. If price controls are to be dis- 
continued by a given date and tax increases are impossible, will an as- 
tringent expenditure budget, the monetary controls and the “built-in 
flexibility” be sufficient? (The authors do not explicitly say that tax in- 
creases are impossible, but they seem to think so.) Will a downward swing 
in income be within the magnitude that conceivable adjustments in taxes 
and more modest adjustments in expenditure could counter? The American 
economy, it was learned from both the depression and the war, is capable of 
big things. Without suggesting that the C. E. D. economists should get 
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into the overly competitive business of model building, I would have wished 
for some weighting of their measures in relation to the contingencies to be 
met. An active fiscal policy poses questions both of kind and of amount. 


J. K. GALBRAITH 
Washingion, D.C. 


The Economic Lessons of the Nineteen-Thirties. By H. W. ARNDT. (New 
York: Oxford Univ. Press. 1944. Pp. 314. $3.75.) 


This book gives a survey and analysis of the internal and foreign economic 
policies of the United States, Great Britain, France, Germany and Sweden 
in the inter-war decades, and concludes with an examination of the lessons 
to be drawn from these experiences. In undertaking a series of studies the 
Eonomic Group of the Chatham House Reconstruction Committee decided 
to prepare a report on the nineteen-thirties. The drafting of the report was 
done by Mr. Arndt, assisted by discussion with the members of the group. 
There was a large measure of agreement, but the report is Mr. Arndt’s 
own responsibility. 

Mr. Arndt concludes from the inter-war experiences that there could be 
little hope of an ordered world economy so long as the major countries were 
unable to cope with their own domestic problems. Accordingly a study 
which was aimed at international economic problems emerged as a study of 
the inter-action of domestic and international policies. 

The outstanding internal problem of the inter-war period was undoubt- 
edly unemployment. Mr. Arndt concludes that the American slump can in 
its origins be interpreted as the result of an overexpansion of some of the 
investment goods industries relative to the long-term needs of the American 
economy for capital equipment. In most of the European countries he finds 
that the depression was largely the result of external factors, the cessation of 
capital import, withdrawal of short-term credit, and the sudden fall of 
exports. In Great Britain there were special problems growing out of malad- 
justments incident to overexpansion of certain industries in World War I, 
and to technological and other changes. The deflationary spiral was in most 
countries accentuated by orthodox government financial policies. 

In most cases large-scale intervention did not occur until the depression 
had lasted for several years. Yet in the end governments in all countries 
were forced to intervene. 

Most countries tried to curtail imports and push exports to stimulate 
employment at home at the expense of other countries. Four of the five 
countries studied tried to combat the depression with ‘‘cheap money.” 
Where building played an important part, the reduction in interest rates 
helped. 

These two methods proved to be relatively ineffective. The heart of the 
problem was a deficiency of internal effective demand. Both consumption 
and investment needed to be increased. The New Deal in the United States, 
according to Mr. Arndt, attempted to bring about recovery largely by 
increasing consumer purchasing power, partly by redistributing income to 
the poorer classes and partly by direct payments to consumers. The sub- 
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stantial success achieved was, however, far from complete since the increase 
in consumer demand was not adequate to produce a satisfactory revival in 
the demand for capital goods. Mr. Arndt concludes that in advanced in- 
dustrial countries methods of increasing consumers’ demand cannot be 
relied upon to produce a recovery, once depression has been allowed to 
gather momentum. 

Accordingly, it proved necessary to undertake public capital expendi- 
tures. This method was especially applied in Sweden, Germany and the 
United States, though in the German case it amounted essentially to a 
rearmament program. Experience shows that public capital outlays to be 
effective must be on an adequate scale and should be planned well in ad- 
vance. 

Mr. Arndt concludes that experience does not justify the oft-expressed 
fear that deficits will in periods of large unemployment produce inflation. 
Nor is it necessarily true that such deficits will permanently increase the tax 
burden. First, the loans may be used to finance productive capital outlays, 
and second, the debt will not impose any additional tax burden if the 
national income increases sufficiently to meet the interest charges. Finally, 
even in a private enterprise economy there are no rigid upper limits to the 
level of taxation provided care is exercised in the choice of taxes. 

In the thirties countries were concerned with recovery. But the lessons 
point to the great importance of maintaining full employment or at least 
not permitting a serious collapse. Experience indicates three main threats to 
stability: (1) overexpansion of capital facilities, (2) inflation, (3) external 
shocks. 

The first is peculiarly a danger for a country like the United States. The 
process of capital construction tends to proceed by leaps and to outrun the 
long-term needs. What is required is a greater emphasis on consumption. 
But it is a difficult matter for public policy to determine the appropriate 
magnitude of any such shift since the long-run requirements of a country 
for new capital equipment vary with the desirable rate of progress, the 
population trend, the nature of foreign demand, and government policy. 

An equally difficult aspect of the problem of maintaining full employ- 
ment is the danger of inflation. There were fears of speculative and in- 
flationary excesses in 1929 in the United States and again in 1936-37, not to 
mention the war years. This remains for the future no less a political than 
an economic problem. 

Some national economies are peculiarly in danger of shocks from with- 
out. The gold standard aggravated these shocks. Internal deflation and 
monetary insulation (exchange control) were the former methods of protec- 
tion. The new monetary plans seek new and less harmful protective devices. 
But in the last resort the only way of safeguarding natural economies 
against external shocks is to diminish international economic instability by: 
(1) the maintenance of internal stability and full employment, and (2) 
international planned investment and trade programs. 

The book closes with a review of the difficult problems of international 
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adjustment. We are compelled to face the fact that even with reasonable 
success, both with respect to our internal problems of stability and full 
employment and also our new international plans, international equilibrium 
is difficult on a multilateral trade basis. Mr. Arndt believes that the eco- 
nomic advantages of the optimum division of labor may have to be weighed 
against the social and economic disadvantages of international instability. 
Thus we may have to effect a compromise between the need for change and 
adjustment and the desirability of reducing to the minimum that instability 
of the market mechanism which exacted a terrible price in terms of social 
insecurity and economic loss during the inter-war period. 
ALVIN H. HANSEN 
Harvard University 


La France devant la Reconstruction Economique. By RoBERT MosséÉ. (New 
York: Brentano’s. 1945. Pp. 113. $1.00.) 


This essay is an interesting, if impressionistic, sketch of the French econ- 
omy before the war and of the outlook for the future as it appeared in Oc- 
tober 1944 in the first flush of liberation. Although intended for popular con- 
sumption, it is nevertheless well disciplined and fairly comprehensive and 
reflects the author’s background as a professor of economics in both France 
and the United States and as an economic adviser in various French minis- 
tries. 

M. Mossé’s picture of the pre-war French economy and its present pros- 
pects is characterized by an emphasis on certain intangible qualities, in 
some of which he sees a measure of compensation for the more conventional 
quantitative standards of successful economic activity, according to which 
France must accept a modest rank behind the great powers. Among the 
strong merits of the pre-war French economy he lists the qualities of “‘moder- 
ation” (small-scale enterprise in both agriculture and industry, suspicion of 
the grandiose); “harmony” (balance between industry and agriculture, 
absence of single-crop farming, relative abundance of many important raw 
materials), and a rather mysterious efficience, which would appear to be 
a characteristic Gallic aptitude for drawing a high degree of comfort and 
satisfaction from a relatively low standard of living combined with consider- 
able leisure. The author’s description of the capacity of the French to enjoy 
the simple pleasures of the poor may be of some interest as a footnote to the 
literature on the pitfalls of international comparisons of national income, 
but it has somewhat the air of certain American magazine articles in the 
early 1930’s which sought to prove by eye-witness accounts the deep satis- 
faction which could be derived from the simple life enforced by the depres- 
sion. 

In contrasting pre-war France with other countries M. Mossé uses a 
rather sweeping brush, although several of his observations are penetrating. 
He sees France as having escaped the vicissitudes of Germany’s hyperin- 
flation after World War I and having avoided the latter’s mass unemploy- 
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ment and excessive industrialization. Unlike the United Kingdom, France 
avoided an excessive dependence on imports, striking inequality of incomes, 
and vast distressed areas. Lacking the grand scale of the United States and 
the Soviet Union it steered clear of the extremes of prosperity and depres- 
sion, the monotony of specialization, and the social insecurity of the former, 
while preserving a sounder evaluation of the present against the future 
than was possible under the forced pace of industrialization in the latter. 
Contrasted with Spain and Italy, pre-war France strikes M. Mossé as a 
land of prosperous peasantry, its center of gravity in a well-established | 
middle class, moving slowly but steadily in the direction of higher levels of 
prosperity and industrial development. This rather rosy picture glosses over 
some of the difficulties resulting from the losses of foreign assets after the 
last war, the problems attendant on the devaluation of the franc, and the 
heavy burden on the economy of the military expenditures during the thir- 
ties. 

The major defect counterbalancing France’s pre-war economic virtues 
was, in M. Mossé’s view, an almost Mohammedan spirit of resignation ex- 
pressing itself in a fear of economically sound large-scale enterprise, either 
public or private, an aversion to innovations, and a bias against technology. 
While there is no attempt to explain “why France fell” in either economic 
or other terms, it is evident that this appraisal is intended to account for 
more than the merely economic difficulties of pre-war France. It would be 
Interesting to have a more thoroughgoing examination of the economic 
manifestations of this attitude of resignation than is given in the limited 
compass of this essay. In the material recently released by the French 
government in connection with its application for a loan from the United 
States we have, however, several illustrations of the lagging efficiency of the 
French economy, which on this analysis would be attributable in large meas- 
ure to the deep-rooted lack of enterprise of the French businessman, which 
was in no way compensated by the élan of the civil service. For example, the 
productivity of industrial labor in the United States increased by 330 per 
cent in the period 1900-1938 while in France the increase is estimated to 
have been only 130 per cent. The price of “moderation,” “harmony,” and 
effictence was apparently paid in low productivity and low incomes. 

M. Mossé’s account of the outlook for the future is naturally conditioned 
by his appraisal of the impact of the German occupation. The developments 
of the past year and a half would appear to confirm his judgment that the 
main French problem lies in the field of long-range reconstruction rather 
than in the immediate crisis of relief and rehabilitation faced by the coun- 
ries of eastern and southern Europe. This question M. Mossé discusses 
largely in psychological terms rather than in concrete economic proposals. 
Although it is difficult at times to know whether he is describing the situa- 
tion as it is or as he would like it to be, he credits the collapse of France and 
the German occupation with having administered a sort of shock treatment 
which will break the bonds of stagnation as far as the reactionary attitudes 
toward technology and economic experimentation are concerned. 
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On the direction which French economic policy will take, M. Mossé’s 
judgments are cautious and moderate. In fact he inclines to the view that 
the restraints of war-time and the occupation may produce a strong reac- 
tion against collectivism. It is premature to pass judgment on this appraisal, 
but there are some indications in the recent nationalization of gas, electric- 
ity, Insurance, and part of the banking system that the war has done more 
than create an aversion to direct governmental participation in economic 
activity. 

Generally, M. Mossé’s views on economic and social policy are not dis- 
similar from those associated in this country with the name of Professor 
Hansen, and the influence of recent Anglo-American thinking is evident in 
his recommendation of a national production budget, to be sustained by 
appropriate fiscal measures, and a mixed economy with adequate consider- 
ation for the political virtues of private enterprise. His judgment that “for 
the moment liberty has an incontestable priority in the preoccupations of 
the French over social justice” (p. 103) is an interesting commentary from 
someone described in the preface as an “economist of the left.” And he adds 
a refreshing note of realism to the discussion of whether France is “going 
left” in observing that it is difficult to imagine French farmers organized 
into collectives in the Russian fashion. 

The current preoccupation of the French government with a loan from the 
United States and the ambitious plans of industrial development associated 
with the name of M. Monnet are not reflected to any extent in this book 
although they might be taken as evidence that, after a belated start, the 
effect of the shock treatment is beginning to appear. There is mention of 
the necessity of raising the productivity of French industry and of doing 
away with agricultural protectionism, particularly in the case of wheat. 
But the crucial question of how far France should go in the direction of 
industrial development and the implications of the answer for the political as 
well as the economic life of the country are not developed. If the present 
plans are pushed, the industrialization of France will necessarily change the 
balance between industry and agriculture, involving a greater dependence 
on imports and presumably some loss of the qualitative virtues which M. 
Mossé values highly. The question of how far in this direction France can 
profitably go is, of course, bound up with political and economic develop- 
ments beyond her control, and it is not surprising that this book does not 
provide a definite answer. 

One minor but significant recommendation that M. Mossé makes is for the 
improvement of French economic statistics and the development of com- 
prehensive economic analyses to furnish the basis for effective govern- 
mental policies. The development of national income and related statistics 
in France has been long overdue and it is only to be regretted that it may 
have required a national disaster to stimulate action to produce them. 


WALTER A. CHUDSON 
Washington, D.C. 
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Statistical Methods; Econometrics; Economic Mathematics; 
Accounting 


The Fundamentals of Accounting. By Donard H. Macxenzrs. (New York: 
Macmillan. 1946. Pp. 683. $4.00.) 


Many instructors of accounting have in recent years either watched or 
taken an active part in the formulation and presentation of accounting 
principles. Scores of articles have appeared in the accounting journals and 
noteworthy contributions have come from the releases of the Executive 
Committee of the American Accounting Association, the American In- 
stitute of Accountants’ committee on accounting procedure and the 
Securities and Exchange Commission. It must be assumed that these ac- 
counting instructors have hoped that the new textbooks would present 
materials which would enable accounting students to reap the benefits sown 
by these valuable contributions to accounting thought. As one reads the 
preface of Mr. Mackenzie’s new book, he is led to believe that his hopes have 
been realized. 

The author states in his preface: “The development of the fundamentals 
of accounting as presented in this volume follows the philosophy of the 
Executive Committee of the American Accounting Association.” He adds, 
“The subject is developed from defined concepts of cost and revenues.... 
From these concepts the profit and loss statement and the balance sheet are 
developed. This means that the fundamentals of accounting are not de- 
veloped from the balance sheet and the balance sheet equation as is usually 
the case.” 

Emphasis on costs and revenues and the matching of costs against 
revenues to determine profit is indeed in keeping with modern accounting 
thought. The American Accounting Association’s monograph An Introduc- 
tion to Corporate Accounting Standards by W. A. Paton and A. C. Littleton 
stressed this aspect of accounting. Textbooks in the past have largely ob- 
scured this aspect by the stress given to the technical phases of statement 
preparation. In reality, the emphasizing of costs and revenues is an em- 
phasizing of the periodic aspects of accounting, 7.¢., the determination of 
revenue for a particular segment of the life span of a business, the determina- 
tion of the costs expired in obtaining this revenue, and the determination of 
those costs to be carried over and applied against revenues of future periods. 
Accounting statements are the products of this periodic aspect of accounting 
and if it were not for the fact that the life span of a business enterprise is cut 
up into these accounting periods, accounting problems would be greatly 
minimized. Students of accounting must be made aware of this fact if they 
are to appreciate the problems faced by accountants. The use of the cost 
and revenue approach may accomplish this purpose. 

Mr. Mackenzie, however, is hardly convincing when he states that, 
“under the cost and revenue approach, the equation and double entry book- 
keeping become incidental to the fundamentals of accounting.” It is difficult 
to get around the fact that expense and revenue accounts are derived from 
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the exchange of assets. It cannot be denied that revenue is measured by 
assets received while expenses are measured by assets expired. In fact, Mr. 
Mackenzie puts it this way: “Thus, the revenue accounts show the amount 
the assets are increased as a result of revenue transactions, and the expense 
accounts show the amount the assets are reduced because of these transac- 
tions” (page 68). And again (page 124), “As a result of revenue transactions 
assets are acquired, but other assets are expended. If the assets received are 
greater than those expended, a profit is made; if they are less, a loss is in- 
curred.” This would indicate that the author, too, believes that the under- 
lying divisions of accounting data are still assets and equities. As further 
evidence of this belief, use of the conventional balance sheet approach is 
postponed only one chapter. The usual introductory chapter on The Nature 
of Accounting is followed by a chapter on Revenues, Expenses, Profits, and 
then comes the traditional chapter on The Balance Sheet. This in turn is 
followed by rather standardized chapters dealing with the development of 
the double entry system and the various bookkeeping techniques and 
mechanisms. 

The above comments should not be construed so much as a criticism as to 
point out that in the main the author has not made a radical departure from 
established practice in presenting the basic subject matter of accounting. He 
should be commended, however, for the serious effort he has made to present 
certain controversial subjects. Such topics as inventory valuation, treat- 
ment of bad debts, purchase discounts, etc., are not lightly brushed aside 
but are given a fair and comprehensive treatment. The chapters dealing 
with cost accounting are particularly comprehensive and discussions of such 
important matters as fixed and variable costs, increment and decrement 
costs, out-of-pocket costs, price policies, etc., are included. 

The arrangement of the text is such that it is readily adaptable to either 
the regular two-semester introductory accounting course or the one- 
semester survey course offered by some universities. The material is so 
presented that the instructor may emphasize the theoretical, managerial or 
bookkeeping features of accounting. Each chapter is followed by ample and 
well-chosen questions and problems for class discussion as well as numerous 
problems for home or laboratory work. The data for four practice sets are 
included at the end of the text and ruled forms are available for the student’s 
convenience in handling the laboratory problems. 

To this reviewer Mr. Mackenzie’s book is a significant addition to the 
many textbooks available to instructors in elementary accounting. He has 
demonstrated in a thoroughly understandable style that he is aware of the 
recent developments in his field and has presented a book which will provide 
students not only with a knowledge of accounting techniques but an under- 
standing of the uses and limitations of accounting data. 

Rurus Wixon 

University of Michigan 
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National Income and Product; Income Distribution; 
Consumption Statistics 


Income from Independent Professional Practice. By MILTON FRIEDMAN and 
SIMON Kuznets. (New York: Nat. Bur. of Econ. Research. 1945. Pp. 
xxxiii, 599. $4.50) 


This volume scores well within the pattern of National Bureau products. 
Like others, it is nicely executed and done by competent collaborators. Un- 
like certain others, however, it bulges with analytic discourse and quanti- 
tative content in appraisal of institutional settings and derived statistics. 
Due to want of basic data, the authors center attention upon the incomes 
of five professional practitioner groups — physicians, dentists, lawyers, ac- 
countants, and engineers — and even specialize in the incomes of the first 
two. They thus secure a freedom of deployment that permits of intensive 
application of the tools of economic theory, econometrics and statistical 
methodology in rather amazing degree. The outcome abounds with neat ex- 
cursions in methodological technique. But more important, the volume also 
becomes a penetrating review of factors influencing practitioner earnings 
so that it merits serious attention from all persons who seek facts regarding 
these incomes. 

Allusion to contents suggests the range of interest. The five professions 
are first considered with note taken, among other things, of the number in 
each calling and the extent of independent practice, the nature and customs 
of professional schools and licensing authorities, and the comparative suc- 
cess of persons seeking to qualify for practice. Available sample data on in- 
comes are then scrutinized; this is followed by quantitative comparison of 
incomes in the professions with other incomes and by detailed study of gen- 
eral income characteristics of each of the practitioner groups. Finally comes 
analysis of the apparent influence of location—-geographical and community- 
size—and of other factors such as years of training and of practice, spe- 
clalization in practice, and form of practice, whether sole proprietorship or 
partnership. The development concludes with a review of changes in income 
over time. It deals first with continuity in the relative income position of 
the individual practitioner, based in part upon an attempted isolation of 
transient as opposed to permanent influences, and second with a review 
of movements over time in incomes realized by practitioners. Appended 
are a critical discussion of the reliability of the sample mcome distribu- 
tions and a section giving in full the basic data and derived statistical con- 
stants. l 

This reviewer is not inclined to attempt adverse criticism despite definite 
reservations regarding the failure to incorporate more recent data and the 
sheer length of a volume that is spun from so limited a central subject mat- 
ter. Such comments would derive mainly from individual preference. The 
reader no doubt will wish to reflect for himself upon a number of factual nug- 
gets. One may be the tentative seventeen per cent figure for the excess in 
physicians’ over dentists’ incomes that time and costs of training seem to 
warrant; another, the contrasting finding that physicians’ incomes have 
averaged nearly one-third more than dentists. The differential patterns 
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of physicians’ incomes as analyzed by years in practice, extent of spe- 
cialization, and size of community also merit reflection. 


DwicHT B. YNTEMA 
Washington, D. C. 


Business Cycles and Fluctuations 


The National Debt and Our Future: A Look Ahead on the Chase-Hansen- 
Berle Superhighway to Deficit Spending Prosperity. By ELTON RAY- 
MOND SHAW. (Washington: Shaw Publishing Co. 1946. Pp. 189. $2.50; 
paper, $1.50.) 


The National Debt and Our Future by Elton Raymond Shaw presents an 
unusual problem to the reviewer. The book is intended to be an argument 
in popular terms against the various proposals for deficit spending as an ele- 
ment in fiscal policy. One’s views on the validity of the author’s objective 
will depend upon one’s opinion with reference to the economic programs de- 
rived, correctly or not, from Keynesian analysis. My own belief is that the 
concept of stagnation and oversavings have been so overemphasized as to 
divert attention from equally or more important problems and to mislead 
public opinion towards a belief that a simple panacea for our difficulties may 
be found in legislation, as in the Employment Act of 1946. Accordingly, I 
have considerable sympathy with what I believe to be the purpose of 
Shaw’s book. 

The author, however, admits of no modifications of traditional dogmas 
favoring annual budget balancing and rapid debt reduction. In his attacks 
he proceeds by assertion, oversimplification, and not infrequently by per- 
sonal ridicule. In this, his book is no more subject to criticism than many of 
the publications of the spending enthusiasts. For example, he quotes and 
criticises on page 24 a memorandum by Stuart Chase to the staff of the 
T.N.E.C. in which Chase suggests a technique in the selection of words to 
describe government spending which, in the opinion of an outside critic, 
would have the effect of confusing if not misleading the uninitiated. But 
Shaw’s book proceeds along the same lines, though perhaps less subtly. The 
result does not advance the discussion of any policy on its merits, nor does 
it lead to clear thinking. The substance of the author’s economics is obscured 
by his attempt to secure rejection of the spending doctrine by establishing 
a general attitude and point of view in the reader’s mind. 

Unless careful analysis and balanced judgments are no longer appropriate 
in popular discussions (and perhaps they have become obsolete), one will 
prefer such a book as Economic Stagnation or Progress, by E. W. Swanson 
and E. P. Schmidt, which is also written as a popular refutation of the Keynes 
doctrine as developed in this country, but proceeds with an ‘entirely 
different tone and approach. We can only hope that such a volume as the 
outstandingly fine symposium Financing American Prosperity, edited by 
Homan and Machlup, is not above the level of the informed general reader. 

Though attention is particularly directed to the dangers of debt expansion 
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along traditional lines, Shaw also attacks the mature economy and excess- 
savings doctrines which lie back of the proposals for government spending. 
He makes use of much recent literature in frequent quotations. He also 
effectively uses many of the more extreme statements of the Keynesian 
group, especially on the burdenless nature of a domestic debt. 

An appendix reprints the bulletin by Dr.-L. Albert Hahn published by 
the Chamber of Commerce of the United States. This is on a plane so dif- 
ferent from the body of the book that it is hard to understand why the two 
were brought together. In brief, Hahn cites his own earlier advocacy of 
“eternal prosperity through monetary and credit manipulation” (p. 157) 
as evidence that he cannot be accused of exaggerated orthodoxy. Since the 
publication of his Volkswirtschafiliche Theorie des Bankkredits in 1920, how- 
ever, he has increasingly turned to what he. calls the “classic theory of unem- 
ployment.” This theory attributes unemployment to wage rates so high as 
to prevent full absorption of all available labor. His observations on Con- 
tinental European developments after 1927, particularly in Germany, have 
played a large part in his present thinking. 

Dr. Hahn refers to what he considers the ‘‘paradoxical idea that employ- 
ment is more or less a function of cost of capital rather than of labor” (p. 171). 
This in turn rests upon the overemphasis on savings and their use, which 
leads to what he calls a policy of increasing money wages even at the ex- 
pense of real wages. Hahn believes that Keynes’s argument rests on an as- 
sumption that labor is more concerned with money than real wages and that 
price increases can restore an underlying balance in wage costs. While agree- 
ing with the fact of wage rigidity on the downwards side, Hahn stresses their 
flexibility upwards and then concludes that “every reflation would thus lead 
to a new wage increase and every new wage increase to new deficit spending”’ 
(p. 178). His view is summarized in the statement that ‘‘the idea that not 
wages but interest rates, and these alone, have to be lowered to incite full 
employment, has proven to be an illusion...” (p. 178). 

The denial by Hahn of the possibility of inadequate investments does not 
appear to the reviewer to be adequate (p. 175). In this respect his analysis 
seems deficient. However, his emphasis on the importance of wage rates, 
both nominal and real, is particularly appropriate at the present time when 
the alleged general need for maintaining consumption spending has been 
misused as a basis for wage increases which in turn have accentuated the 
wage-cost-price spiral. | 
l Dan T. SMITH 
Harvard University 


Public Finance; Fiscal. Policy; Taxation 


Postwar Taxation and Economic Progress. By HAROLD M. Groves. (New York 
and London: McGraw-Hill. 1946. Pp. xiv, 432. $4.50.) 


The relationship of this thoughtful and elaborate study to Professor 
Groves’s earlier book on Production, Jobs and Taxes (1944) is similar to that 
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of matrimony to betrothal. Tentative and provisional plans are relinquished. 
An irrevocable choice is made. The stage is set for a permanent structure. 
In view of the expert knowledge of the author and his association with the 
Committee for Economic Development, his tax program deserves both 
scientific and political attention. 

still, the book covers a narrower subject than could be expected from its 
title. We are missing a full discussion of the impact of the volume of taxation 
on economic progress, of the place of taxation in various alternative budgets, 
of its relation to public spending and to debt management and of its general 
function as a contractive and an expansionary force and as an economic 
stabilizer, in other words the role of taxation in postwar fiscal policies. 
When, in the second to the last chapter of the book, the author turns to 
Fiscal Policy and the Functioning of the Economy in the Postwar Period, 
he deals with it as an appendix rather than as a necessary foundation of his 
program. This attitude cannot be fully explained by the fact that, following 
the research program of the C.E.D., fiscal-monetary policy was to be dis- 
cussed by another forthcoming report. In spite of this division of labor, 
the tax program could have been based on general fiscal considerations. 
Apparently, Professor Groves prefers a more specific approach. To him, the 
primary obstacle to post-war economic progress is the lack of integration 
between federal corporate and personal income taxes. He thus advocates a 
basic reorientation in this field. Almost two-thirds of the book are devoted 
to the exploration of necessary changes in direct business taxes and in the 
personal income tax. 

This tax program is not new. It is linked with the best fiscal traditions of 
the free enterprise system. Since his main concern is with “the selection of 
tax measures that will least impede production” (p. 349), he is bound to op- 
pose any considerable duplication in taxing business income. In the interest 
of economic progress, the corporate tax is to be deémphasized or abandoned. 
Since, on the other side, the author does not like to run the risk of an un- 
balanced peacetime budget, other elements of the tax system are to be 
strengthened. Since Groves shares the traditional predilection of numer- 
ous post-classical writers for the personal income tax, it is logical to ad- 
vocate its extension and intensification. Although death taxes represent 
another unexhausted tax reserve of the Treasury, they are only his second 
choice. 

Other possibilities are briefly examined and, in general, strongly opposed. 
Consumption taxes and sales taxes can be reconciled neither with the goal 
of a high-consumption economy nor with the need for tax-consciousness. 
Groves’s verdict hardly provides for extenuating circumstances. Even dur- 
ing the past century when capital was at a premium and the citizen was not 
very conscious of his political responsibilities, federal consumption taxes 
were only “tolerable.” “They are less appropriate today and will become 
still less appropriate as time goes on” (p. 295). 

Let us concentrate on the arguments in favor of a deémphasis or an aban- 
donment of the corporate tax. The reader may feel surprised that such an 
abrupt turn in tax policies is recommended without previous clarification of 
a basic question, namely, what social groups, at present, bear the burden of 
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the corporate tax. Although the book abounds with references to shifting 
and incidence of the corporate tax, Groves frankly admits that his analysis 
does not arrive at any conclusion concerning its ultimate economic effects. 
Whether, therefore, the final result of the suggested change would be a shift 
in the tax load from rich to poor or vice versa “cannot be definitely ascer- 
tained.” The following argument is characteristic of the experimental char- 
acter of the program. ‘“‘Much depends on assumptions as to the incidence of 
the corporate tax. On the theory that this taxis borne largely by stockholders, 
the recommendations might mean some shift of relative tax burdens from 
the top to lower levels of income. If the corporate tax falls heaviest on con- 
sumers and wage earners, the opposite conclusion would seem moreplausible. 
On the former assumption, the retention of a moderate independent business 
levy would make a net downward shift less likely. For political and fiscal 
reasons such tax is very likely to be retained” (p. 185). 

Is it permissible to endorse a decisive change in the American tax struc- 
ture while being in the dark concerning its economic effects? It seems to me 
that our answer can be in the affirmative only if any of the three possible 
incidences of the corporate tax, namely on stockholders, consumers, or work- 
kers, is to be considered as less desirable than an intensification of the per- 
sonal income tax: (1) the absorption by stockholders because of its greater 
deterrent effect on risk-taking; (2) the forward shifting to consumers be- 
cause of its interference with a high level of consumption; and (3) the back- 
ward shifting to workers because of its regressive effect. Without an evalua- 
tion along these lines the resolution to abandon the corporate tax would 
appear premature. 

As long as the controversy concerning the final burden of the corporate 
tax cannot be settled, some other propositions also are open to objection. 

If “the incidence of the tax is uncertain but in all probability it is divided 
among stockholders, wage earners, and consumers” (p. 72. See also pp. 28, 
36, 66, 109, 110), the present set-up may still be criticized for duplication. 
In so far as one fraction of the corporate tax would be absorbed by the stock- 
holders, risk-taking capital would be discouraged and a special penalty im- 
posed “at a particularly strategic spot in the economic process” (p. 31). The 
magnitude of this fraction, however, and consequently of the penalty im- 
posed on investment cannot be ascertained. I do not think that the author 
should have tried to support his case against the corporate tax by submit- 
ting a calculation of this penalty based on the unproved assumption that the 
entire burden of the corporate tax rests with the stockholders (see Table I, 
p. 30). 

The attack on the corporate tax from the viewpoint of corporation finance 
is questionable. If the stockholders participate, to an indefinite extent, in 
the final burden, it is hard to see why the discrimination between bond and 
stock financing ought to be “substantial” in this case. Groves bases his argu- 
ment on an assumption he generally denies: “A dollar of income earmarked 
for the bondholder is paid to him in full, but the profit dollar earmarked for 
the stockholder is, in effect, cut to only sixty cents. This encourages 
corporations to issue bonds instead of stock.” It seems to me that, by follow- 


1946] BOOK REVIEWS 687 


ing the general trend of the author’s analysis, the “unfortunate influence 
upon corporate and individual decisions” (p. 31) could be evidenced only by ° 
accountants and other experts in corporation finance. 

Other elements in Groves’s tax program run more along the customary 
lines of thought. Following a careful appraisal of the treatment of undistri- 
buted earnings in the United States and Great Britain, he advocates a low- 
bracket personal rate to undistributed corporate income. The repeal of the 
wartime and declared-value excess-profit taxes by the Revenue Act of 1945 
confirms his earlier written recommendation to reserve this unusual meas- 
ure for war application only. His opinion that the peacetime employment 
of the excess-profits tax would endanger risk enterprise and business eff- 
ciency has been widely accepted. His suggestion of foregoing the use of a cor- 
porate levy as a tool against monopoly is less convincing. His dislike of such 
a policy is based on three grounds: (1) it is uneconomic to single out effi- 
ciency and risk for special taxation; (2) in the absence of price controls, an 
excess-profits tax may miss its target by being passed on, at least to some ex- 
tent, in high prices; (3) if monopoly profits should be taxed at all, a personal 
tax would be far more effective than a corporate tax. The validity of all 
three arguments is open to question. While leaving this matter for discussion 
elsewhere, it must be emphasized that the cautious attitude of the author as 
far as tax measures are concerned does not imply any relaxation in his op- 
position to monopoly. In political terms, he wishes to shift responsibility 
from the Treasury to the Department of Justice, to the Federal Trade Com- 
mission or to OPA (if this agency should still exist): “The thing to do is to 
restore competition or to regulate prices” (p. 80). 

These critical observations are not intended to detract from the value of 
an unusually comprehensive study. Groves’s mastery in both the general and 
the technical tax field renders the book an ideal introduction into current 
discussions. His gift for organizing an almost unlimited amount of facts and 
figures deserves high praise. The study should be widely consulted by the 
many tax lawyers, tax accountants, fiscal scientists and economists who, in 
an era of fast progressing tax specialization, cannot afford to go back to all 
the primary sources. Even opponents of his tax program will welcome the 
succcinctness of his arguments. 

Fritz Cart MANN 

The American University 


Guideposts to a Free Economy. By HARLEY L. Lutz. (New York: McGraw- 
Hill. 1945. Pp. ix, 206. $2.00.) 


Tax Program for a Solvent America. By the Committee on Postwar Tax 
Policy; Harley L. Lutz, Director of Research. (New York: Ronald 
Press. 1945, Pp. x, 278. $3.00.) 


The first of these two books on post-war taxation and fiscal policy com- 
prises a series of short essays, many of which first appeared in The Tax Re- 
view, a Tax Foundation publication. The series begins with a comment on 
the national income in relation to employment; proceeds to consider the in- 
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cidence of business taxes, theories of tax distribution (progressive taxation), 
and the sales tax; then concludes with treatment of the social security sys- 
tem, national] planning, and other aspects of fiscal policy. 

The author’s viewpoint is suggested in the following propositions: Rigid 
wages and progressive taxation are the principal causes of mass unemploy- 
ment. ““The cases of monopoly are so rare as to be the extreme exception 
rather than the rule.” “Progressive taxation is the most effective possible 
way of softening the enterprise system before moving in to take it over into 
a collectivist regime.” The most efficacious means of taxing small incomes 
is the retail sales tax. ‘‘It requires a very low estimate of the intelligence of 
' the people to assume that they would go on saving indefinitely” after the 
possibilities of profitable investment had been saturated. Economic plan- 
ning is “‘a short cut to serfdom.” “Functional finance” is “not shocking” but 
“merely funny”; its error lies in the assumption that changes in the money 
supply will suffice to determine purchasing power, ignoring the counter- 
balancing factor of turnover. A simple recipe for prosperity is: “If you want 
to make a dollar by any honest means you are free to try, and if you succeed 
you may keep it.” 

The essays are a succinct, vigorous, and interesting statement of the 
viewpoint of so-called ‘‘sound finance.” They would have been more per- 
suasive, in the reviewer’s opinion, if they had shown some awareness of the 
abuses of the “enterprise system,” and if they had not allowed so many 
half-truths to go unqualified. Nevertheless, a new brief for what was once at 
least the orthodox view of economics, including a defense against its Keyne- 
sian attackers, is definitely useful. 

The second book submits a post-war tax plan devised by a committee of 
which Professor Lutz was director of research. As to broad fiscal policy, the 
report recommends an annually balanced budget, regular retirement of 
debt, conservative public expenditures, and a diversified tax system. Balanc- 
ing the budget over the business cycle, with surpluses from the good years 
offsetting deficits from the bad, is rejected as the high road to “creeping in- 
flation.”’ The possibility that unemployment might be caused by oversaving 
is ignored. All will be well if enough incentive is allowed the risk-taker and a 
high level of business confidence is maintained. 

As to specific tax measures, the personal income tax with a broad base 
and high standard rate should be the principal reliance. Corporations should 
be taxed at the standard rates applicable to individuals, and a credit should 
be provided to prevent the double taxation of equity earnings. A carry-over 
of business losses and more freedom in deducting depreciation should be al- 
lowed. 

Less generally acceptable will be the view that undistributed profits 
should not be specially taxed, particularly if present treatment of capital 
gains is to continue as recommended. The committee makes no suggestions 
regarding tax-exempt securities and allows present abuse of joint and 
separate returns to go unchallenged; these are considered minor issues. 
A broad system of federal excises is advocated for diversification, with a fed- 
eral retail sales tax held in reserve should it prove fiscally necessary. Most 
doubtful of all is the recommendation that the death tax be surrendered 
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by the federal government to the states where interstate competition can 
be relied upon to protect the wealthy. (To say the least, this hardly seems 
essential to preserve “the vigor and vitality of the nation’s economic 
system.’’) 

The supporting arguments for the above and other recommendations in- 
clude data comparing British and American sources of revenue and con- 
cerning sources of equity capital. Yield estimates of various combinations of 
taxes with various assumptions as to the national income are provided. The 
quantitative work appears to be carefully done, though the explanation of 
techniques is somewhat sketchy. Sections on federal tax administration and 
federal-state fiscal relations are also presented. The report is well written and 
ably reasoned. 

Many differences in economic opinion arise from different interpretations 
of our recent experiences in the ’twenties and ’thirties. Neither experience 
ended well and wise policy requires avoidance of the errors of both. In the 
reviewer’s judgment, these books would return us to the hard trail we start- 
ed in 1920. 

HAROLD M. GROVES 

University of Wisconsin 


Money and Banking; Short-Term Credit 


The Bank of England: A History. By Str Jonn CLAPHAM. (Cambridge and 
New York: Cambridge Univ. Press and Macmillan. 1945. Two vols. 
Pp. x, 305; vi, 460. $7.50.) 


As Sir Jobn Clapham wisely says, “a banking system is so closely associat- 
ed with ... what is almost the oldest and the most jealously guarded func- 
tion of the state, the issue of money, that governments can seldom afford to 
leave it entirely unlicensed and uncontrolled.” This fact is most notably 
true of a central bank. Such institutions are essentially monetary agencies, 
only incidentally and secondarily banks. 

The inevitably close association between a central bank and the govern- 
ment is amply demonstrated in Sir John’s The Bank of England. Not only 
was the Bank born of the government’s need for funds, but throughout its 
history it has continued to provide loans to the state; and when monetary 
difficulties have arisen, the Bank has invariably consulted with and been 
guided by the government. At times the Bank has demurred to governmen- 
tal demands, but seldom with success, and then only with respect to minor 
matters. The Prime Minister, Lord North, as early as 1781 described the 
Bank as “‘from long habit and usage of many years... a part of the consti- 
tution.” In 1797 the Bank took Exchequer Bills, with a “gentleman’s 
understanding” that they would not be thrown on the market and thus 
forced to a discount. During January, 1846, the Governor of the Bank was 
keeping the Chancellor of the Exchequer informed every few days. In 1857 
Dobree, the Deputy Governor then in charge of the Bank, “was getting the 
bad news from New York, and he was in daily touch with Sir George Corne- 
wall Lewis, Chancellor of the Exchequer.” 
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Since a central bank is a monetary agency, our chief interest in the devel- 
opment of the Bank of England must lie in the monetary policies it has fol- 
lowed, and in its failure ever to evolve a consistent rule of action beyond 
that, apparently, of protecting its own reserves. In spite of the very welcome 
and imposing study that Sir John has presented, economists will feel some 
measure of disappointment, because information in regard to the policy of 
the Bank is meager. Perhaps this result should have been expected. The 
directors of the Bank have been men whose time and energies were taken up 
largely with their own affairs—Henry Thorntons and David Ricardos are 
rare among men of business. In any case, one is impressed with the sketchy 
character of the information on matters of policy that is revealed by the rec- 
ords of the Bank. 

Typically, the record consists of a , bald statement that a given action was 
taken. Thus, when the action of the Court in 1819 denying that the Bank 
could, by reducing its issues, cause the exchanges to become favorable was 
reversed in 1827, the later action was recorded in a marginal note to the 
earlier action—“‘rescinded, 6th December, 1827.” Sir John writes that in 
1907 the Court, as usual, “recorded no motives for its minutes.” Such facts 
are meagre data for the reconstruction of the policy of the Bank. 

The Bank, however, consistently came to the aid of the market in time of 
crisis; but whether this was a matter of a definitely formulated policy, or 
of opportunistic response to bleak necessity, is not made entirely clear. One 
infers that without much doubt it was the latter. ‘‘ The year 1763 was one of 
international crisis and the Bank was doing its utmost to give help by 
free discounting.” “We do know that the Bank was discounting liberally 
in, June [1772], especially just after the crisis.” “Lancelot Holland the 
Governor and Newman Hunt his Deputy reported that they had lent 
in 1866 an ‘unprecedent sum’ of upwards of four millions sterling to 
bankers, billbrokers and merchants, upon government stock and bills of 
exchange.” 

On occasions the Bank attempted to prepare for anticipated trouble. Sir 
Jobn relates that “early in 1783 it limited the note issue by curtailing dis- 
counts.” And again: “All through the year [1796] the Bank had been limit- 
ing its discounts with a view to reducing its note issue and lessening the risks 
of an internal drain. The policy would also tend, by its restrictive influence 
on the home price level, to help the restoration of the exchanges; but 
it is not certain that this was an object deliberately aimed at.” Sir John 
might safely have written, I believe, that there is little probability that “‘this 
was an object deliberately aimed at.” 

In later years, more particularly after 1844, the anticipatory action of the 
Bank was largely reflected in its rate policy. Prior to the passage of Peel’s 
Act, there was little attempt to use Bank rate as an instrument of control. 
There were but five changes in the discount rate on inland bills during the 
whole history of the Bank before 1822. The rate was five per cent through- 
out the period of the restriction. The first attempt (with the possible except- 
tion of 1822) of the Bank to use its discount rate for purposes of control 
came during the crisis of 1825, when in December the rate was raised from 
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four to five per cent. The application of the usury law to three months’ bills 
was repealed in 1833, and thereafter Bank rate was changed more frequently 
although there were nevertheless five years from 1834 to 1844 inclusive in 
which no changes took place. Since the passage of Peel’s Act, resort to rate 
changes has been frequent. Between 1844 and 1914 there were only two 
years, 1851 and 1895, in which no change took place. 

The pattern of rate policy since 1844 is fairly clear. When the Bank an- 
ticipated trouble it raised the rate, and during crises it invariably took the 
same action. Nevertherless, what theoretical defense the Bank may have 
had for this action Sir John has not told us, presumably because the records 
of the Bank had no disclosures to make on this subject. We infer both from 
the action of the Bank itself and from the literature of the period (by which 
the directors must have been influenced in some measure) that the chief 
aim, probably the sole aim, of rate manipulation was that of protecting the 
reserves of the Bank. Bagehot could hardly have extended his criticisms to 
include the actions of the Bank during crises. After 1844 it raised its rate 
but expanded the volume of its discounts at such times, which is precisely 
the action that Bagehot thought proper for a central bank. 

Through the years the Bank engaged in a great variety of operations, many 
of which reflect a wide departure from those supposedly “sound” principles 
of banking so much extolled from Adam Smith to H. Parker Willis. In this 
difference of opinion I must take the side of the Bank. At times the Bank 
has loaned on mortgages—especially in 1824. It has made advances to the 
city of London and to metropolitan authorities; to municipalities; to colo- 
nies; to various other public authorities—and for “permanent” improve- 
ments; but, most dreadful of all, to stock-exchange customers. Besides all 
this there has been the debt of the government to the Bank and the discounts 
and advances. In addition it “issued” and “managed” the debt of the Brit- 
ish government and of other public agencies. 

In 1850 the request of the secretary of the General Board of Health for a 
long-term loan for sanitary improvements was rejected, partly on the ground 
that “loans were usually only for ten or twenty years, and repayable by an- 
nual installments.” “The Bank of 1880 was once called ‘an investment 
bank,’ because of its tiny portfolio of bills and its great holding of other 
securities.” Advances to stock exchange firms “for the account” became an 
important source of revenue during the 1890’s and were approved by the 
Court in 1900. Later, however, some of the officials wondered about this, 
but not for reasons that would have met the approval of those misguided 
economists who hold that only short-term commercial loans are appropriate 
for a bank—central or not. They felt that it was not proper for the Bank to 
compete in this manner with the London bankers when funds were plentiful. 
Nevertheless, such loans continued to be a steady source of revenue down to 
1914. Throughout its history, however, the Bank has of course discounted 
bills and made short-term loans, although in widely varying amounts. 

There are occasional references which reflect an indefensible attitude by 
the Bank on the subject of liquidity, and Sir John himself seems to have 
taken the same position. He implies approval of some short-dated tallies 
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and orders held by the Bank on November 10, 1696, on the ground that they 
were “payable within the year and so reasonably liquid.” “There had been 
[in 1825-26] every need for liquidity: the bank would no doubt have 
been quick to turn its mortgages into cash, had that been a possible 
course.” The Bank officials were confident in 1847, inasmuch as “for 
each of the two coming weeks they have a million and a half ‘going off’ 
—good paper that will bring in cash.” “Semi-permanent” stock-exchange 
loans (as opposed to “liquid” loans “for the account”) in the 1890’s are 
condemned. Apparently the condemnation comes from both the Bank and 
Sir John. Seemingly one of the hardest of all lessons for central bankers to 
learn is that the only asset which is liquid for them in a crisis is cash. 

The Bank’s attitude toward a ““Chancellor’s letter” suspending the Act of 
1844 in crises has typically been one either of opposition, or of unwillingness 
to ask for it. Seemingly the Bank has taken a stubborn pride in muddling 
through a crisis without this kind of governmental assistance, quite obliv- 
lous to the fact that a lifting of the restrictions of the Act would make pos- 
sible a degree of assistance to the market that would undoubtedly improve 
public confidence. To an inquiry as to whether they wanted a relaxation of 
the Act in 1847, the Bank officials replied that they were “perfectly prepared 
to maintain the law.” In 1866 Gladstone stated that“he had ‘not the least 
reason to suppose’ that the Bank would ask him to suspend the Act.” The 
Bank was offered a Chancellor’s letter by Goschen in 1890, but it was de- 
clined by Lidderdale, the Governor. This point of view reflects a shocking 
disregard or ignorance of the responsibilities of a central bank. 

Sir John has not told us, and we cannot infer from what he has said, 
whether the Bank prior to 1914 ever evolved a consistent concept of its 
responsibilities or of the course of action which it should pursue. On the one 
hand, it clearly did come to the aid of the market during crises, and on oc- 
casions apparently tried to ward off impending trouble. Sir John tells us that 
in 1889 “the Governor and Court were watching the exchanges”; although 
one is left in doubt as to whether this is more than an inference, well-founded 
no doubt, if thatit is. But was the Bank chiefly concerned with its own safety, 
or was it pursuing a policy which it believed would promote the public wel- 
fare? Quite probably there was a mixture of the two motives. 

On the other hand, there was the attitude of Thomson Hankey, one- 
time Governor, who stoutly maintained that the other London banks 
should not look to the Bank in critical times; there was no public acknowl- 
edgement of its public responsibilities, nor has Sir John revealed any record 
within the Bank of any consciousness of such responsibilities; and there was 
the strange aversion to a “‘Chancellor’s letter” during crises. An anonymous 
memorandum of 1830 to.the branches, which was never sent out, states that 
bankers must not at that time (during an outflow of gold) expect help be- 
yond the amount of their existing balances and discounts with the Bank. 
In 1899 the Inspector of Branches “wondered whether the Bank’s dual 
position could be maintained. Was it to be ‘duty to the public’ and care of 
gold, or duty to the proprietors... and the dividend?” One infers that the 
Inspector was very definitely of the opinion that it should be the latter. 
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But granted that the Bank did realize its public responsibilities, there is 
no evidence that it ever formulated a policy for itself which went beyond 
the protection of its gold reserves and the maintenance of convertibility of 
the currency. I can find in this work no evidence in support of the assertion 
sometimes made that before 1914 gold standard countries were in fact on a 
sterling basis which was managed in London. 

I have considered primarily the monetary policies of the Bank, but Sir 
John’s work is not devoted so exclusively to this question. Indeed, my chief 
criticism is that he has not given sufficient consideration to matters of 
policy, although it may be conceded that in part the paucity of relevant 
material in the Bank records is responsible. There is much information on 
such topics as the organization and business of the Bank, the proprietors of 
Bank stock, the note issues, the relationships between the Bank and the 
South Sea Company and between the Bank and the bankers, the official 
personnel, and other topics. All this is written in a surprisingly interesting 
style when one reflects that the subject matter is such as to invite a presen- 
tation of deadly dullness. In fact, at times the narrative becomes almost en- 
tertaining—this, for example: ‘‘In this clash the chief antagonists were un- 
equally matched, Bagehot with as good a head and as good a pen as any 
in England, Hankey with—well—neither.” 

We may, we should, recognize that the Bank of England has been a 
pioneer institution; that its officials have been men of affairs who have had 
thrust upon them duties for which they had training and knowledge only 
insofar as pertained to the routine operations of the Bank; and that the 
literature upon which they might have relied for quidance has likewise been 
in a state of immaturity and development. When we have recognized these 
facts we must concede, I think, that the Bank has had a most remarkable , 
history, and that it has met its responsibilities with no mean measure of 
success. Nevertheless, we are not too uncharitable if we look with a critical 
eye, and even from the standpoint of knowledge not available to the officials 
of the Bank, upon its operations; and if we point to its failures and blunders 
in an attempt to increase our own wisdom in the management of our mone- 
tary affairs. 

Unquestionably The Bank of England will become the standard work on 
its subject. It is a fitting opus to close a distinguished career. Sir John Clap- 
ham died on March 30, 1946. 

Lioyp W. Mints 

University of Chicago 


International Trade, Finance and Economic Policy 


International Trade and Domestic Employment. By Catvin B. HOOVER. 
Prepared for the Committee for Econ. Development. (New York: Mce- 
Graw Hill. 1945. Pp. xii, 177. $1.75.) 


This is the fifth of the research studies prepared for the Committee for 
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Economic Development.! The body of Dean Hoover’s report consists of 
description and analysis of a program for the United States which in the 
long run would offer the best promise of a freer and larger flow of goods in 
international trade. 

The study is primarily intended for the general reader, for whom it details 
and analyzes an array of measures for the implementation of a general pol- 
icy which is widely subscribed to by American economists, probably by a 
large majority. 

The study recommends a program consisting of the following elements: 
participation in both of the organizations proposed by the Bretton Woods 
Conference-—the International Monetary Fund and the International 
Bank for Reconstruction and Development; securing international agree- 
ments for the elimination, insofar as possible, of international cartels and 
effective national and international regulation of those not found possible 
to suppress; lowering of our protective tariff in conjunction with reciprocal 
action by other countries and refraining from using the tariff as a means of 
protecting our war-born industries from foreign competition; settlement of 
Lend-Lease on a basis that would not disrupt the general structure of the 
international balance of payments; maintenance of only such of our mer- 
chant marine as is considered necessary for national security; and carrying 
out measures for attaining and maintaining a high level of domestic employ- 
ment while collaborating in international policies that would promote high 
levels of employment in other countries. 

All of the proposed actions have been extensively debated and some of 
them have been substantially carried forward by the United States govern- 
ment in the year since Dean Hoover’s report was completed. Readers of the 
American Economic Review are doubtless familiar with more elaborate 
analyses of the proposed measures than Dean Hoover’s report provides. 
It seems appropriate, therefore, that the remainder of this review be de- 
voted to general aspects of his study. 

In discussing the causal relations between the levels of United States 
foreign trade and domestic employment, Dean Hoover indicates that the 
main order of the causation runs from the latter to the former. The possible 
influence of the level of our international trade on domestic employment is 
not analyzed, notwithstanding that the title of the report suggests that this 
would be its main concern. The author presumably does not believe that the 
level of our international trade has a determinate influence on either the 
average level or the stability of domestic employment. The economic advan- 


1 The Research Committee of the Committee for Economic Development has issued a state- 
ment on national policy covering the same field as the report under review—ZInternational 
Trade, Foreign Investment and Domestic Employment, Including the Bretton Woods Proposals. 
Except with respect to participation in the International Monetary Fund, the recommenda- 
tions of the Research Committee conform closely with those of Dean Hoover’s report, The 
statement of the Research Committee recommended that certain functions of the Interna- 
tional Monetary Fund as proposed by the Bretton Woods Conference be carried on by the 
International Bank for Reconstruction and Development, and that the establishment of the 
fund be postponed until more normal conditions of currencies and foreign exchange are 
achieved. 
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tages of a freer and larger flow of goods in international trade are attributed 
solely to the increased efficiency of production realizable from more exten- 
sive international specialization and division of labor. Dean Hoover properly 
refrains from arguing that increased foreign trade would make a dependable 
contribution to the solution of our problems of unemployment. 

In line with the reasoning presented in the preceding paragraph, the re- 
port indicates that our policies in the field of foreign trade and finance are 
not major factors that will influence attainment and maintenance of a high 
level of domestic employment. Dean Hoover believes, however, that the 
adoption of measures that will assure a high and stable level of domestic 
employment is essential if the other elements in his program are to have 
substantial advantages for this or other countries. In fact, he finds that 
unless the prospect of depressions is eliminated, policies which contemplate 
freer and larger international trade are not likely to be adopted by other 
countries or long maintained here. 

The study seems to the reviewer to be at its weakest in reference to the 
balance of payments problem. Though in some places it suggests doubt 
about the matter, on the whole it seems to imply that, if the United States 
and other important trading countries participate in the proposed inter- 
national monetary and banking organizations, and if severe depressions are 
avoided, active and passive balances of international payments for this or 
other countries need not cause serious difficulties. It is to be hoped that this 
view may turn out to be in accord with the realities. The reviewer, however, 
is not confident that it will. The persistence of the active balance of pay- 
ments position of the United States during the thirties may well have been 
attributable to economic factors which are not capable of easy readjust- 
ment. The value of our import trade may therefore not adjust itself more 
or less painlessly to provide foreigners with the dollars necessary to pay for 
United States exports and meet service on United States investments abroad. 
And this failure may occur even though the program recommended by Dean 
Hoover is pursued. 

On the whole, it appears that the author simply assumes that our imports 
will expand in value commensurately with our exports; he does not examine 
whether that result is reasonably to be expected. The study does not 
analyze the question of what adjustments may be needed if the antic- 
ipated and desired greater exports from this country are to be maintained 
on an economic basis and the service on United States investments abroad 
to be met. Nor does it consider the procedures by which such adjustments 
if needed could be brought about—whether, for example, revision of ex- 
change rates would be effective and feasible. An examination of this matter, 
which doubtless might not have led to assured conclusions, 1s probably not 
to have been expected in the type of study Dean Hoover undertook. 
Nevertheless, from the point of view of the reviewer, the absence of such an 
examination is a deficiency of the report. ` 


L. A. Morrison 
U. S. Tariff Commission 
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Commercial Policy in the Canadian Economy. By ORVILLE JOHN MCDIARMID. 
(Cambridge: Harvard Univ. Press. 1946. Pp. 397. $4.50.) 


In this work, the author not only presents the historical facts of Canada’s 
commercial policy from 1763 to 1939, but also attempts briefly to analyze 
the effects of that policy on the economic and industrial development of 
Canada. While he emphasizes the tariff as the main instrument of trade 
policy, he by no means overlooks “such complementary techniques as 
subsidies, shipping regulations, and exchange and currency matters.” 

The history of tariff changes is presented in such minute detail that its 
reading may well befuddle, and will almost certainly bore, all except those 
interested in a highly particularized account. For them, the work is a wel- 
come and valuable addition to the very limited amount of secondary ma- 
terial previously existent in this particular field of research. 

The more general reader, interested chiefly in such aspects of the tariff as 
its regional incidence, its influence on the development and structure of 
Canadian industry, its contribution to monopoly and monopolistic prac- 
tices, its effects on the national income and on cyclical and secular pat- 
terns of the economy, and its repercussion on Canada’s external relations, 
will probably be content to “hit the high spots” and then concentrate on 
the last chapter where these problems are briefly touched upon. 

Nowhere, at least during the present century, has the question of regional 
tariff incidence been fought over as bitterly as in Canada. The problems of 
war and wartime prosperity combined to shelve, temporarily, that conflict. 
Now that peace has been reéstablished on the external front, domestic 
harmony is again threatened as the recent Dominion-Provincial Conference 
fiasco showed. The facts that primary production in Canada is regionally 
and provincially concentrated and that the Provinces exercise considerable 
constitutional power over economic matters guarantee the continuance of 
a sectionalism that has bedevilled the country since Confederation. A per- 
fect case in point was contained in the submission of the Province of Sas- 
katchewan to the Royal Commission on Dominion-Provincial Relations: 
“While the tariff has given little support to the few small manufacturing 
industries which Saskatchewan does possess, it has imposed a heavy annual 
charge or tax upon the one great unsheltered export industry of the province. 
The Saskatchewan wheat growers have been compelled to purchase goods 
in an expensive protected market with the proceeds of exports sold in the 
competitive markets of the world.” 

The author admittedly attempts no final answer to the question of how 
the direct burdens and benefits of the tariff have been distributed among the 
various areas and provinces of Canada but contents himself with a cautious 
middle-of-the-road statement in the following words: ‘The view commonly 
held that individual incomes have been drastically reduced and standards 
of living lowered in eastern and western Canada because of the tariff is prob- 
ably unfounded. The tariff, in its protective aspects, has had two impor- 
tant consequences to the economies of the Maritimes and western provinces. 
By increasing the cost of certain producers’ equipment it has limited the 
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exploitation of marginal lands, mines, forests and fisheries. The result has 
been to reduce gross income and perhaps also to limit the population that 
the primary industries of these provinces can support. Secondly, the tariff 
has reduced the real incomes of the people of those provinces during pe- 
riods of drastic price collapse in export markets, inasmuch as it has contrib- 
uted to inflexibility of durable consumers goods prices. The terms of ex- 
change have undoubtedly been weighted in favour of central Canada 
[Ontario and Quebec] by the tariff, more so in depression than in pros- 
perity, but the quantitative extent of this disability, we believe, has not 
been as great as frequently assumed. The subject, however, awaits more 
specialized study.” Let us hope the author, or another equally well equipped, 
will produce that study in the near future. 

This reviewer agrees wholeheartedly with the author when he states that 
“the regional incidence and benefits of the tariff are questions fundamental 
to the preservation of national unity.” That national unity is threatened 
today and the tariff is a basic factor in the situation. In a democratic state 
what people believe, regardless of its actual validity, is of the greatest politi- 
cal importance. The reviewer would gladly have foregone much of the de- 
tailed statistical material which abounds in this work in return for further 
enlightenment on the problems stated and for answers to the questions asked. 
Such a treatment of the subject would be widely read and might well have 
a salutary effect on the hot economic tempers prevailing in Canada today. 

Mr. McDiarmid concludes, rather optimistically the reviewer thinks, 
that: “As in no previous period in the tariff history of Canada,the prospect 
for the solution of the fundamental economic problems of the Dominion 
without the aid of substantial barriers to the free flow of international trade 
appears to be economically and politically possible.” It is true that Canada 
is now a creditor nation and theoretically should be prepared to accept an 
unfavourable visible balance of trade. But she may attempt to follow the 
policy of the United States during the twenties to have her economic cake 
and eat it too. Her manufacturers are both well organized and highly 
experienced in the art of tariff lobbying. The Conservative Party, historic 
defender of the higher tariff, recently has been in the political doldrums, 
lacking both a distinctive program and a solid following. It may seek 
simultaneously to acquire both by resurrecting its earlier stand on the 
tariff. Furthermore, Canada’s basic exchange problem, arising out of her 
international trade, is the conversion of British sterling into American 
dollars. She must continue to export heavily to Britain and, if the diffi- 
culty of conversion continues, she may well seek to reduce her decidedly 
unfavourable trade balance with the United States through tariff action. 
While economic sanity is a necessity to the well-being of the post-war world, 
the mere necessity of it by no means guarantees its appearance. 

The reviewer has already indicated his evaluation of the material in this 
work. Unnecessary footnoting further handicaps a style heavily encum- 
bered with details. For example, why quote with appropriate footnoting 
such an economically banal statement as “At the time of Confederation Can- 
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ada was just beginning to emerge from the commercial into the industrial 
age” (p. 131)? And, in the absence of a formal bibliography, the inclusion 
in the index of authors referred to only in footnotes would aid the more 
specialized reader in his quest for material in the field. But these are minor 
flaws and detract but little from a work which has made an unquestionable 
contribution to knowledge of both the political and the economic history 
of Canada. 
Lorne T. MORGAN 
University of Toronto 
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Over-all Report (European War). (Washington: The United States Strategic 
Bombing Survey. 1945. Pp. 109.) 

The Effects of Strategic Bombing on the German War Economy. (Washington: 
The United States Strategic Bombing Survey. 1945. Pp. 286). 


The United States Strategic Bombing Survey was established at the end 
of the year 1944, with ample means to make studies of every aspect of the 
effects of air bombardment upon the enemy systems. The conduct of the 
the Strategic Bomber Offensive by the RAF and the VIIth and XVth 
US Air Forces, had been accompanied by lively controversy on a number of 
issues of policy and strategy. At the same time a prodigious volume of 
Allied resources had gone into the enterprise of destroying the enemy’s 
power and will to fight. Fortunately some of those engaged in it foresaw the 
value that would accrue from a thorough and unbiased study of the effects 
of bombing. 

The Survey had a table of organization providing for no less than twelve 
hundred personnel, including several hundred civilian specialists. Its Chair- 
man, Mr. Franklin D’Olier, was responsible directly to the Secretary of War. 
The study had the highest of auspices, and was able to get in ahead of most 
other intelligence operations, thanks to its own planes and jeeps, and very 
energetic personnel. Altogether it was a remarkable enterprise, certainly the 
best equipped of those charged with analysis of a major phase of the war. Its 
field teams followed the armies into Germany and examined physical 
damage, studied private and government records, and interrogated individ- 
uals. The Over-all Report was issued at the end of September 1945 and the 
larger report on The Effect of Strategic Bombing on the German War Economy 
a month later. 

The two studies under review here are remarkable documents. They are 
at present, and will probably long continue to be, the best presentations 
available to Americans on the scale and character of the war effort of Ger- 
many. Each of them reviews the impact of the bombing campaign against 
the priority target systems including aircraft, bearings, oil, rubber, and 
other industries. The Over-all Report includes summary data on a num- 
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ber of other aspects of the problem such as the weight of attack, the bombing 
of transportation, and on the effects of “area raids” in damage to life and 
property. The larger report on The Effects of Strategic Bombing on the Ger- 
man War Economy is concerned solely with the effect on war production, 
and to this end gives data concerning the German war economy comparable 
to the data now available on our own war production. Since the Over-all 
Report contains some data of great interest which is not covered by the larg- 
er one, anyone who wishes to study the German war economy should use 
both. However, by far the greater part of the information of interest to 
economists is contained in the report on The Effects of Strategic Bombing on 
the German War Economy, and this report will be the subject of the rest of 
this review. 

This report makes available for economists the basic data on the German 
war production program. It would be hard to imagine anything more im- 
portant for present and future economic thought than this. We had already 
adequate data on our own war production. But any two cases are far better 
than any one, since any two facilitate the identification of the essential as 
against the merely incidental features. The German case is probably the one 
most valuable for economists after the American, for it was the next larg- 
est. 

It is a commentary on the age that production was, until the war, a 
branch of economics more cultivated by engineers than by economists. This 
was of course because of the “normal” prevalence of the condition opposite 
to that of wartime, that the financial conditions of the economy could not 
be taken for granted. Economists have been concerned with how to establish 
the preconditions for a high level of production. It was to this problem that 
J. M. Keynes devoted his thought, and his vigor in attempting to find a 
solution is the main reason for the high place he held in modern economics 
and for the appreciation of his work printed elsewhere in this issue of the 
American Economic Review. 

The first reason for valuing the data on war production in Germany, or 
in any other country, is that it is to a high degree in contradiction of the 
expressed opinions of economists before the fact. This is not said in order to 
disparage economists. The point is the familiar one that new data which 
contradicts old theories has always been the source stimulus to further 
advances in thought. 

It is worth while to recall what was thought of the German war economy 
from time to time in the recent past. Roughly, it is fair to say, the Ger- 
man arms economy was taken as largely a fraud until the fall of France. 
After the fall of France the signs were reversed, and those who had held 
that a totalitarian economy could not be efficient rang the alarms because 
it was efficient. This period in which the Nazi economy was overrated lasted 
until about the time of Pearl Harbor, for the simple reason that Pearl Har- 
bor coincided in time with the discovery that Russia would not go down in 
a single campaign and that Germany was in for a long war on two fronts. 

Thereafter, economists who thought that the Nazi system had been at the 
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maximum stretch of effort since 1939 thought also that the ceiling must 
have been reached no later than 1941, so that there must be a decline 
in 1942 and 1943 because of materials exhaustion and bombing. 

Actually, as the report makes clear, the German arms economy was at 
only a moderate level of effort until the time of Pearl Harbor, so much so, 
that the general level of munitions production was trebled thereafter. So far 
was it from the exhaustion of material resources that oil was the only mater- 
ial which became really short before the final stages of collapse. So far was 
Germany from the complete mobilization of manpower that even to the end 
of the war she made less effective use of manpower than did Britain. The 
anti-Nazi world had accepted Goering’s old bombast about “cannon instead 
of butter.” It had been pointed out that Germany had the advantage in war 
preparation of having caught the economy at the depression level, with all 
of the rise due to reémployment going into arms. We now find that the 
German economy was in a very different position. As the report states, 
‘".. Germany entered the war with a ‘guns and butter’ philosophy which 
was continued well after the initial defeats in Russia.” This was illustrated 
by the case of textiles, “By 1939, the textile economy of Germany was well 
prepared for war. The industry had fully recovered from the depression of 
the early 1930’s and the wardrobe of the German people was probably at an 
all-time peak.” 

The sharpness of this contrast between our idea of the German economy 
on the one hand, and the German economy as now revealed, was not true 
for public or popular economic thought alone. It continued to affect Allied 
intelligence throughout the war, and the report finds frequent occasion to 
comment adversely upon this fact. On the second page of the report there 
is mention of the fact that Air Marshall Harris had a low regard for economic 
intelligence, and that this influenced him in deciding in favor of area bomb- 
Ing as against “precision” bombing. At another point it is pointed out that 
a certain study was far from accurate in assessing the number of machine 
tools in Germany. In this particular case, Allied intelligence was better than 
the record implies, for the report in question was criticized by a number of 
agencies informally, although no other formal study was prepared in order 
to present the contrary data. But the report is correct in the numerous 
other cases mentioned and many more could be given. 

The fundamental reason for all of the bad guesses, both public and official, 
was that war production in the leading belligerents was operating on a scale 
outside of any familiar calculation. This was the cause of efforts made in 
both the United States and Germany to devise new statistical measure- 
ments by which to keep track of what was happening. In the United States 
this felt need led to the use of a “war production” index, and to efforts to 
adapt the peacetime concept of gross national product to wartime appli- 
cation. In Germany, thanks to a single enthusiast named Rolf Wagenfuehr, 
an index series was set up for “munitions production,” covering aircraft, 
ammunition, explosives, weapons, panzer and motor vehicles and naval con- 
struction. The report criticizes this index as a rather rudimentary one, and 
also for the base period chosen. The criticism seems scarcely well taken, for 
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the group of products in question throws a sharper light on the intensification 
of effort than any broader list could do, and the base period is set at the true 
time of transition from a semi-war economy to a full one. 

The contrast between the Spartan impression and the rather flabby real- 
ity of the Nazi economy before Stalingrad is readily explained. In the first 
place, there is the clear evidence that the Nazis did not in fact expect to 
fight a big all-year war. Secondly, in consequence of this the resistance to 
serious sacrifice was always superior, politically, to the claims of the war 
managers. “Suggestions that a plant be closed met the opposition not only 
of the management but also very often of a politically potent gauleiter, who 
assumed responsibility for the immediate interests of his area.” Thirdly, the 
control system was never developed until 1942 and later simply because it 
was not seriously needed. “It must be emphasized that throughout this 
period the German economy met the limited demands placed upon it, not 
only without evidence of strain, but also without controls. The Wehrmacht 
supply offices were, until well into 1942, Germany’s only war mobilization 
agency and exercised power only over munitions-producing enterprises.” 
Fourthly, there is positive evidence that the German military leaders were 
singularly inclined to abnegation in the matter of demands for weapons and 
ammunition. “The impression they leave is that... they were perfectly 
satished with what they had, no matter how little it was. .. .” 

The immediate implication is that the potential scale of the war was so 
far out of previous cognizance that it could move up not in one step, as we 
felt that it did, but actually in two. The Nazis, even in their casual way, 
raised the level so high that the world was astonished in 1940, yet Russia 
and the United States again moved it so much higher that the Nazis in turn 
were astonished. 

The nearest thing to an explanation offered for the increase in German 
munitions production after 1942 is to be found in the figures offered for 
employment in industrial work for the armed forces, which increased from 
5.6 milhons in May 1942 to 6.6 millions in May 1943 and to a lesser extent 
continued to increase into 1944. This is obviously insufficient by itself to 
account for the increase. It 1s the more surprising therefore that the report 
disposes of the German program for labor efficiency in war industry in a 
single paragraph on page 37, which states only that, ‘‘Finally, there were 
numerous attempts to increase the utilization of labor power by increasing 
labor efficiency. During 1942 it is reported that the government proceeded. 
to comb out inefficiently used manpower, applying output per man-hour as 
a test. Unfortunately statistics on this subject are not available.” Actually 
this is an instance where American intelligence as far back as the end of 
1943 was superior to the report, for there were reports prepared at that time 
which demonstrated how elaborate and intensive were the German meas- 
ures, both on the side of increasing the skills of labor and in reducing the 
skills required for specific industrial operations. 

In addition to the picture of the German economy, there is of course also 
a picture of the effects of bombing. The impression given to at least one 
reader is a depressing one. The bombing of oil in 1944 had a very definite 
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and drastic effect on the capacity of Germany to fight. The enormous at- 
tacks on transportation in the winter of 1944-45 caused a general break- 
down in the shipment of coal and in all war industry. Otherwise the main 
accomplishment of the whole strategic bomber offensive was the bringing of 
the Luftwaffe to battle and its defeat. The bombing killed several hundred 
thousand people and injured hundreds of thousands more (the report offers 
only a rounded estimate for the numbers), and destroyed the cities of 
Germany, with only a small effect on the power of Germany to fight. The 
report further confirms what was already known to the well-informed, that 
so-called “precision” bombing was actually much like what the layman 
thought of as area bombing. But since there will never be another war 
fought with the equipment of 1940-45, it is perhaps of little value, even for 
military purposes, to examine the questions concerning the use of resources 
which arise from the apparent wastefulness of air war, for both sides. 

There would be little point in venturing into broader criticism of the 
report. It would be nice to know many things which cannot be known. We 
will eventually know more than we do now, because the data now available 
will permit some calculations not yet made. The prime value of the accurate 
data on any one of the great war economies is in setting the scale accurately 
so that we can correct our innumerable hard-dying misimpressions. 

There are a few minor points, however, on which the report might have 
been improved. As might be expected of a report prepared by a considerable 
group, it is of uneven quality. The section on the Light Metals, Nonferrous 
Metals and Ferro-alloys shows a vagueness which implies a Jack of familiar- 
ity with the problems involved. The section on Iron and Steel is badly 
written. There are two charts on page 180, each having a line for munitions 
production, but with slight differences in the two lines which should be 
identical. The chart of Total Available Product on page 22 is difficult to 
interpret because neither the area nor the statistical basis is defined clearly. 
On page 95 it is stated that stocks of coal “in the Ruhr had fallen to 3,000 
tons at the end of September.” The figure is too low to be significant if 
accurate, and is probably inaccurate. On page 100 it is stated that “a sub- 
stantial part of the Swedish (iron) ore is non-phosphoric.” Only a small part 
is strictly non-phosphoric, although a large part is of low phosphorous con- 
tent. Table 62 on page 109 indicates that Germany had no domestic 
production of manganese in 1938, which obviously ignores her large domes- 
tic production of Spiegeleisen. Table 63 on page 110 indicates a consumption 
of molybdenum far beyond any level actually attained. Table 64 on page 111 
is nearly valueless, and does not wholly conform to Table 63 or to Appendix 
Table 83. 

All of these faults however are as fly-specks on a body of facts. An under- 
standing of production is indispensable to the solution of all our problems, 
and this can be attained only as war production comes to be understood in 
all of its conditions. The report marks a stage in the dispersal of the fog of 
war. 

GEORGE S. PETTEE 

Amherst College 
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Profitable Labor Relations and How to Develop Them. By PAUL Mooney. 
(New York: Harper. 1946. Pp. xi, 209. $2.50.) 


Mr. Mooney, who was formerly General Manager of Public Relations and 
Personnel for the Kroger Grocery and Baking Company, is presently 
engaged in independent management counseling work. In this book he sets 
forth his ideas concerning how management may formulate and administer 
a program for getting more in return for its wage dollar. 

Mr. Mooney’s main thesis is that management must replace its negative 
and defensive approach to labor problems with a positive program of leader- 
ship if it is to raise the efficiency of its labor force to a satisfactory level. 
This may best be accomplished, according to Mr. Mooney, by means of 
effective training throughout the organization. 

One of the points most effectively driven home is the importance of de- 
veloping among the employees a feeling of participation in the business, and 
consequently a true sense of the importance of their activities to the welfare 
of the company. Not only will this tend to keep their interest at a high pitch, 
thus increasing the information which they will absorb during the training 
program, but their own ideas, which they will then tend to offer more freely, 
can also be of great value to the company. Mr. Mooney has great respect for 
the fairness and intelligence of the average employee, regardless of his or her 
position in industry. When employees are given a chance to participate in 
solving the problems which concern them, a bridge may be thrown across 
the gap which has tended to separate management from the average worker 
as business has become larger and management, as a result, more specialized. 
These ideas are not new, of course, but they are set forth in a refreshing 
manner. There can be little doubt of the importance of repeated education 
in such matters if a greater volume of goods and services per capita is to be 
produced in the modern industrial democracy, as well as if, for less tangible 
reasons, the world is to become a better place in which to live. 

A number of check-lists are presented in various parts of the book to help 
management develop the abilities of employees and secure their fuller con- 
tribution to the success of the business. These check-lists, and the discus- 
sions concerning them, contain much food for thought. For example, six 
factors are said to determine how ably an employee does his job, as follows: 
(1) The character and ability he brings to it; (2) The nature of the work; 
(3) The way he is introduced to his job; (4) The reward he gets for his per- 
formance; (5) The opportunity he is given; (6) The leadership he receives.” 
(p. 9). Although the importance of each of these factors is obvious, how 
often do we find a company which gives them adequate attention? 

. The numerous valuable ideas in this book could, in a number of instances, 
have been presented more effectively. For example, a great deal is made of 
the fact that a program of training checkers in a grocery store led to a large 
increase in their production and to a large reduction in the errors they made. 
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To what extent, however, were these beneficial effects permanent? Mr. 
Mooney’s statements that these improvements had continued would be 
fully convincing only if they had been substantiated by a more thorough 
analysis of follow-up procedures used and of the results obtained over a 
period of time. Since it has frequently been observed that one of the hardest 
tasks in industrial relations is to make good results outlast the novelty of 
the experiments which may have led up to them, the durability of Mr. 
Mooney’s results as he states them could legitimately be questioned by the 
skeptic. 

The book contains a number of rather loose generalizations. For example, 
industrial engineers would be rather startled to read: “Thus far no one has 
devised an accurate method of measuring what a worker produces in com- 
parison with what he could produce if he gave his best efforts to the work. 
Consequently, in the absence of any method of measuring actual output in 
comparison with potential output, the performance the employer gets is 
just what the employee chooses to give” (pp. 190-191). In some lines of 
work, of course, measurement of actual versus potential performance is- 
difficult if not impossible, but quite accurate means of measuring the level 
of performance have been developed for many routine jobs in industry. 

To sum up, while the ideas in Mr. Mooney’s book are not new, in general 
they would seem to be fundamentally sound, and few would doubt the need 
for more education in their validity. Although the book is stronger in insight 
than it is in analysis, its shortcomings may well be overlooked for the 
benefit of being exposed to the industrial relations wisdom to be found be- 
neath a somewhat rough exterior. 

RicHARD H. Woop 

Princeton, N.J. 
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La Localisation des Diverses Productions: Règles Rationnelles Déduties de 
V Expérience. Bibliothèque Générale des Sciences Economiques, No. 18. 
By LAURENT Decuesne. (Brussels: Les Editions Comptables, Com- 
merciales, et Financiéres. 1945. Pp. 239). 


In this book Professor Dechesne has given us results of a lifetime of re- 
search in economic and historical geography. His aim is to set up a theoreti- 
cal framework adequate to explain the locations of all branches of economic 
activity at all stages of historical development, with a minimum of abstract 
deduction and a maximum reliance upon observed facts. 

The book fulfills this promise. Though often superficial or erroneous on 
particular points, it is valuable as a synthesis. For breadth of treatment it is 
probably unequalled in this field. The approaches of the geographer, the 
economist, the sociologist and the historian are skilfully integrated. Econo- 
mists will learn from this book a great deal about the relations of these other 
disciplines to their own, at the same time finding the author usually enough 
of an economist to retain their respect. It is recommended reading on this 
basis to any economist, though it will naturally appeal most to those in- 
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terested in regional development, population distribution, and interregional 
trade. Its application to all stages of economic development, and the wealth 
of historical illustrations, will commend it to students of economic history. 
The examples are drawn from all parts of the world, though Belgium and 
France naturally figure most often. 

In an opening chapter the author lays bare the limited applicability of 
certain earlier approaches to location theory, including Thiinen, Alfred 
Weber, Sombart, and the geographers. He correctly notes that the geog- 
raphers have generally overestimated the role of natural resources and 
underestimated the role of human techniques and relations, on account of 
their Inadequate knowledge of socialsciences; while the economists have 
mainly restricted their interest to international trade or to elaborating 
highly abstract and incomplete theoretical structures like those of Thünen 
and Weber. l 

Unfortunately, Dechesne overreaches himself here. In his anxiety to 
establish the unique character of his own work, he is unfair to several of his 
predecessors, and betrays an inadequate knowledge of their contributions. 
One of his counts against Thünen, for example, is that the existence of 
navigable waterways is ignored. Actually the Isolated State was equipped, 
in one of its versions, with such a stream. Much more serious is Dechesne’s 
complete ignoring of Ohlin and E. A. G. Robinson, and his dismissal of 
Palander and Lösch in a couple of sentences, which strongly suggest he has 
never really read those authors. It is fair to say he is fifteen years behind 
the times in the literature of locational economics. I do not feel competent 
to appraise his appraisal of the sociologists, historians and geographers, but 
note his failure to mention, for instance, McKenzie’s work, or Whittlesey’s 
The Earth and the State. Nor is there any reference to a number of sta- 
tistical and policy studies from the United States and Great Britain 
which were available before the War. This inadequate digesting of other 
literature, to be sure, makes Dechesne’s actual achievement the more re- 
markable. 

The author lays stress on the basic distinction between production ad- 
vantages (primarily labor and energy costs) and transfer costs, with the 
latter category subdivided into costs of assembling materials and costs of 
distributing the product. An unusual and praiseworthy feature is his 
emphasis on elements of transfer cost other than transportation, which 
assume great importance in the case of luxury goods, “shopping goods,” or 
other differentiated products and, on account of the small scale of transac- 
tions and the personalized character of trade, at the final stage of distribu- 
tion to the consumer. 

His treatment of the extractive industries, which are tied directly to the 
natural resources they exploit, is conventional. He recognizes that access 
to market (and in certain cases, access to sources of transported materials 
such as fertilizer or mine supplies) determines the extent to which various 
resources will in fact be exploited; but concludes that “Nature” (the 
distribution of resources) is still the dominant locational factor for this type 
of activity. 

Industries representing early stages of production are likely to be oriented 
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to the extractive industries as sources of materials, on account of the usually 
considerable degree of weight- or bulk-reduction involved. As goods advance 
through subsequent stages of production toward final consumption, they 
become more valuable per unit of weight, hence more “transportable”; 
so considerations of transport cost have less weight and the patterns of such 
industries are increasingly responsive to differentials in costs of production. 

This last principle is repeatedly emphasized. It is supported, however, 
only by the reasoning just cited and by a number of selected examples. 
Surely this is a point on which more penetrating analysis and some compre- 
hensive statistical inquiry would be desirable. It does seem reasonable that 
the big reductions in bulk, weight or perishability of goods tend to be made 
at the earliest practicable stage of production, while subsequent reflations 
-—e.g., the adding of water to beverage extracts—tend to be delayed to the 
latest practicable stage. This means that early stages are more likely to be 
material-oriented and late stages market-oriented. But the increase in 
“transportability” is a slippery notion. It seems to reflect the relation be- 
tween value per ton (say) and the cost of shipping a ton over a unit distance. 
Where the manufacturing process makes the material a good deal more 
bulky (as furniture factories and bottling plants do), the ton-mile costs of 
shipment on the product may increase more than the unit value. In any 
event, the most appropriate indicator of the sensitiveness of an industry to 
production-cost differentials would appear to be the value added by that 
stage of production, not the total value of the materials at that stage. I 
see no reason why value added must be greater in later than in earlier stages 
of production. 

Dechesne often seems to slight the factors making for market orientation. 
He concedes only that such orientation may arise when commercial contact 
considerations (the non-transport elements of distribution costs) are pre- 
dominant, or in a few “exceptional” cases where products are very difficult 
to move. Surprisingly, however, he illustrates this latter category by refer- 
ring to ships and locomotives. Surely self-propelled vehicles are the easiest 
possible type of product to deliver! (Elsewhere the author himself refers to 
the relative ease of raising livestock at a distance from markets, on account 
of their ability to carry themselves to market.) 

The discussion of transfer costs could have been improved, without un- 
due loss of generality, had the author inquired into the internal economics 
of transport and communication as such. He does recognize the economy 
of water routes as against land routes, and railroads as against earlier 
methods of overland transport. Once or twice he mentions the factor of 
cheap return hauls. But such important and inescapable factors as the 
existence of terminal costs, the economies of dense traffic, and discrimina- 
tion against “more transportable” goods (meaning here, let us say, those 
with lower elasticities of demand for transportation), are ignored in the 
analysis. The first two are important concentrating factors, while the third 
offsets, to an undetermined extent, the locational effects which Dechesne 
attributes to the increase of unit value of goods as they pass through suc- 
cessive stages of production. 

The treatment of the gradual separation of early-stage processing of 
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agricultural products from the farm, under the influence of improved 
transport and large-scale production techniques, is illuminating. It is 
pointed out that those operations which remained most tenaciously attached 
to the farm are the ones with low skill requirements or a high degree of 
weight loss, and those yielding bulky by-products useful on the farm. 

Dechesne’s category of ‘‘transforming Industries proper” excludes the 
first processing of agricultural materials and also the “heavy industries” 
which work with crude mineral products. More responsive to production- 
cost differentials, the transforming industries are located more and more 
with respect to labor supply and energy costs, as the cheapening of transport 
diminishes the importance of materials and market factors. In medieval 
times, an adequate free labor supply was found only in the towns; but the 
restrictive practices of the gilds raised labor costs and prevented manu- 
facturers from introducing improved methods, bringing a general exodus to 
the countryside. The development of water-power machinery brought these 
rural industries from scattered households to waterpower sites, and the later 
development of steam power further concentrated them where fuel was 
cheap, in the new industrial cities of the Industrial Revolution, (Dechesne 
properly indicates that the contemporary “Transport Revolution” was 
really what made concentrated mass production, urbanization, and the 
world economy of the nineteenth century possible.) 

In a chapter dealing with ‘production advantages peculiar to the in- 
dustry,” the author introduces the concept of “derived” factors of loca- 
tion—that is, advantages or disadvantages created in a community by the 
presence of the industry itself. An established location, by virtue of the 
“derived factors” of trained labor, commercial and financial facilities, and 
fixed plant, possesses a strong inertia, which keeps such locations in business 
long after the originating factor is obsolete. On the other hand, the author 
sees a general tendency for the labor supply in concentrated production 
centers to go in for restrictive practices which (as in the case of the medieval 
gilds) provoke a flight of industry. 

A conclusion of general interest is that industry as a whole is now rural- 
izing again, and that cities will decline in importance. Though the effect of 
cheaper and better transport is to make possible an increased concentration 
of any one industry, the agglomerative factors accounting for cities can be 
resolved mainly into costs of transfer and contact, labor efficiency, and. 
energy costs. Improved means of transport and communication loosen the 
first of these ties; the loss of initiative and productivity of urban labor, and 
its reliance on restrictive cost-raising tactics, plus opportunities for in- 
troducing labor-saving machinery in rural locations, remove the second 
factor of urbanization; and the use of transmitted electric power equalizes 
energy costs through the countryside. Therefore, concludes the author, we 
are progressing to a new ruralization of industry, especially evident in the 
United States. 

The only fact-finding investigation cited in support of this radical con- 
clusion is that of Daniel B. Creamer.) A more careful reading of Creamer and 
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of subsequent studies would have made it clear, however, as Dechesne does 
not, that the “decentralization” trend in American manufacturing industry 
is mainly a spreading-out of major industrial communities, best described as 
“‘suburbanization.” For population as a whole, there is still less evidence of 
any ruralization trend beyond that involved in the internal rearrangement 
of metropolitan areas. 

In a chapter on the locations of industries of different intensities, Dechesne 
expounds soundly the general principle of combination of productive factors 
in variable proportions according to their relative prices, and shows that the 
adjustment of the labor-capital ratio in industry is basically akin to the 
adjustment of land-use intensity in agriculture. Little is added, however, 
to previous developments of this subject. It is demonstrated by example 
that intensity of land use varies with density of population. With high 
intensity and density we find an increased proportion of farm tenancy, and 
as a result less energetic and less efficient use of the land. On the other hand, 
very low densities and intensities are the basis of latifundiary exploitation, 
which ‘is likewise inefficient and retards progress toward more intensive 
uses. 

The whole discussion of intensity of land use deals with agriculture. A 
surprising lacuna in this book is the omission of any discussion or even 
mention of the structure of cities. 

The adverse effects of locational shifts upon the economy of some regions 
is briefly handled, primarily with reference to the effects of improved 
transport in extending the sphere of geographical specialization (in De- 
chesne’s terminology, widening the “domain” of location). The “structural 
crisis of the nineteenth century” is ascribed to the competition of New- 
World agriculture with that of Europe as a result of improved transport. 
Europe adapted herself by further specialization in industry (and by pro- 
tection), but a new structural crisis now manifests the desire for industrial 
self-sufficiency in the erstwhile “new countries.” We have now entered a 
period of nationalistic trade restriction, particularly serious for small 
countries like Belgium. 

Belgium abandoned her early quality industries during the Industrial 
Revolution because she was so well situated to participate in the world 
exchange of standardized commodities. To weather the period of inter- 
national trade restriction, she must learn from Sweden and Switzerland, 
which kept and developed their high-quality specialty export industry 
primarily because they were at a relative disadvantage in the production 
and marketing of the cheap staples. The author is optimistic here, seeing 
Belgium well on the way to the necessary improvement of production and 
merchandising techniques. 

The author’s views on public policy have already been more ably ex- 
pounded by Adam Smith. Dechesne refuses to admit governmental action 
of any kind into his theory, on the ground that it is inherently irrational and 
unsystematic, therefore incapable of being theorized about. A brief chapter, 
however, recites the failure of various protective schemes and state enter- 
prises. All the protectionism of the nineteenth century, so far as he has been 
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able to discover, failed to start a single new industry in any country.? He 
concludes that any kind of government action is generally harmful in its 
locational effects and that only if it happens to ride the wave of fundamental 
“economic conditions” may it be innocuous or slightly helpful. 

In an encyclopedic work of this kind, one should not expect perfect 
accuracy. But this book is so strikingly slipshed in matters of detail that the 
reader must watch his step. A spot check of the bibliography and notes 
revealed errors in about one reference in eight. A. P. Usher, for instance, is 
invariably referred to as either ‘“Payton-Usher”’ or simply “Payton.” The 
illustrative cases from American and also British literature are also so often 
incredible that one can only hope Dechesne is more trustworthy on his 
home ground, Thus we learn that the American steel industry is rapidly 
migrating to the shores of Lake Superior; that there are seven New England 
states; that cheap electric power is reviving rural household industry in the 
United States; that Welsh coal can reach London only by rail; and that the 
manufacture of farm implements in the United States was concentrated in 
the cereal belt, at Ipswich. In some other places, this reviewer was able to 
reconcile a sentence with its context only by supplving an omitted negative. 

Despite its shortcomings, the book should be widely read, as a valuable 
contribution to the broader understanding of economic geography. 

EDGAR M. HOOVER 

University of Michigan 


Labor and Industrial Relations 


Labor Policy of the Federal Government. By HaroLd W. Metz. (Washington 
The Brookings Inst. 1945. Pp. ix, 284. $2.50.) 


This valuable study refutes the common assertion that the federal govern- 
ment has no labor policy, or at best a vague and vacillating one. Mr. Metz 
points out that federal labor legislation has consistently aimed at improving 
the economic and social lot of the working classes. Thus the purpose of the 
Department of Labor was declared to be “to foster, promote, and develop 
the welfare of the wage earners of the United States, to improve their work- 
ing conditions and to advance their opportunities for profitable employ- 
ment.” The scope of federal labor legislation, prior to the Roosevelt ad- 
ministration, had been rather limited, partially due to judicial interpreta- 
tions of federal powers. With the advent of the Roosevelt administration, 
aside from the existing Norris-La Guardia Act which was a foreboding of the 
nature of future laws, there came a mass of labor legislation, frankly 
designed to aid and assist labor while at the same curbing and eliminating 
many of the “rights” of management. Paralleling this legislation there de- 
veloped a markedly sympathetic attitude on the part of the Supreme Court 
for labor’s “rights.” 

The author portrays three stages of the public attitude toward collective 


2 At another point he states, without explanation, that this protectionism extended the 
“domain of location” (¢.e., aided geographic specialization) | 
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bargaining, namely, suppression, toleration and encouragement. This is 
shown by the evolution of the workers’ rights to organize, and protection by 
federal criminal penalties and administrative remedies against employers 
who violate these rights. The official encouragement of union organization 
is traced through the Railway Labor Act, the Norris-La Guardia Act, the 
Nationa! Industrial Recovery Act, the National Labor Relations Act, and 
the policies of the War Labor Board. Attention is directed, by legal citations, 
to restriction of the employer’s right of free speech lest it be construed as 
coercion of employees, and to the various interpretations of the unfair labor 
practices prohibited by the National Labor Relations Act. Attention is also 
given to the unfolding of unlimited rights to strike, regardless of the purpose 
of a strike, to the virtually unlimited right to picketing under federal law, to 
the acceptance of most all kinds of labor boycotts, and to the shrinking legal 
responsibility and liability of unions and their members. 

The employer’s obligation to bargain collectively under federal legisla- 
tion, and the power of administrative agencies to influence the terms of the 
collective agreement are carefully treated. Under the Railway Labor Act 
collective bargaining need not result in agreement, thereby offering no 
opportunity for governmental dictation of terms. But the War Labor Board 
assumed the power to prescribe the terms to be included, and the National 
Labor Relations Board may indirectly Influence the terms by declaring an 
employer’s failure to grant “desirable” demands of the workers or his in- 
sistence on “undesirable” terms as a refusal to bargain collectively. 

An extremely meaty chapter is that on union organization, in which the 
author delineates the influence of the federal government upon the organiza- 
tion of the American labor movement. Mr. Metz states that the federal 
government has “favored the development of large bargaining units, and it 
has encouraged unions that are affiliated with the A. F. of L. and the CIO 
while discouraging independent organizations.” As to the two objectives of 
the National Labor Relations Act—protection of the worker’s right of self- 
organization and the increase of labor’s bargaining power, the author shows 
that the Board generally gives chief consideration to the latter. 

The present policy of the federal government is described as promoting 
the closed shop and other forms of union preference, except in railroad 
transportation where the law, through the influence of the railway unions, 
has prohibited the closed shop. The closed shop and other forms of union 
preference are pointed to as facilitating inter-union warfare. Federal policy 
does not extend to the protection of the individual worker through control 
over the admission or expulsion of members from the union organization, 
nor through assurance to the nonunion worker that collective bargaining by 
the union will even consider his interests. 

The government from 1933 to the present has found itself playing a dual 
rôle with respect to wages, mostly to increase wages, but at other times to 
prevent them from going too high. Direct and indirect devices have been 
used to carry out these policies. The direct method has found favor in the 
form of minimum wage laws, and in the war period through making wage 
changes subject to government approval. In the various federal attempts 
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to regulate wages directly, Metz indicates that the government has failed 
to develop and apply objective standards of determination. He feels that, 
although this may have proven advantageous to labor so far, the same wage 
machinery in the hands of unsympathetic administrators could be operated 
to labor’s disadvantage. The federal criteria for regulating the hours of labor 
are varied—to reduce unemployment, to increase wages, to increase pur- 
chasing power, and to promote safety, while regulation of child labor was 
justified as a means of preventing their exploitation and eliminating a wage 
depressant. 

The author discusses at some length the settlement of labor disputes and 
the adjustment of wartime labor disputes. In his concluding chapter he 
summarizes the major trends of the federal government’s labor policy. 

This work presents a concise, clear-cut analysis of the entire federal labor 
policy. It is well documented throughout, and is strikingly clear of bias. In 
the reviewer’s opinion it is a book which the student of labor legislation or 
labor problems has sorely needed. 

Hart E. Mountz 

New York University 


Industrial Relations and the Social Order. By WILBERT E. Moore. (New 
York: Macmillan. 1946. Pp. xii, 555. $4.00.) 


Professor Moore set a high goal for this book. He has undertaken, in a 
textbook, to consider as a single whole the material usually treated sepa- 
rately as corporation management, personnel administration, labor rela- 
tions, as well as theories of capitalism, social psychology and other things. 
He has sought, as he points out in his preface, to describe and explain “the 
functioning of the structure as a whole.” Such a venture deserves success. 
But success requires more knowledge, more sense of selection and emphasis, 
more penetrating understanding than most men have. 

Such an undertaking could be considered successful on two grounds: 
either that it provided a clear effective summary of massive and widely 
scattered material, or that it provided new (or even useful) insights. Pro- 
fessor Moore’s book does neither. For most readers, more concrete and 
specific summaries are provided elsewhere, if not in one volume, at worst in 
three or four. 

The job is made even more difficult for this book by the transposition into 
sociological terms, when so much of the basic material is written by lawyers 
and economists. Although the author sought to direct new light on the 
problems of society and industry by using the devices of sociology, most 
of the source material on which he depends does not fall easily into the 
sociological categories. The result is confusing, rather than enlightening. 
Too often the writing becomes unremittingly abstract and general, and the 
sociological approach seems at times to be little more than embroidery of 
the obvious. 

The range of subject matter in the book is so broad and varied that only 
the most powerful adhesive thinking could bring a real sense of integration. 
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The insights which might illuminate the relations betwee the various 
fields covered by the book are not there. 

The scope of the book is indicated by the titles of its main parts: De- 
velopment of Modern Industry; Industrial Organization: Management; 
Industrial Organization: Labor; Industrial Relations; Industry and Society. 

The frst Part is an effort, in less than forty pages, to block out in broad 
strokes the origins of modern industry, its relation to inventions and 
technology, and its dependence on the theory of “individualism.” The dis- 
cussion of Industrial Organization: Management is a review of the character 
and organization of modern industrial management; how organizations are 
charted, the division of functions, and the disparities between formal and 
human relations. 

The Part on Industrial Organization: Labor is something of a rag bag of 
subjects. The sources of labor supply and a list of wastes of labor resources 
are reviewed at some length. These chapters, however, do not discuss our 
extraordinary experience with the wartime labor market which seriously 
stretched some of the old ideas of the way the labor force is limited by the 
numbers and skills of workers. Since Professor Moore later says he thinks 
that we need economic planning for full employment, it would have been 
desirable to consider the only substantial experience this country has had 
with the way the labor market acts when there are more jobs than workers. 
Probably even more appropriate would be an extended discussion of the 
techniques of occupational analysis and placement. The war experience 
showed that the way each employer hired and used his labor was more im- 
portant in setting the limits of manpower for production than any theoreti- 
cal limit.in the total labor supply. In the past few years there have been 
developed techniques in this field which ought to be more widely known and 
used. 

The rest of this Part sketches the results of some of the studies on the 
effect of fatigue and routine on machine workers. There is described, perhaps 
with more conviction than the state of knowledge justifies, the motives 

workers have for working. He says, “that the goals appearing to be domi- 
= nant in the worker’s orientation to his job are security, pleasant working 
conditions, and status in a competitive society.” 

In the Part on Industrial Relations, summary treatment of labor organi- 
zation, collective bargaining, and industrial conflict is undertaken. The 
significance of such treatment, of course, depends upon the points which 
are emphasized. The discussion of collective bargaining, for example, deals 
at length with the operation of the National Labor Relations Act and the 
interpretations that have been put upon its provisions, but not at all with 
the economic and political significance of the wage bargain. One does not 
need to have gone through the explosive struggles over wages in the past six 
months to decide that the bargaining on, for example, the common labor 
rate in the steel industry entrains in its wake industry-wide and nation-wide 
economic and political consequences. In a similar fashion, the treatment of 
industrial conflict will not satisfy those who want help in thinking about 
consequences of recent industrial struggles. 
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Although it must have been intended to weave throughout the entire 
treatment of the book a consideration of the social impacts of industry, 
most of the discussion of this aspect is tied to the end of the book in a final 
Part largely unrelated to the early discussion. The prospects and problems 
of economic planning are touched upon in a final chapter with the con- 
clusion, certainly not to be drawn from the context, that some form of 
economic planning by the government must be undertaken. 

Professor Moore has provided extensive and useful bibliographies with 
each chapter. They reveal how great and variegated is the knowledge which 
the social and economic philosopher must bring to the study of mdustrial 
relations and the social order. Any student who undertook to read through 
the listed books would have a rich background in a number of subjects. 

The project which Professor Moore undertook was a very worthy one. 
Though the book has not met the demands of its grand scheme, certainly 
one reason is that the undertaking was so ambitious. If the book stimulates 
others to think and write about the ways in which management practice 
and industrial relations interlace and, in turn, affect community and social 
relations of people, it will have been more than justified. Too much in- 
dustrial administration and too much collective bargaining today is under- 
taken without regard for the social consequences. 

Rarrs D. HETZEL, JR. 

Washington, D.C. 


Collective Bargaining. By LEONARD J. Smitu. (New York: Prentice Hall. 
1946. Pp. xiii, 486.) 


This book is not concerned with the social, political, or economic signifi- 
cance of collective bargaining. Its purpose is to present certain fundamentals 
that will be helpful in negotiating and administering collective bargaining 
contracts. To this end the material is organized in three sections. The first 
deals with the nature of collective bargaining from the standpoint of the 
conceivable bargaining units involved, the likely attitudes of the parties 
toward collective bargaining, and the possible objectives they may be seek- 
ing through drawing up a labor agreement. This is then followed by a section 
that considers the problems of actual negotiations in terms of the pro- 
cedures that may be followed and the tactics that may be employed by the 
negotiators. This section contains some helpful suggestions in regard to ways 
by which the conduct of negotiations may be smoothed. 

The last section constitutes the major part of the book. It attempts to 
take the labor agreement and to consider all of its possible major individual 
provisions. These the author believes can be grouped around eight major 
headings: union recognition, wages, working time, conditions of employ- 
ment, management rights, seniority, day-to-day relations, and, lastly, 
certain formal provisions in regard to the purpose and duration of the con- 
tract. After commenting on each major topic, the author proceeds to con- 
sider the various provisions that it is likely to take in the collective bargain- 
ing contract. An especially noteworthy feature is the construction in 
- connection with each provision of the labor agreement of a check list which 
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quickly brings to light all the important items that may require specification _ 
in connection with the provision if confusion is to be avoided. 

The remainder of the book consists of a glossary of labor terms, a descrip- 
tion of the important private, public, and labor research organizations which 
furnish information that may be of use to negotiators, and a select forty- 
three page bibliography of books and articles on collective bargaining with 
discriminating comment in regard to each item. The book concludes with a 
series of appendices on Industrial Jurisprudence, Illustrative Labor Agree- 
ments, and Specimen Labor Agreement Clauses. The 117 pages of illustra- 
tive labor agreement material would be more useful if an index or even a 
mere table of contents were furnished. 

A. MorGNER 

University of Colorado 


Labor in the Philippine Economy. By KENNETH K. KURIHARA. Issued under 
the auspices of American Council, Institute of Pacific Relations. (Stan- 
ford University: Stanford Univ. Press. Pp. xv, 97. $2.00.) 


This brief book is a semi-popular treatment of the position of labor in the 
Philippine Islands in the pre-war years. Philippine labor problems are con- 
ditioned by the fundamentally agrarian and colonial nature of the Islands. 
Much of agricultural production is carried on under a share-cropping 
system, while ownership of land is highly concentrated. Industrial produc- 
tion “has not yet outgrown the handicraft stage” (p. 9). “Economic de- 
pendence on the United States ... largely accounted for the immature 
growth of native industry” (p. 10). 

In his account of the history of labor organization, the author says, 
“Trade-unionism had not yet reached the broad masses in the Philippines 
in 1941” (p. 69), At the end of 1940 only about five per cent of the gainfully 
employed workers, industrial and agricultural, were organized and less than 
two per cent in registered labor unions. Labor organization is also hampered 
by factionalism. The author is sympathetic toward further organization of 
labor as a means of raising the standards of Philippine labor. He is also 
sympathetic toward the “Social Justice” program, in many ways the 
Island counterpart of the New Deal. 

This reviewer would have liked to have seen a more thorough examina- 
tion of the implications involved in the imposition of a “social welfare” 
program upon an economy in the early stages of capitalist industrial- 
ization. 

FRANCIS S. Doopy 

Boston University 


Population; Migration; Vital Statistics 


Economic Demography of Eastern and Southern Europe. By WILBERT E. 
Moore (Geneva: League of Nations. 1945. Pp. 299. $3.00.) 


This book is the second of a series to be prepared for the League of Na- 
tions by the Office of Population Research of Princeton University. The 
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first was the important work published last year under the title, The Future 
of the Population of Europe and the Soviet Union. These publications repre- 
sent the beginning of an extended program of research undertaken by this 
organization for the League. 

Essentially, this study deals with the problem of rapidly growing popula- 
tion in agricultural countries with few or meagre resources. In contrast to 
the relatively prosperous and industrial countries of northern and western 
Europe, in which population is increasing but little or is actually declining, 
this volume shows the poor relation of men and resources and the large 
potential growth in agrarian countries of eastern and southern Europe. The 
countries studied fall into two main groups: (1) eastern and southwestern 
Europe exclusive of the Soviet Union (Estonia, Latvia, Lithuania, Poland, 
Czechoslovakia, Hungary, Rumania, Yugoslavia, Bulgaria, Albania, and 
Greece); and (2) the southwestern Peninsulas (Italy, Portugal, and Spain). 
Not counting the Soviet Union, approximately one-half of the people of 
Europe live in these areas. Projected population figures for these countries 
for 1940-70 show very substantial increases in numbers. Also in contrast to 
the more highly developed and industrialized nations of northwestern and 
central Europe, these countries are largely dependent upon agriculture. 
This fact is extremely important in any population study. Although these 
general facts have been well known, Moore has made a significant contribu- 
tion in attempting to deal with the entire and complicated problems which 
will prove to be so important not only to the welfare of these peoples but 
- also to the peace of Europe. 

Moore shows the low productivity per capita in agriculture in those areas 
where the need is the greatest. In order to do this it was necessary to work 
out a basis by which some comparison between the various countries could 
be made, The quantity of each commodity grown was “given a standard 
weight that reflects the typical or modal exchange ratio between that com- 
modity and the crop basket” (p. 31). The value of production in crop units 
was then related to persons dependent on agriculture and to male workers 
engaged in agriculture to make some approximation of the relative income 
of the agricultural population. The effectiveness of the use of land was 
studied by production in crop units per hectare of agricultural land. The 
relative poverty of the southern and eastern areas is clearly brought out by 
these data. The author also attempts to show that most of these countries 
already have surplus population. This computation is based on the as- 
sumption that any number in excess of that necessary to produce the 
production of the average per capita for Europe is surplus. France is also 
used as a basis for comparison. j 

There follows an analysis of the institutional and technological factors 
which explain the low productivity. Systems of inheritance, strip cultiva- 
tion, and very small and uneconomical holdings are discussed. Lack of 
capital is an extremely important factor in explaining this low production. 
Moore believes that, with the institutional and organizational conditions 
prevailing in these countries, there is little ground for believing that the 
condition of the eastern and southern peasant can be greatly changed 
through improvements in agriculture. The pace of change and the possible 


716 THE AMERICAN ECONOMIC REVIEW 


growth of agricultural capital would be too slow. There is a widely accepted 
opinion among population students that emigration, while relieving pres- 
sure to some extent, affords no real or permanent solution for a country 
with an unfavorable relation of men and land. Moore does not believe that 
emigration is any solution to the problem of these agrarian countries. 

According to this study, hope for an improvement in the poverty of these 
countries lies largely in industrialization. Industrialization would not only 
bring forth new and greater amounts of products but at the same time 
would lead to a needed decline in the birth rate. Although deficient in power 
and minerals, there are many industries which might be successfully in- 
troduced. As in the case of agriculture there is a dearth of capital, but Moore 
believes that this industrial capital could more easily be secured than in the 
case of agriculture. Government aid and planning would play an important 
part in this development. Already these countries support hidden unem- 
ployment in agriculture and these potential workers could be utilized in 
industrial work. Moore is of the opinion that modern industrial techniques 
of northwestern Europe could be introduced in a rather short period. 

As indicated above, this study uses some of the new techniques to bring 
out the unfavorable relation of resources to numbers. Overpopulation is a 
relative matter and is a conception which is both difficult to define or to 
prove. In the matter of methodology there may be and usually are differ- 
ences of opinion. -The author is fully aware of the limitations of statistical 
data. This is a study very carefully done and without dogmatic statements. 

As we look at Europe at the present time and consider its economic and 
political problems, there is a serious limitation to this study. The entire 
approach of this book, written in 1945, is based on the assumption of some- 
thing like a pre-war Europe. It now seems certain that a number of these 
nations face political and institutional changes of the greatest importance. 
Some of them may disappear entirely or be so modified that they cannot be 
identified with those of pre-war Europe. Will many of them be combined 
into a sphere of influence dominated by the present great power to the 
East? Will Latvia, Rumania, or Bulgaria institute planning to secure in- 
dustrialization on anything resembling pre-war economic units? Present 
signs point in other directions. Whatever happens to these countries, this 
book will represent an extremely important work about the demography of - 
this important area of Europe. 


LAWRENCE R. CHENAULT 
Hunter. College 
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vi, 241. $2.75.) 


RAUDENBUSH, D. W. Democratic capitalism. (New York: John Day. 1946. Pp. 349. $3.50.) 


Death agony of capitalism and the tasks of the Fourth International. (New York: Pioneer Publish- 
ers. 1946. Pp. 64. 25c.) 


Director of War Mobilization and Reconversion: fifth report to the President, the Senate and the 
House of Representatives, January 1, 1946. (Washington: Supt. Docs. 1946. Pp. v, 73.) 


Statistical Methods; Econometrics; Economic Mathematics; Accounting 


Bourses, R. L. C. How to read statistics. (Milwaukee: Bruce. 1946. Pp. 196. $2.50.) 


Crom, W. L. and SCHUMPETER, J. A. Rudimentary mathematics for economists and statisticians. 
(New York: McGraw-Hill. 1946. Pp. xi, 183. $2.50.) 


Finney, H. A. Principles of accounting—intermediate. 3rd ed. (New York: Prentice-Hall. 1946. 
Pp. xii, 873.) 


Hauser, P. M. and LEONARD, W. R., editors. Government statistics for business use. (New York: 
Wiley. 1946. Pp. xvi, 432. $5.) 
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Maucu, L. C. Statically indeterminate structures. (New York: Wiley. Pp. 346. $5.) 
SCHORER, H. Statistik—Grundlegung und Einführung in die statistische methode. (Berne: 
Francke. 1946. Pp. vi, 255. Sw. fr. 12.80.) 


India—guide to current official statistics. Vol. —Production and prices. 3rd ed. Prepared under 
S. Subramanian. (Delhi: Manager of Pubs. 1945. Pp. 144. 4s.) 


Technical papers of the twentieth annual Michigan Accounting Conference, November 10, 1945. 
(Ann Arbor: Univ. of Michigan Press, $1.) 


‘National Income and Product; Income Distribution; 
Consumption Statistics 


Barna, T. Redistribution of incomes through public finance in 1937. (New York: Oxford. 1946. 
Pp. 292. $5.) 


MENDERSHAUSEN, H. Changes in income distribution during the great depression. Stud. in in- 
come and wealth, Vol. 7, (New York: Nat. Bur. of Econ. Research. 1946. Pp. xviii, 173. 
$2.50.) 


Studies in income and wealth. Vol. 8. By Conf. on Research in Income and Wealth. (New York: 
Nat. Bur. of Econ. Research. 1946. Pp. xiv, 297. $3.) 


Business Cycles and Fluctuations 


FRIEDMAN, M. and others. What can be done about inflation? Transcript no. 120. (Chicago: 
Univ. of Chicago Round Table. 1946. Pp. 27. 10c.) 

Harpy, C. O., Writtams, K. B., and ELrys, H. S. Prices, wages and employment. Postwar 
econ. stud., no. 4. (Washington: Board of Governors of the Federal Reserve System. 1946. 
Pp. iv, 94. 25c.) 

Contents: Prospects of Inflation in the Transition Period by C, O. Hardy; Employment 
and Wage Policies by K. B. Williams; Monopoly and Unemployment by H. S. Ellis. 


Kipner, F. L. California business cycles. (Berkeley and Los Angeles: Univ. of California Press. 
1946. Pp. xiv, 131. $2.50.) 


Logs, H. Full production without war. (Princeton: Princeton Univ. Press. 1946. Pp. xviii, 284 
$3.50.) 


Persorr, A. M. Sabbatical years with pay-—~a plan to create and maintain full employment. (Los 
Angeles: Charter Pub. Co, 1945. Pp. 144. $2.50.) 


Preou, A. C. Lapses from full employment. (New York: Macmillan. 1946, Pp. viii, 73. $1.50.) 


Rakowski, J. Die “Vollbeschéftigung” im Kreuzfeuer—Eine dogmenkritische Untersuchung. 
(Berne: Francke. 1946. Pp. 52. Sw. fr. 2.80.) 


SWANSON, E. W. and Scumunt, E. P. Economic stagnation or progress—a critique of recent doc- 
trines on the mature economy, oversavings, and deficit spending. (New York: McGraw-Hill. 
1946. Pp. xi, 212. $2.50.) 


schweizerische Beiträge cur Wartschafilichen Wellen—und Konjunkturforschung: Heft 1—Daes 
roblem des Freud; Das Wetter als Konjunkturfaktor. (Berne: Francke. 1946. Pp. 136.) 









Public Finance; Fiscal Policy; Taxation 
_R. The future of the corporation income tax. (New York: Irving Trust Co. 1946. Pp. 


beat Clary policies and full employment. (Berkeley and Los Angeles: Univ. of 
Pp. xx, 268. $3.50.) : 


scal y la economía nacional. (Lima: Talleres Gráficos de la Edi- 
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Harris, S. and others. How dangerous is the national debt? Transcript no. 425. (Chicago: Univ. 
of Chicago Round Table. 1946. Pp. 24. 10c.) 


Puiu, Ky. Det Offentliges finanspolitik og den okonomiske activitet. eae: Ejnar 
Munksgaards Forlag. 1942. Pp. 437.) 


Decisions of the Comptroller General of the United States, July 1, 1944-June 30, 1945. Vol. 24. 
(Washington: Supt. Docs. 1946. Pp. 1,115. $2.25.) 


Financing government in Georgia, 1850-1944. Monog. no. 5. (Athens: Bull. of the Univ. of 
Georgia. 1946. Pp. x, 76.) 


Individual income tax provisions of the internal revenue code, taxable years beginning in 1946. 
(Washington: Supt. Docs. 1946. Pp. 385. 55c.) 


Money and Banking; Short-Term Credit 


Burns, E. J. Some financial trends of commercial banks in Philadelphia. Stud. in econ., Vol. 16. 
(Washington; Catholic Univ. of America. Pp. 132. $1.50.) 


NEILSEN, A. E. Production credit for Southern cotton growers. (New York: King’s Crown Press. 
1946. Pp. vi, 194. $2.50.) 


PEDERSEN, J. Pengeteori og pengepolitik. (Copenhagen: Nyt Nordisk Forlag. 1944. Pp. 381. 
Kr, 16.50.) 


Assets and liabilities, December 31, 1945-—operating insured commercial and mutual savings 
banks. Rept. no. 24. (Washington: Fed. Deposit Insur. Corp. 1946. Pp. 34.) 


The federal budget can be balanced now! ; where to find $11.3 billion of challengeable spending in the 
federal budget for 1947. (Washington: Citizens Nat. Committee. 1946. Pp. 23.) 


International Trade, Finance and Economic Policy 


ANDERSEN, P. N. Bilateral exchange clearing policy. (London: Oxford Univ. Press. Pub. for 
Inst. of Econ. and Hist., Copenhagen. 1946. Pp. 242.) 


Croves, C. and BECKER, E. F. Channels for trading abroad, Bur. of For. and Dom. Commerce, 
econ. ser. no. 52, (Washington: Supt. Docs. 1946. Pp. 30. 10c.) 


Damatas, B. V. Essai sur Vévolution du commerce international—les théories, les faits. (Paris: 
Presses Univ. de Fran. 1940. Pp. xi, 462. 60 fr.) 


Duncan, G. A. International trade. Looking Forward pamph. no. 7. (New York: Royal Inst. 
of Internat. Affairs. 1946. Pp. 59. 25c.) 


Frez, R. Die Veränderungen in der Weltwirischaftsstruktur und das Problem der internationalen 
Kapitalanlagen. (Berne: Franke. 1946. Pp. 124. Sw. fr. 8.40.) 


HAMMARSKJÖLD, D. Sweden’s international credit accommodation in 1944 and 1945. Index, Dec. 
1945, Suppl. B. (Stockholm: Svenska Handelsbanken. 1945. Pp. 24.) 


McCtetran, G. 5. International trade organization—proposals for world economic recovery. 
For. pol. repts., Vol. XXII, No. 1. (New York: Foreign Policy Assoc. 1946. Pp. 10, 25c.) 


MANDELBAUM, K. The industrialization of backward areas. Inst. of Stat., monog. no. 2. (Oxfo, 
Blackwell. 1945. Pp. viii, 111. 10s. 6d.) 


Ronimois, H. E. Russia’s foreign trade; and the Baltic Sea. (London: Boreas Pub. Co. 19 
51.) 


SOUTHARD, F. A., JR. Some European currency and exchange experiences: 1943-1946 
internat. finan., no. 7. (Princeton: Internat. Finan. Sec., Princeton Univ. 1 


TINBERGEN, J. International economic co-operation. (New York: Elsevi 
VAN Creer, E. Gelting inte foreign trade. (New York: Ronald Pr 
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WHITTLESEY, C. R. National interest and international cartels. (New York: Macmillan. 1946. 
Pp. vii, 172. $2.50.) 

American trade proposals: a series of articles looking forward toward a world conference on trade. 
Dept. of State, commercial pol. ser. 88. (Washington: Supt. Docs. 1946. Pp. 23.) 

Conditions of private foreign investment; report by the special joint committee. League of Nations 
pub., IT. Econ. and finan. (New York: Columbia Univ. Press. 1946. Pp. 45.) 

Financial agreement with the United Kingdom: related settlements and understandings on trade 
policies. (Washington: Chamber of Commerce of United States. 1946. Pp. 52. 20c.) 

Census of foreign-owned assets in the United States. Treasury Dept. (Supt. Docs. 1945. Pp. 88. 
20c.) 

Handbook on international trade for manufacturers, wholesalers, jobbers, retailers. Prepared by 
Internat. Trade Committee. (New York: Committee for Econ. Development. 1946. Pp. 99. 
50c.) 

Réglementation des paiements avec Vétranger: Suisse. 6éme supp}. FER 28/6. (Basle: Monetary 
and Econ. Dept., Bank for Internat. Settlements: 1946. Various pp. Sw. fr. 6.50.) 


United States Tariff Commission: economic conirols and commercial policy in Mexico (Washing- 
ton: Supt. Doc. 1946. Pp. 46. i5c.) 


Business Finance; Insurance; Investments; Securities Markets 


ABBOTT, C. C. Financing business during the transition. Committee for Econ. Development 
research stud. (New York: McGraw-Hill. 1946. Pp. xii, 141. $1.75.) 

Croucg, S. B. A century of American life insurance—a history of the Mutual Life Insurance 
Company of New York, 1843-1943. (New York: Columbia Univ. Press. 1946. Pp. xiv, 402. 
$4.50.) 


Dincman, H. Risk appraisal. (Cincinnati: Nat. Underwriter Co. 1946. Pp. 831. $10.) 
Hart, W. LER. Mathematics of investment. 3rd ed. (Boston: Heath. 1946. Pp. 436. $3.60.) 


MEmR, R. T. Mortgage foreclosures and property management by life insurance companies. (Phila- 
delphia: Univ. of Pennsylvania. 1944. Pp. v, 124.) 


Superintendent of Insurance: eighty-fifth annual report for year ended December 31, 1943. Vol. 


UI-A. Casualty and surety companies; title companies. Vol. III-B. Fraternal benefi societies. 
Leg. doc. (1944), no. 71. (Albany: Williams Press. 1945. Pp. 94a, 554, 386b.) 


Public Control of Business; Public Administration; 
National Defense and War 
Buarcava, R. N. Price control and rationing. (Allahabad: Kitabistan. 1945. Pp. 124. Rs. 4/8.) 
Lyncu, D. The concentration of economic power. (New York: Columbia Univ. Press. 1946. Pp. 
x, 423. $5.50.) 
Swaswamy, K. G., and others. Famine, rationing and food policy in Cochin: Medical surveys. 
(Royapettah, Madras: Servinda Kerala Relief Centre. 1946. Pp. x, 35. Rs. 3.) 


Code of federal regulations: 1945 supplement, containing documents of general application and 
legal effect issued during 1945, including Presidential proclamations, Executive orders, and 
other Presidential documents. Bk. 1, Tit. 1-9; 10-14. (Washington: Supt. Docs. 1946. Pp. 924; 
1288. $3 each.) 


The end of price control—how and when? A statement on national policy by the Research Commit- 
tee. (New York: Committee for Econ. Development. 1946. Pp. 14.) 


Price control or decontrol? A statement adopted by the Board of Directors, March 22, 1945. (Wash- 
ington: Chamber of Commerce of U. S., A. 1946. Pp. 23. 5c.) 


Rebinson-Patman act sympostum—the federal law against price and other discrimination. 
(Chicago: Commerce Clearing House. 1946. Pp. 105, $1.) 
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War contract terminations and settlement: 6th report (Jan., 1946); 7th report (Apr., 1946) by the 
Director of Contract Settlement to the Congress. (Washington: Supt. Docs. 1946. Pp. 45; 55. 10c, 
15c.) 


Industrial Organization; Price and Production Policies; Business Methods 


Conant, W. H. Business administration, or the art of management. (New York: Gregg Publish- 
ing Company. 1945. Pp. 335. $3.; school ed., $2.) 


DRUCKER, P. F. Concept of the corporation. (New York: Day. 1946. Pp. 306. $3.) 


Kirk, J. G., and others. Introduction to business. 3rd ed. (Philadelphia: Winston. 1946. Pp. 520. 
$1.80.) 


Marcoutus, S. The fresh start; plain facts about small business. (New York: Ackerman. 1946. 
Pp. 80. $1.) 


STEINDL, J. Small and big business—economic problems of the size of firms. Inst. of Stat., monog. 
no. 1. (Oxford: Blackwell. 1945. Pp. v, 66. 7s. 6d.; paper, 5s.) 


Economic concentration and World War II: report of the Smaller War Plants Corporation to the 
Spec, Committee to Study Problems of American Small Business, U. S. Senate. 79th Cong., 
2nd sess. (Washington: Supt. Docs. 1946. Pp. xiv, 359.) 


Marketing; Domestic Trade 
ENGLE, N. H. Marketing in the West. (New York: Ronald Press. 1946. Pp. xii, 263. $3.50.) 


SHEPHERD, G. S. Marketing farm products. (Ames, Iowa: Collegiate Press. 1946. Pp. x, 445. 
$4.25.) 


Sommer, H. H. Market milk and related products. 2nd ed. (Madison, Wis.: Author, 710 Huron 
Hill. 1946. Pp. 759. $6.50.) 


Mining; Manufacturing; Construction 


Aircraft plans and facilities: report of the Surplus Property Administration to the Congress, Jan. 
14, 1946. (Washington: Supt. Docs. 1946. Pp. 59. 15c.) 


Boot and shoe industry statistics. Indus. ser. no. 38. (Washington: Off. of Domestic Commerce, 
Dept. of Commerce. 1946. Pp. 47, mimeo.) 


Standard industrial classification manual. Vol. 1. Manufacturing industries. Pt. 1. Titles and de- 
scriptions of industries. (Washington: Supt. Docs. 1945. Pp. 81. 75c.) 


Iron and steel: prepared in response to requests from Committee on Finance of the U. S. Senate and 
the Committee on Ways and Means of the House of Representatives. Tariff Commission, war 
changes in industry ser., rept. 15. (Washington: Supt. Docs. 1946. Pp. 176. 30c.) 


Transportation; Communication; Public Utilities 


Baver, J. The public utility franchise: its functions and terms under state regulation. (Chicago: 
Pub. Admin. Serv. 1946. Pp. 17. $1.) 


NATESAN, L. A. State management and control of railways in India: a study of railway finance 
rates and policy during 1920-37. Foreword by Sır R. L. Wepcewoop. (Calcutta: Univ. of 
Calcutta. 1946. Pp. xxiii, 496. Rs. 12.) 


PARMELEE, J. H. A review of railway operations in 1945, (Washington: Assoc. of Am. Rail- 
roads, Bur. of Railway Econ. 1946. Pp. 32.) 


Tomumson, J. D. The international control of radiocommunications. (Ann Arbor: Edwards. 
1946. Pp. 314. $2.50.) 


ZACHAROFF, L., editor. Vital problems of air commerce. (New York: Duell, Sloan and Pearce. 
1946. Pp. 353. $3.) 


Civil aviation and the national economy. (Washington: Supt. Docs. 1945. Pp. 147. 55c.) 
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Interstate Commerce Commission: Vol. 262. Decisions, Nov., 1944-June, 1945. (Washington: 
Supt. Docs. 1946, Pp. 838. $2.25.) i 


The pioneer period of European railroads—a tribute to Mr. Thomas W. Streeter. Kress Lib. of 
Bus. and Econ., pub. no. 3. (Boston: Harvard Grad. School of Bus. Admin, 1946. Pp. vi, 71. 
50c.) 

Consists principally of a bibliography. 

A proposed department of transportation—a bibliographical memorandum. (Washington: Bur. 
of Railway Econ. Lib., Assoc. of Am. Railroads. 1946. Pp. 12, mimeo.) 

Transportation lines of the Mississippi River system, 1946. Army Engineer Dept., transp. ser. 
4, (Washington: Supt. Docs. 1946. Pp. 213. 60c.) 


War Shipping Administrator: United States merchant marine at war—report to the President, 
Jan. 15, 1946. (Washington: Supt. Docs. 1946. Pp. 80. 30c.) 


Agriculture; Forestry; Fisheries 


Bennett, H. H. Our American land: the story of its abuse and its conservation. Dept. of Agric., 
misc. pub. no. 596. (Washington: Supt. Docs. 1946. Pp. 31. 10c.) 


Farnsworta, H. C. Wheat growers and the tariff. Carnegie Endowment for Internat. Peace, 
Div. of Econ. and Hist., agric. ser., no. 4. (Berkeley: Univ. of California Press. 1946. Pp. 29.) 


FRANK, B. and BETTS, C. A. Water and our forests. Dept. of Agric., misc. pub. no. 600. (Wash- 
ington: Supt. of Docs. 1946. Pp. 29.) 


Howa tp, O. Einführung in dei Agrarpolitik—unter besonderer Berücksichtigung der schweizer- 
ischen Verhältnisse. (Berne: Francke. 1946, Pp. 272. Sw. fr. 12.80.) 


Moorr, A., and others. The world food crisis: what should America do? Transcript no. 413. 
(Chicago: Univ. of Chicago Round Table. 1946. Pp. 27. 10c.) 


Facts about cotion and southern forming: background information for farm leaders. Dept. of 
Agric., misc. pub. no. 594, (Washington: Supt. Docs. 1946, Pp. 64.) 


Fruit and vegetable canning industries, 1934-45; production and wholesale distribution. Indus. 
ser. no. 15. (Washington: Bur. of For. and Dom. Commerce, U. S. Dept. of Commerce.1945. 
Pp. x, 277. 40c.) 


Peacetime adjusiments in farming: possibilities under prosperity conditions. Dept. of Agric., 
misc. pub. no. 595. (Washington: Supt. Docs. 1945. Pp. 52. 20c.) 


Revue internationale des industries agricoles: Nos. 2-6, 1945. (Paris: Pub. de la Commission 
Internat. des Industries Agric. 1946. Pp. 593.) 
The first post-war number resumes the publication of reviews and bibliography. 


What peace can mean to American farmers: agricultural policy. Dept. of Agric., misc. pub. no. - 
589. (Washington: Supt. Docs. 1946. Pp. 41, 10c.) 


Wheat studies of the Food Research Institute, 1924-1944. (Stanford University, Calif.: Food Re- 
search Inst. 1946. Pp. 13.) 


Economic Geography; Regional Planning; Urban Land; Housing 


CURRIE, A. W. Economic geography of Canada. (New York: Macmillan. 1946. Pp. xiv, 455. 
$3.50.) 


Koxer, F. L. and Nerr, P. Los Angeles, the economic outlook. (Los Angeles: Haynes Found. 
1946. Pp. 24.) 


A condensation prepared by M. Lewin of An Economic Survey of the Los Angeles Area by 
the same authors. 


Krincssury, L. M. The economics of housing as presented by economists, appraisers, and other 
evaluating groups. (New York: King’s Crown Press. 1946. Pp. 186. $2.50.) 


MONTGOMERY, M. and Crawson, M. History of legislation and policy formation of the Central 
Valley Project. (Berkeley: U. S. Dept. of Agric., Bur. of Agric. Econ. 1946. Pp. 276, mimeo.) 
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Opum, H. W. and Jocuer, K., editors. In search of the regional balance of America. (Chapel Hill: 
Univ. of North Carolina Press. 1945. Pp. viii, 162. $3.) 


PETERSON, E. T., editor. Cities are abnormal. (Norman: Univ. of Oklahoma Press. 1946. Pp. 
"279. $3.) 


General housing bill S. 1592: summary of provisions, recommendations for immediate and long- 
term legislative action, pro and con arguments. (Washington: Citizens Nat. Committee. 1946. 
Pp: 31.) . 


Proceedings of the University of Wiwconsin Conference on Social and Economic Research in Hous- 
ing, Madison, Wisconsin, Dec. 14-15, 1945. Supp). to Jour. of Land and Pub. Utility Peo, m 
Feb., 1946. (Madison: Univ. of Wisconsin. 1946. Pp. 24.) 


Urban redevelopment legislation in the United States: a comparative analysis. (Chicago: Am. Soc. 
of Planning Officials. 1946. Pp. 8. $2.) 
Labor and Industrial Relations 


CARSKADON, T. R. and Writramson, S. T. Your stake in collective bargaining. Pamph. no. 117. 
(New York: Public Affairs Committee. 1946. Pp. 32. 10c.) 


DESMAREST, J. La politique de la main-d’ oeuvre en France. (Paris: Presses Univ. de France. 
1946. Pp. 273. 240 fr.) 


Ganor, D. R. Regulation of wages and other protlems of industrial labor in India. Pub. no. 9. 
(Gokhale: Gokhale Inst. of Pol. and Econ. 1945. Pp. 101, 10s.) 


GEOGHEGAN, A. T. The attitude towards labor in early Christianity and ancient culture. Stud. in 
Christian antiquity, no. 6. (Washington: Catholic Univ. of Am. Press. 1945. Pp. 278. $2.50.) 


GREGORY, C., and others. Labor and the law. Transcript. no. 426. (Chicago: Univ. of Chicago 
Round Table. 1946. Pp. 23. 10c.) 


KrrKaupy, H. S. Industrial relations in conditions of full employment. (Cambridge: Cambridge 
Univ. Press. New York: Macmillan. 1945. Pp. 26. 50c.) 


Krout, J. A., editor. Labor policy and labor relations. Proceedings, Vol. 22, no. 1. (New York: 
Acad. of Pol. Sci., Columbia Univ. 1946. Pp. 111. $2.50.) 


Kuczynsx1, J. Labour conditions in Great Britain, 1750 to the present. 2nd ed. (New York: 
Internat. Publishers. 1946. Pp, 191. $2.50.) 
A second edition of part of the author’s earlier Short History of Labour Conditions in Greal 
Britain and the Empire with added chapters and an introduction which attempts to justify 
the theories of absolute and relative deterioration of labor conditions. 


Lawier, H. W., editor. A program for labor and progressives: a synmposium. (New York: 
League for Industrial Democracy. 1946. Pp. 48. 25c.) 


May, S. C. and Norris, A. G. Estimates of California employment and unemployment, 1946- 
1947. (Berkeley: Bur. of Pub. Admin., Univ. of California. 1946. Pp. viii, 29, mimeo.) 


OwEN, W. V. Labor problems. (New York: Ronald Press. 1946. Pp. xv, 570. $4.50.) 


. Labor-management economics: a baste practical summary. (New York: Ronald Press. 
1946. Pp. 131. $2.) 


Prick, J. The international labor movement. Royal Inst. of Internat. Affairs. (New York: Ox- 
ford Univ. Press. 1946. Pp. 286. $4.50.) 


Satu, L. J. Collective bargaining. (New York: Prentice-Hall. 1946. Pp. xiii, 468. $5.) 


STEINKRAUS, H. W. A program for industrial peace. (Washington: Chamber of Commerce of 
U. S. A. 1946. Pp. 21.) 


STIGLER, G. J. Domestic servants in the United States, 1900-1940. Occasional paper 24. (New 
York: Nat. Bur. of Econ. Research. 1946. Pp. iv, 44. 50c.) 


Warp, R. The personnel program of Jack and Heintz. (New York: Harper. 1946. Pp. x, 146. 
$2.) 
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Wate, J. G. Changing your work? (New York: Assoc. Press. 1946. Pp. xiii, 210. $2.50.) 


Annual wages and employment stabilization techniques. Research rept. no. 8. (New York: Am. 
Manag. Assoc. 1946. Pp. 96. $2.25.) 


Director's report: twenty-eighth session, International Labor Conference. Rept. I. (Montreal: 
Internat. Lab. Off. 1946. Pp. 59.) 


The federal labor laws: a manual for supervisors. (Deep River, Conn.: Nat. Foremen’s Inst. 
1946. Pp. 72. $2.50.) 


Legislative series, Jan—Mar., 1946. (Montreal: Internat. Lab. Off. 1946. Various pp. $5. 
yearly.) 


Minutes of the Governing Body, Philadelphia: 92nd sess., 22 Apr4 May 1944; 93rd sess., 13-14 
May 1944. (Montreal: Internat. Lab. Off. {1946.] Pp. 63; 45.) 


National Labor Relations Board: decisions and orders. Vol. 63. July 31, 1945—Oet. 9, 1945. (Wash- 
ington: Supt. Docs. 1946. Pp. 1508. $2.75.) 


The post-war industrial outlook for negroes: papers and proceedings of the eighth annual confer- 
ence of the Division of the Social Sciences, October 18-20, 1944. Stud. in the soc. sci., Vol. IV, 
no. 1. (Washington: Howard Univ. Press. 1945. Pp. vi, 220.) 


The war and women’s employment—the experience of the United Kingdom and the United States. 
(Montreal: Internat. Lab. Off. 1946. Pp. iii, 287. $1.50.) 


Women workers in Brazil. Women’s Bur., bull. 206. (Washington: Supt. Docs. 1946. Pp. 42. 
10c.) 


Social Insurance; Relief; Pensions; Public Welfare 


Duncan, O. D., and others. Social research on health. (New York: Soc. Sci. Research Counc. 
1946. Pp. viii, 212. $1.) 


Harrison, S. M. and Anprews, F. E. American foundations for social welfare. (New York: 
Russell Sage Found. 1946. Pp. 249. $2.) 
An analysis of the work of the foundations, with an historical introduction and a descrip- 
tive directory. 


Lemeit, O. Insurance for postwar jobs. (New York: Hobson Book Press. 1945. Pp. 64. $2.) 
MeEriAM, L. Relief and social security. (Washington: Brookings Inst. 1946. Pp. xx, 912. $5.) 


Mountz, E. E. Proposals for health, old-age and unemployment insurance—a comparison of the 
1943 and 1945 Wagner-Murray bills. Nat. econ. probs. no. 418, (New York: Am. Enterprise 
Assoc. 1946. Pp. 87. 50c.) 


RICHARDSON, J. T. The origin and development of group hospitalization in the United States, 1890- 
1940. Univ. stud., vol. 20, no. 3. (Columbia: Univ. of Missouri. 1945. Pp. 101. $1.25.) 


THarp, C. R. Social security and related services in Michigan, their administration and financing. 
Govt. stud. no. 16. (Ann Arbor: Univ. of Michigan Press. [1946.] Pp. 187. 75c.) 


Labor looks at unemployment insurance: report of the Conference Workshop of Organized Labor 
on Employment Security at the University of Chicago. (Chicago: Univ. of Chicago Press. 1946. 
Pp. 40. $1.) 


Social security for farm people: questions and answers. (Washington: Supt. Docs. 1946, Pp. 14.) 
Social security revision. (Chicago: Counc. of State Governments. 1946. Pp. 34. $1.) 


Consumption; Codperation 


Lincoun, M. D. Objectives of consumer cooperation. Rev. ed. (New York: Coop. League. 1946. 
Pp. 16. Sc.) 


Luck, J. M. The war on malnutrition and poverty: the role of consumer co-operatives. (New York: 
Harper. 1946. Pp. 214. $2.50.) 
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STERN, J. K. Inventory of farmers’ cooperatives, Pennsylvania. (State College, Pa.: Pennsylvama 
State Coll., School of Agric. 1945. Pp. 63.) 


WARBASSE, J. P. Cooperative medicine: the cooperative organization of health protection. 4th ed. 
(New York: Coop. League. 1946. Pp. 63. 25c.) 


, A short history of the Cooperative League of the United States of America. 2nd ed. (New 
York: Coop. League. 1946. Pp. 39. 25c.) 


Consumer education and the social studies: a statement prepared for the Consumer Education Study 
of the Nat. Assoc. of Secondary-School Principals. (Washington: Nat. Educ. Assoc, 1945. Pp. 
24. 15c.) 


Relation of business education to consumer education: a statement prepared for the Consumer 
Education Study of the Nat. Educ. Assoc. (Washington: Nat. Educ. Assoc. 1945. Pp. 28.) 





Population; Migration; Vital Statistics 


CHANDRASEKHAR, S. India’s population—fact and policy. Introd. by W. S. Taompson. (New 
York: Day. 1946. Pp. 117. $2.) 


Caen, T. Population in modern China. Am. Jour. Soc., Vol. LIT, No. 1, Pt. 2. (Chicago: Univ. 
of Chicago Press. 1946. Pp. ix, 126.) 


Dane, E. B. Migration of Kansas population, 1930-1945, Indus, research ser., no. 6. (Lawrence: 
Univ. of Kansas Pubs. 1946. Pp. 28.) 


THomeson, W. S. Population and peace in the Pacific. (Chicago: Univ. of Chicago Press. 1946. 
Pp. 397. $3.75.) 


Unclassified Items 


Burns, A. F. Economic research and the Keynesian thinking of our times. 26th annual rept. 
(New York: Nat. Bur. of Econ. Research. 1946. Pp. 69.) 


KaEMpFFERT, W. Should the government support science? Pamph. no. 119. (New York: Public 
Affairs Committee. 1946. Pp. 32. 10c.) 


LANGER, E. M. League of Nations: list of comissions and committees, economic and financial sec- 
tion. (New York: Woodrow Wilson Memorial Lib., Woodrow Wilson Found. 1946. Pp. 25. 
$1.) 


McNrum, N., and others, editors. Bibliography of the published writings of John Stuart Mill. 
Stud. in humanities, no. 12. (Evanston: Northwestern Univ. 1945. Pp. 115. $2.50.) 


MORGAN, A. E. Nowhere was somewhere—~how history makes Utopias and how Uiopias make 
history. (Chapel Hill: Univ. of North Carolina Press. 1946. Pp. 234. $2.50.) 


Norrsrop, F. S. C. The meeting of East and West—an inquiry concerning world understanding. 
(New York: Macmillan. 1946. Pp. xxii, 531. $6.) 


Rosen, G. Fees and fee bills: some economic aspects of medical practice in nineteenth century 
America. Bull. of the Hist. of Medicine, no. 6. (Baltimore: Johns Hopkins Press. 1946. Pp. 
iii, 93. $1.50.) 


League of Nations publications January 1, 1940~December 31, 1945. (Geneva: Pub. Dept., 
League of Nations. 1946. Pp. 24.) 


Monthly list of selected articles. Vol. XVII, Nos. 10-12. (Geneva: League of Nations Library. 
1945. Pp. 24.) 


Proceedings of the Institute of Economics and Finance, Occidental College, Los Angeles; fourth sess. 
Feb. 28, Mar. 1, 2, 1945. (Los Angeles: Inst. of Econ. and Finan., Occidental Coll. 1945. Pp. 
161.) 3 


University education and business. Report by a Committee appointed by the Cambridge 
University Appointments Board, together with a summary and analysis of evidence col- 
lected for the Committee. (Cambridge: Univ. Press. New York: Macmillan. 1945. Pp. 77. 
$1.) 


1946] TITLES OF NEW BOOKS 727 
RECENT DANISH PUBLICATIONS 


Editor’s Note—Through the kindness of Mr. Svend Laursen, of the Department of 
State, we have received the following list of books which he regards as the more 
important economic works published in Denmark since 1940, 


ANDERSEN, P. Nyso. Bilateral exchange clearing policy. (Copenhagen: Ejnar Munksgaards 
Forlag. 1946. Pp. 242.) 


PEDERSEN, H. WINDING. Samfundsgkonomiens Grundtraek. Economic principles. (Copenhagen: 
H¢st og Søns Forlag. 1943. Pp. 425.) 


. Omkostninger og Prispolitik. Costs and price policy. (Copenhagen: Høst og Sdns 
Forlag. 1940. Pp. 209.) 


Økonomiske Efterkrigsproblemer. Economic post-war problems. Vol. 1-2. Report submitted by 
a Treasury commission of economic experts. (Copenhagen: H. H. Schultz A/S. 1945. Pp. 
293, 284.) 


ZEUTHEN, F. Økonomisk Teori og Metode. Economic theory and methods. (Copenhagen: Nyt 
Nordisk Forlag, 1942. Pp. 336.) 


PEDERSEN, J. Fuld Beskaeftligelse og gkonomisk Tryghed. Full employment and economic secur- 
ity. (Copenhagen: Nyt Nordisk Forlag. 1945. Pp. 128.) 


. Pengeteori og Pengepolitik. Monetary theory and policy. (Copenhagen: Nyt Nordisk 
Forlag. 1944. Pp. 375.) 


Puitrp, Ky. Det offentliges Finanspolitik og den gkonomiske Aktivitet. Public finance and eco- 
nomic activity. (Copenhagen: Ejnar Munksgaards Forlag. 1942. Pp. 437. 





= 





PERIODICALS | 


Economic Theory; General Works 


ASHTON, T. S. The relation of economic history to economic theory. Economica, May, 1946. Pp. 
16. 


Brisnop, R. L. Professor Knight and the theory of demand. Jour. Pol. Econ., Apr., 1946. Pp. 29. 
Boser, M. M. Marx and economic calculation. Am. Econ. Rev., June, 1946. Pp. 14. 
CHAPMAN, SIR S. The profit motive and the economic incentive. Econ. Jour., Mar., 1946. Pp. 6. 
Crick, W. F. What's the use of economists? So. African Jour. Econ., Mar., 1946. Pp. 5. 
Demesey, Rev. B. W., S.J. “Ability to pay.” Quart. Jour. Econ., May, 1946. Pp. 14. 

~ . Ability to pay. Rev. Soc. Econ., Jan., 1946. Pp. 14. 


Dirksen, Rev. C. F., C.PP.S. The Catholic philosopher and the Catholic economist. Rev. Soc. 
Econ., Jan., 1946. Pp. 7. 


Domar, E. D. Capital expansion, rate of growth, and employment. Econometrica, Apr., 1946. 
Pp. 11. 


FAIRCHILD, H. P. Free enterprise and full employment. Am. Soc. Rev., June, 1946. Pp. 6. 
Hurwicz, L. Theory of the firm and of investment, Econometrica, Apr., 1946. Pp. 28. 


Kapp, K. Wa. Teaching of economics: a new approach. Southern Econ. Jour., Apr., 1946. Pp. 
8. 


KEIRSTEAD, B. S. and Coors, D. H. Dynamic theory of rents. Canadian Jour. Econ. and Pol. 
Sci., May, 1946. Pp. 4. 


KEIN, L. R. Macroeconomics and the theory of rational behavior. Econometrica, Apr., 1946. Pp. 
16. 


Kurcat, F. H. Comment on Mr. Bishop's article. Jour. Pol. Econ., Apr., 1946. Pp. 7. ~ 


MARSCHAK, J. Neumann's and Morgenstern’s new approach to static economics. Jour. Pol. Econ., 
Apr., 1946. Pp. 19. 


MENDERSHAUSEN, H. Concept and teaching of economics. Am. Econ. Rev., June, 1946. Pp. 8. 
Myint, H. The classical view of the economic problem. Economica, May, 1946. Pp. 22. 
NE1sseR, H. Keynes as an economist. Soc. Research, July 1946. Pp. 11. 

REYNOLDS, L. G. The supply of labor to the firm. Quart. Jour. Econ., May, 1946. Pp. 22. 


Van Der Horst, S.T. Some reflections on full employment. So. African Jour. Econ., Mar., 1946. 
Pp. 17. 


WI1s0Nn, E. B. Notes on utility theory and demand equations. Quart. Jour. Econ., May, 1946. Pp. 
8. 


WORCESTER D. A., Jr. A reconsideration of rent theory. Am. Econ. Rev., June, 1946. Pp. 20. 





Economic History 


Hamitton, E. J. The first twenty years of the Bank of Spain. II. Jour. Pol. Econ. Apr. 1946. 
Pp. 25. 


TANNENBAUM, F., A note onthe economic interpretation of history. Pol. Sci. Quart., June 1946. 
Pp. 7. 


WALTERS, R., JR. The making of a financier: Albert Gallatin in the Pennsylvania Assembly. 
Penn. Mag. of Hist. and Biog., July, 1946. Pp. 12. 
National Economies 


Jounson, À. and HAMBURGER, E, The economic problem of Germany. Soc. Research, June, 1946. 
Pp. 48, 
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Mrxnalov, N. The Soviet peacetime economy. For. Affairs, July, 1946. Pp. 5. 


ScHWEITZER, A. Big business and privaie property under the Nazis. Jour. Bus. Univ. of Chicago, 
Apr., 1946. Pp. 28. 


STEIGER, A. J. Previews of the fourth Five-Year Plan. Am. Rev. Soviet Union, May, 1946, Pp. 
16. 


Economic post-war problems in Denmark. Internat. Lab. Rev., Mar.—Apr., 1946. Pp. 9. 


Economic Systems; Post-War Planning 
SMITH, H. R. The role of science in the formulation of economic policy. Southern Econ. Jour., Apr. 
1946. Pp. 17. 
YOUNG, K. Society and the state. Am. Soc. Rev., Apr., 1946. Pp. 10. 


Statistical Methods; Econometrics; Economic Mathematics; 
Accounting 
FERBER, R. The disproportionate method of markei sampling. Jour. Bus. Univ. of Chicago, Apr., 
1946. Pp. 10. 


HANSEN, M. H., Hurwirz, W. N. and Gurney, M. Problems and methods of the sample survey 
of business. Jour. Am. Stat. Assoc., June, 1946. Pp. 17. 


Manow, L. H. Systematic sampling and its relation to other sampling designs. Jour. Am. Stat. 
Assoc., June, 1946. Pp. 14. 


Smita, M. Industrial accounting in a competitive economy. N.A.C.A. Bull., June, 1946. Pp. 13. 


STONE, R. Analysts of markeidemand. With discussion. Jour. Royal Stat. Soc., Vol. CVITI, Pts. 
II-IV, 1945. Pp. 106. 


TuIriey, G. F. The subjective theory of value and accounting “cost.” Economica, Feb., 1946. Pp. 
18. 


VATTER, W. J. A direct method for the preparation of fund statements. Jour. Accountancy, June, 
1946. Pp. 11. 


National Income and Product; Income Distribution; Consumption 
Statistics 
GRAAFF, J. DE V. Fluctuations in income concentration. So, African Jour, Econ., Mar., 1946. Pp 
18. 
FISHER, A. G. B. “Full Employment” and income inequality. Econ. Jour., Mar., 1946. Pp. 9. 
HAGEN, E. E. Dr. Mayer on postwar national income. Jour. Pol. Econ., Apr., 1946. Pp. 1. 


Namoo, V. S. Survey of the income and expenditure of Indian employees of the Durban Corpora- 
tion, living at the Magazine Barracks, Durban. So. African Jour. Econ., Mar., 1946. Pp. 23. 


Business Cycles and Fluctuations 
BRAUNTHAL, A. Wage policy and full employment. Internat. Postwar Problems, Jan., 1946. Pp. 
20. 


LERNER, A. P. An integrated full employment policy. Internat. Postwar Problems, Jan., 1946. 
Pp. 61. 


METZLER, L. A. Business cycles and the modern theory of employment. Am. Econ. Rev., June, 
1946. Pp. 14. 


MEYERS, A. L. Some implications of full-employment policy. Jour. Pol. Econ., June, 1946. Pp. 8. 


Sanie, J. L. A note on the business cycle in South Africa, 1937-40. So. African Jour. Econ., 
Mar., 1946. Pp. 6. 


Wantrup, S. V. C. Resource conservation and economic stability. Quart. Jour. Econ., May, 1946. 
Pp. 41. 


Public Finance; Fiscal Policy; Taxation 
Hicxs, U. K. The terminology of tax analysis. Econ. Jour., Mar., 1946. Pp. 13. 


` 
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Srmuons, H. Federal tax reform. Internat. Postwar Problems, Jan., 1946. Pp. 12. 


Suiror, R. E. The flexibility of income-tax yield under averaging. Jour. Pol. Econ., June, 1946. 
Pp. 3. 


Waxticn, H. C. Debi management and economic policy. Am. Econ. Rev., June, 1946. Pp. 19. 


Money and Banking; Short-Term Credit 


Corr, S. R. The original security bank. Economica, Feb., 1946. Pp. 6. 


Frovp, J. S. The changing impact of national banking costs, 1921-1943. Southern Econ. Jour., 
Apr., 1946. Pp. 11. 


POINDEXTER, J. C. Functional finance through quasi-free bank credit: a critique. Am. Econ. Rev., 
June, 1946. Pp. 13. 


SELIGMAN, H. L., The problem of excessive commercial bank earnings. Quart. Jour. Econ., May, 
1946. Pp. 25. 


Wuitttesey, C. R. Federal Reserve policy in transition. Quart. Jour. Econ., May, 1946. Pp. 11. 


International Trade, Finance and Economic Policy 
BUCHANAN, N. S. American national income and foreign investment. Internat. Postwar Prob- 
lems, Jan., 1946. Pp. 10. 


Davis, J. S. Experience under intergovernmental commodity agreements, 1902-45. Jour. Pol. 
Econ., June, 1946. Pp. 28. 


HAzarD, J. N. Administering Lend-Lease for the U.S.S.R. Am. Rev. Soviet Union, May, 1946. 
Pp. 8. 


HEXNER, E. World Industrial Committees. Southern Econ. Jour., Apr., 1946. Pp. 9. 


Korican, O. H. Aims of our foreign investment policy. Harvard Bus. Rev., Summer, 1946. Pp. 
14. 


MacDoucatt, G. D. A. Britain's bargaining power. Econ. Jour., Mar., 1946. Pp. 11. 


MITCHELL, B. Full employment and. foreign trade. Internat. Postwar Problems, Jan., 1946. Pp. 
8. 


Wo, Y. International capital investment and the development of poor countries. Econ. Jour., Mar., 
1946. Pp. 16. 


ZAGLITS, O. International price control through buffer stocks. Jour. Farm Econ., May, 1946. Pp. 
31, 


Business Finance; Insurance; Investments; Securities Markets 
SHACKLE, G. L. S. Interesi-rates and the pace of investment. Econ. Jour., Mar., 1946. Pp. 17. 


Public Control of Business; Public Administration; 
National Defense 


Arnos, J. L. Labor participation in the Office of Price Administration. Am. Pol. Sci. Rev., June, 
1946. Pp. 27. 


Hapary, G. Effecttveness of price control in the dairy industry. Jour. Bus. Univ. of Chicago, Apr., 
1946. Pp. 6. 


Morcan, W. T. Britain’s election: a debate on nationalization and cartels. Pol. Sci. Quart., June, 
1946. Pp. 16. 


OXENFELDT, A. R. Monopoly dissolution; a proposal outlined. Am. Econ. Rev., June, 1946, Pp. 
T. 


Industrial Organization; Price and Production Policies; 
Business Methods 
GIVEN, W. B., JR. Freedom within management. Harvard Bus. Rev., Summer, 1946. Pp. 11. 
Morean, T. A measure of monopoly in selling. Quart. Jour. Econ., May, 1946. Pp. 3. 
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Marketing; Domestic Trade 
THOMSEN, F. L. How good is marketing research? Harvard Bus. Rev., Summer, 1946. Pp. 13. 


Transportation; Communication; Public Utilities 


BOLLINGER, L. L. Private versus public management of airports. Harvard Bus. Rev., Summer, 
1946. Pp. 17. 


CURRIE, A. W. Rate control on Canadian public utilities. Canadian Jour. Econ. and Pol. Sci., 
May, 1946. Pp. 11. 


Agriculture; Forestry; Fisheries 
Menzres-Kitcain, A. W. and Caapman, W. D. War-time changes in the organization of two 
groups of eastern counties farms. Econ. Jour., Mar., 1946. Pp. 29. 
Montz, E. E. The farmer and social security. Soc. Forces, Mar., 1946. Pp. 8. 


NIcHOLLS, W. H. Some economic aspects of the margarine indusiry. Jour. Pol. Econ., June, 1946. 
Pp. 22. 


ScHULTZ, T. W. Production and welfare objectives for American agriculture. Jour. Farm Econ., 
May, 1946. Pp. 14. 


Witcox, W. W. The economy of small farms in Wisconsin. Jour. Farm Econ., May, 1946. Pp. 18. 


Economic Geography; Regional Planning; Urban Land; Housing 
CopELanpD, L. C. and McPuerson, W. K. Industrial trends in the Tennessee valley. Soc. Forces, 
Mar., 1946. Pp. 10. 
HEMANN. E. Developmental schemes, planning, and full employment. Internat. Postwar Prob- 
lems, Jan., 1946. Pp. 19. 
Labor and Industrial Relations 
ARCHINARD, A. The Swiss system of compulsory extension of collective agreements. Internat. Lab. 
Rev., Mar.—Apr., 1946. Pp. 15. 
Coxo, F. E. Guaranteed annual wages. N.A.C.A. Bull., July, 1946. Pp. 10. 
Drxon, R. L. Profit Sharing. Jour. Accountancy, July, 1946. Pp. 8. 
FISHER, P. Reparation labor—a preliminary analysis. Quart. Jour. Econ., May, 1946. Pp. 27. 
KEEZER, D. M. The National War Labor Board. Am. Econ. Rev., June, 1946. Pp. 25. 
Low, A. R. Wage stabilization in New Zealand. Internat. Lab. Rev., Mar.—Apr., 1946. Pp. 16. 


Norrsrvp, H. R. The Railway Labor Act and labor disputes. Am. Econ. Rev., June, 1946. Pp. 
20. 





. Á critique of pending labor legislation. Pol. Sci. Quart., June, 1946. Pp. 17. 


PASHERSTNIK, A. E. Problems of legal wage regulations in wartime. Am. Rev. Soviet Union, 
May, 1946. Pp. 16. 


REDER, M. W. Interest and employment. Jour. Pol. Econ., June, 1946. Pp. 15. 
REYNOLDS, L. G. Wage differences in local labor markets. Am. Econ. Rev., June, 1946. Pp. 10. 


RIcHBERG, D. R. The proposed Federal Industrial Relations Act. Pol. Sci. Quart., June, 1946. 
Pp. 16. 


SCHILLER, A. A. Labor law and legislation in the Netherlands Indies. Far East. Quart., Feb., 
1946. Pp. 14. 


SELEKMAN, B. M. Wanted: mature labor leaders. Harvard Bus. Rev., Summer, 1946. Pp. 22. 
STIGLER, G. J. The economics of minimum wage legislation. Am. Econ. Rev., June, 1946. Pp. 8. 


VAN SICKLE, J. V. The international labor office: an appraisal. Southern Econ. Jour., Apr., 1946. 
Pp. 8. 


Wage policy, and the role of fact-finding boards. Mo. Lab. Rev., Apr., 1946. Pp. 13. 
Work stoppages caused by labor-management disputes in 1945. Mo. Lab. Rev., May, 1946. Pp. 18. 
Workers’ experiences during first phase of reconversion. Mo. Lab. Rev., May, 1946. Pp. 11. 
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Consumption; Codperation 
Rasrnowrtcy, G. Cooperatives in the U.S.S.R. Am. Rev. Soviet Union, May, 1946. Pp. 11. 
SCHICKELE, R. The national food allotment program. Jour. Farm Econ., May, 1946. Pp. 19. 


Population; Migration; Vital Statistics 


Bow ey, A. L. Rural population in England and Wales, 1911 and 1931. Economica, May, 1946. 
Pp. 22. 

FRANKEL, H. The industrial distribution of the population of Great Britain in July, 1939, Jour. 
Royal Stat. Soc., Vol. CVII, Pts. ILI-IV, 1945. Pp. 39. 


Unclassified Items 
Hayvex, F. A. The London School of Economics, 1895-1945. Economica, Feb., 1946. Pp. 31. 


NOTES 


Editor’s Note 


Miss Doris Merriam, formerly recorder and editor of Williams College, has been appointed 


assistant to the managing editor in place of Miss Mary Connally, whose resignation was an- 
nounced in the June number. 


Beginning with this number, the address of the editorial office will be Goldwin Smith Hall, 
Cornell University, Ithaca, N. Y. 


Arrangements have been made to hold the annual meeting of the American Economic Asso- 
ciation at Atlantic City, January 24-27, 1947. Professor J. Weldon Hoot, of the Wharton 
School of Finance and Commerce, University of Pennsylvania, has been appointed as local 
arrangements representative. 


The following persons have recently become members of the AMERICAN Economic ASSOCIA- 

TION: 

Adams, W. S., 1 Buena Vista Court, Urbana, Ill. 

Althoen, P., 1664 Russett Ave., Dayton 10, Ohio. 

Alvord, G. G., 6 Phelps St., Kittery, Me. 

Arnold, S., Bur. of Bus. Res., Ohio State University, Columbus 10, Ohio. 

Arthur, I. W., Economics Dept., Iowa State College, Ames, Iowa. 

Atkinson, Mrs. L. J., 320 N. Piedmont St., Apt. 4, Arlington, Va. 

Barloon, M. J., Grad. School of Bus. Admin., Harvard University, Soldiers Field, Boston 63, 
Mass. 

Begley, J. P., Creighton University, Omaha, Neb. 

Bernstein, J., 5635 University Ave., Chicago 37, IN. 

Bishop, R. L., Massachusetts Institute of Technology, 1-175, Cambridge, Mass. 

Borchardt, H. G., 311 Colorado Bldg., Denver 2, Col. 

Brewer, J. C., 954 Mulberry St., Galesburg, Ill. 

Brill, D. H., 1702 Summit Pl., N.W., Washington, D.C. 

Budenz, L. F., P.O. Box 8, Notre Dame, Ind. 

Cascino, A., Bendix Home Appliances, Inc., 3300 W. Sample St., South Bend 24, Ind. 

Chandler, H., 1211 Hinman Ave., Evanston, Il. 

Christen, Miss E. H., Box 98, R.D. 1, Watervliet, N.Y. 

Coloy, K. B., Portland Cement Assoc., 33 West Grand Ave., Chicago 10, Ill. 

Cole, H. W., 101-12 Ascan Ave., Forest Hills, N.Y. 

Cook, F. H., 523 Fairway Drive, State College, Pa. 

Coolsen, F. G., Rensselaer Polytechnical Institute, 314 Proudfit Bldg., Troy, N.Y. 

Costanzo, G. A., 4507 S. 34th Street, Arlington, Va. 

Croll, P. D., Sun Oil Co., 1608 Walnut St., Philadelphia, Pa. 

Cross, J. 5., Dept. of Econ., Pennsylvania State College, State College, Pa. 

Dawson, C. C., College Box 124, Berea, Ky. 

Degler, C. M., Dept. of Econ., University of New Hampshire, Durham, N.H. 

Doremus, W. L., School of Commerce, New York University, Washington Sq., New York 3, 
N.Y. 

Dorman, R. O., U. S. Employment Service, Bldg. U, Constitution Ave., Washington 5, D.C 

Douglas, Miss E., Agricultural Annex, Iowa State College, Ames, Iowa. 

Edwards, A. B., Allegheny College, Meadville, Pa. 

Edwards, E. E., Indiana University, Bloomington, Ind. 

Eells, LeC. H., 549 River Ave., South Bend 6, Ind. 

Erlon, L. A., Marquette University, Milwaukee 3, Wis. 

Farley, J. A., St. John’s University, Collegeville, Minn. 

Farmer, I. M., School of Business, University of Kansas, Lawrence, Kans. 

Fellows, D. R., 2249 Eton Ridge, Madison, Wis. 

Folk, Lt. Col. O. H., 404 N. Thomas St., Arlington, Va. 
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Forrest, C. D., College of Econ. and Bus., University of Washington, Seattle, Wash. 

Frank, W. F., Technical College, Normanton Road, Derby, England. 

Franklin, H. F., 990 Notre Dame St., W., Montreal, Canada. 

Freeman, Mrs. L. L., 308 Fifth St., Racine, Wis. 

Gaetjen, A. K., Lamp Dept., General Electric Co., Nela Park, East Cleveland 12, Ohio 

Gates, W. B., 4637 D Lake Park Ave., Chicago, IN. 

Gibson, Lt. Col. W. B., Air Technical Service Command, Box 621, Area “‘A,” Wright Field, 
Dayton, Ohio. 

Glassman, S., 632 Ashford St., Brooklyn, N.Y. 

Goebel, R. H., Jr., 615 Prospect St., Westfield, N.J. 

Goehring, Valparaiso University, Valparaiso, Ind. 

Goodman, B., Dept. of Econ., University of California, Berkeley, Calif. 

Gould, H. H., c/o This Week Magazine, 420 Lexington Ave., New York 17, N.Y. 

Graham, H. D., 305 W. Green St., Champaign, Ill. 

Griswold, J. A., Amos Tuck School of Bus. Admin., Dartmouth College, Hanover, N.H. 

Gronouski, J. A., Jr., 2418 Chamberlain Ave., Madison, Wis. 

Hackman, J., Roosevelt College, 231 S. Wells St., Chicago 4, IU. 

Hall, O. J., Dept. of Rural Econ. and Soc., University of Arkansas, Fayettesville, Ark. 

Hamilton, D. B., Jr., Dept. of Econ., University of Pittsburgh, Pittsburgh, Pa. 

Hammar, C. H., Dept. of Agric. Econ., University of Missouri, Columbia, Mo. 

Hansen, M. H., Bureau of the Census, Washington, D. C. 

Hauge, G. S., 134 Mt. Auburn St., Cambridge 38, Mass. 

Hawkes, G. R., 3217 Vine St., Lincoln 3, Neb. 

Henn, Miss M. E., 472 E. 146th St., New York 55, N.Y. 

Heuston, M. C., Clerk Hall, Pomona College, Claremont, Calif. 

Hoot, J. W., Wharton School, University of Pennsylvania, Philadelphia 4, Pa. 

Hopkins, E. J., 1319 N. Pierce St., Arlington, Va. 

Hunold, A., Bunishof, Feldmeilen, bei Zurich, Switzerland. 

Hutcheson, B. C., 2209 Park Place, Ft. Worth 4, Texas. 

Hyson, C. D., Adams House A-13, Cambridge 38, Mass. 

Kafka, A., Escola Livre de Sociologia e Politica de Sao Paulo, Sao Paulo, Brazil, So. Am. 

Kantor, Mrs. H. S., 2597 Sedgwick Ave., Bronx, New York, N.Y. 

Kellogg, J. P., Room 1928, 231 S. La Salle St., Chicago 4, IIL. 

Klott, Rt. Rev. J. J., Loras College, Dubuque, Iowa. 

Kriz, M. R., 46 Bayard Lane, Prince, N.J. 

La Fever, M., 5912 16th St., N., Arlington, Va. 

Learned, Miss E. J., 115 S. Eighth St., Lansing, Mich. 

Lerager, A. J., College Dept., Harper and Bros., 49 E. 33rd St., New York 16, N.Y. 

Livingston, D. A., $920 Pershing, St. Louis, Mo. 

Locy, Miss E., 307 W. 79th St., #1041, New York 24, N.Y. 

Louis, N., 2300 Loring Place, New York 53, N.Y. 

Ludt, R. E., Pinewood Gardens, Hartsdale, N.Y. 

Lundy, J. E., The Dearborn Inn, Dearborn, Mich. 

Mandeville, M. J., 314 Commerce Bldg., University of Illinois, Urbana, Ill. 

Manuel, M. L., Dept. of Econ. and Soc., Kansas State College, Manhattan, Kans. 

Mathur, M. V., 40 Claverly Hall, Cambridge 38, Mass. 

McKinley, G. W., 1560 E. Broad St., Columbus, Ohio. 

McPherson, J. R., College of Bus. Admin., Boston University, 685 Commonwealth Ave., 
Boston, Mass. 

Mee, J. F., Indiana University, Bloomington, Ind. 

Melder, F. E., Clark University, Worcester 3, Mass. 

Mitchell, W. N., 8159 S. Rhodes Ave., Chicago, Il. 

Nehmer, S., 1416 Nicholson St., N.W., Washington 11, D.C. 

Newmeyer, A. S., 75-13 167th St., Flushing, L.I., N.Y. 

Ogden, Miss S. S., 409 W. Monroe St., Carbondale, III. 

Overton, R. C., School of Commerce, Northwestern University, Evanston, Il. 

Partner, J. W., 2015 Orrington Ave., Evanston, Il. 
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Paster, I., 2803 Pittsfield Blvd., Pittsfield Village, Ann Arbor, Mich. 

Patterson, R. F., School of Business, University of South Dakota, Vermillion, S.D. 
Perry, Miss J. G., 2637 Woodley Place, N.W., Washington 8, D.C. 

Pfouts, R. W., 720 Louisiana St., Lawrence, Kans. 

Philbrook, C., Dept. of Econ., Iowa State College, Ames, Iowa. 

Prichard, R. E., 510 Deming Place, Chicago 14, II. 

Pritchett, W. M., Federal Reserve Bank, Dallas 13, Texas. 

Randall, R. Ja Natal University College, Warwick. Ave., Durban, So. Afr. 
Reed, J. R., Allis-Chalmers Mfg. Co., Milwaukee 1, Wis. 

Reifman, Mrs. A., 128 Wayne Place, S. E. , Washington 20, D.C. 

Reilly, M. A., Simpson College, Indianola, Iowa. 

Richter, J. H., Office of For. Agric. Relations, Dept. of Agriculture, Washington, D.C. 
Robertson, L., 3133 Dudley St., Lincoln, Neb. 

Rodrigues, E. L., Rua Barao de Petropolis 557, Rio de Janeiro, Brazil, So. Am. 
Rogers, H. B., Room 352, Tech. Bldg., Northwestern University, Evanston, Ill. 
Rollefson, A. M., 5701 43rd Ave., Hyattsville, Md. 

Ross, A. M., 2122 Aurelius Road, Holt, Mich. 

Ross, Mrs. A. M., 2122 Aurelius Road, Holt, Mich. 

Sanow, K. P., 2136 N. Kedzie Ave., Chicago 47, Til. l 

Schmidt, C. K., Jr., Ulinois Public Aid Com., Room 2000, 160 N. LaSalle St., Chicago, TH. 
Schneider, L. G., 1663 Lincoln Place, Brooklyn, N.Y. 

Severson, H. L., 12 West Drive, Larchmont, N.Y. 

Shelton, W. C., 3527 Center St., N.W., Apt. 3, Washington 10, D.C. 

Shields, H. G., 222 N. Western Ave., Carpentersville, TIl. 

Siefkin, G., School of Bus. Admin., Emory University, Emory University, Ga. 
Sielaff, R. O., Hamline University, St. Paul 4, Minn. 

Silberman, J. M., 3162 Buena Vista T., S.E., Washington, D.C. 

Sjoberg, A., Gustav III:s väg 37, Stockholm, Sweden. 

Smith, E. A., 1118 Stanfield, South Bend 17, Ind. 

Sonnenschein, H., Jr., 29 S. LaSalle St., Chicago 3, TIL. 

Spaulding, M., Ralston, Iowa. 

Stevens, M. S., 708 Waesche Ave., Brooklyn 29, N.Y. 

Stickle, L. R., 2710 Sedgwick Ave., New York 63, N.Y. 

Surdnyi-Unger, T., Dept. of Econ., Syracuse University, Syracuse, N.Y. 
Thompson, Miss D. F., Rockford College, Rockford, Til. 

Thompson, W. H., 1257 Orchard Drive, Ames, Iowa. 

Timmerman, W. A., Tugelaweg 6, Emmarentia, Johannesburg, So. Afr. 
Tjerandsen, C., Institute of Citizenship, Kansas State College, Manhattan, Kans. 
Van Scoyoc, L. S., Bowling Green State University, Bowling Green, Ohio. 
Vitolo, J. L., 1926 Tomlinson Ave., Bronx, New York 61, N.Y. 

Vogel, J. H., U. S. Tariff Commission, Washington, D.C. 

Waeltermann, J. J., 4019 N. 22nd St., St. Louis 7, Mo. 

Walkinshaw, Miss M. D., Stuyvesant Hall, Delaware, Ohio. 

Walter, J. T., City College of New York, 17 Lexington Ave., New York 10, N.Y. 
Watson, Miss D. E., Rockford College, Rockford, Ill. 

Weimer, A. M., Indiana University, Bloomington, Ind. 

Weiss, M. A., 226 Henry St., New York 2, N.Y. 

Wennberg, S. G., 17 W. Parkway Dr., Columbia, Mo. 

Wenzler, G. H., 8917~189th St., Hollis 7, L.I., N.Y. 

Werner, R. O., Deweese, Neb. 

Whitlo, C. M., 12132 S. 70th Ave., Palos Heights, M. 

Whitney, R. C., Mumford Hall, University of Missouri, Columbia, Mo. 
Whittaker, E., Dept. of Econ., Indiana University, Bloomington, Ind. 

Wicker, E. R., 233 Harrison St., Lake Charles, La. 

Wilcox, R. W., Route 3, Ames, Iowa. 

Wilkey, H. L., Iowa Wesleyan College, Mt. Pleasant, Iowa. 

Wixon, R., Dept. of Econ., University of Michigan, Ann Arbor, Mich. 
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Wolf, R. B., P.O. Box 252, Laurens, S.C. 
Wolitz, J., 49 Clarkson Ave., Brooklyn, N.Y. 
Zarchin, M. M., San Francisco Junior College, San Francisco 12, Calif. 

The Committee on Research in the Social Sciences, Australian National Research Council, 
has initiated Australian Social Science Abstracts. Copies can be obtained from the editor, 
Faculty of Commerce, University of Melbourne, Carlton N.3., for a subscription of 4/- per 
annum. 


Robert S. Aspinwall died December 16, 1945. 


Edwin F. Dummeier, a member of the faculty of Washington State College, Pullman, 
passed away on June 17. 


Corliss L. Parry, who had for several years taught at Ohio State University and Columbia 
University, died June 30, at the age of 45. Well known in insurance and teaching circles as an 
authority on the economics of finance and investment, he was for the last fifteen years on 
the economic research staff at the home office of the Metropolitan Life Insurance Company. 
At the time of his death he was a senior research associate there. 


Leonard J. Salter, Jr., associate professor in agricultural economics at the University of 
Wisconsin, perished with his wife, Gertrude Salter, and their only child, Leonard J. Salter, ITI, 
in the Hotel LaSalle fire in Chicago on June 5. 


Appointments and Resignations 


Albert Abrahamson, who has been on leave as assistant to the Secretary of Labor, is returning 
to Bowdoin College for the fall trimester. 

George P. Adams, Jr., has returned to Cornell University after two years’ service with the 
Department of State. 

Lewis W. Adams returned to the faculty of Washington and Lee University in June after 
service in the Navy. 

V. Norman Albrecht has left government service to join the staff of the University of 
Minnesota as instructor in economics. 

Sidney S. Alexander has been appointed assistant professor in the department of economics, 
Harvard University, upon his return from the Office of Strategic Services. 

Eugen Altschul, who served various government agencies during the war while on leave of 
absence from the University of Minnesota, has been appointed to the Harzfeld professorship 
of economics at the University of Kansas City. 

Vance Q. Alvis, of the University of Virginia, has been appointed assistant professor of 
economics at the University of Arkansas. 

Paul S. Anderson has joined the faculty of the University of Minnesota as an instructor in 
economics, 

William H. Anderson, of the University of Wisconsin, has been appointed associate pro- 
fessor of economics at the University of Southern California. 

Charles P. Anson has been appointed head of the department of economics and business 
administration at Alabama Polytechnic Institute. 

Hans Apel has been promoted from instructor to assistant professor of economics in the 
College of Business Administration of Boston University. 

Robert S. Aries has been appointed director of the Northeastern Wood Utilization Council. 

E. Burl Austin has joined the faculty of the University of Florida as associate professor of 
accounting after three years’ service in the Armed Forces. 

G. L, Bach, who has been on military leave from the Division of Research of the Federal 
Reserve Board, is now professor and head of the department of economics, Carnegie Institute 
of Technology. 

William H. Baughn, who has been on leave in the Army Air Forces, resumed his position 
as instructor in rural social economics at the University of Virginia in June. 


Richard F. Behrendt is now professor of international affairs at Colgate University. 
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Konrad Bekker, on leave from the University of Kentucky while serving as Lieutenant in 
the Army, has resigned as instructor in economics to accept a position in the State Depart- 
ment. 


David W. Belcher has been appointed instructor in economics at the University of Minne- 
sota, 


Douglas Bellemore, formerly head of the finance department of the University of Toledo 
and more recently Lieutenant Commander in the Navy, has joined the staff of the economics 
department at Boston University as associate professor. 


Julio N. Berrettoni, formerly of the University of Minnesota, has been appointed assistant 
professor in the department of economics and sociology at Iowa State College, 


Joseph Biery has been appointed associate professor of accounting at the University of 
Kansas. 


Francis M. Boddy has been promoted to the rank of professor at the University of Minne- 
sota. 


Arthur M. Borak has returned to his position as associate professor of economics at the 
University of Minnesota after eighteen months’ service at the Army University in Biarritz 
and at training schools in Germany. 


Daniel Borth, Jr., has been made associate professor of accounting, School of Business, 
University of Chicago. 


Kenneth E. Boulding, of Iowa State College, has been appointed chairman of the department 
of economics and political science, McGill University. 


Philip D. Bradley, assistant professor of economics at Harvard University, has been granted 
a leave of absence for one year from September 1, 1946, having been awarded a Guggenheim 
Foundation Fellowship which will take him to Latin America for the investigation of public 
finances. 


Buford Brandis, formerly a member of the research staff of the Federal Reserve Bank of 
Atlanta, is now associate professor of business administration at the School of Business 
Administration of Emory University. 

Paul P. Brown has resigned as assistant professor of marketing at the University of North 
Carolina. 


Yale Brozen, formerly of the Illinois Institute of Technology, has been a associate 
professor of economics at the University of Minnesota. 

Franklin L. Burdette, of Butler University, has been appointed associate cere of govern-. 
ment and politics in the College of Business and Public Administration, University of Mary- 
land. 


Jesse V. Burkhead has left the Bureau of the Budget to accept a position as assistant pro- 
fessor of finance at Lehigh University. 


Robert S. Bussell is now assistant professor of marketing at the Oklahoma Agricultural and 
Mechanic College. 


Grant H. Calder has been promoted to the rank of assistant professor in the School of Busi- 
ness, University of Utah. 


R. P. Calhoon, formerly personnel manager of Kendall Mills, has been appointed professor 
of personnel management at the University of North Carolina. 


Chris D. Calsoyas has been appointed instructor in economics at Yale University. 


C. C. Carter has been appointed associate professor of business law in the School of Com- 
merce of the University of North Carolina. 


James E. Chace has been promoted from acting head to head professor of the department of 
real estate, University of Florida. 


A. Hamilton Chute has resigned his position at the University of Minnesota to become pro- 
fessor of marketing at the University of Toledo. 


W. W. Cook has resigned from Marysville State Teachers College to become associate pro- 
fessor of marketing at Kansas State College. 
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William W. Cooper has resigned as instructor in economics in the College of the University 
of Chicago to be assistant professor of economics at Carnegie Institute of Technology. 


John M. Crawford, formerly with the Division of Research of the Federal Reserve Board and 
recently released from active duty as Lieutenant Commander in the United States Public 
Health Service, has become assistant professor of economics at Carnegie Institute of Tech- 
nology. 


A. W. Currie, formerly of the University of British Columbia and of the Department of 
Reconstruction in Ottawa, has joined the staff of the department of political economy, Uni- 
versity of Toronto. ; 


Roy E. Curtis, formerly dean of the School of Business and Public Administration, has re- 
turned to the University of Missouri as professor of economics after serving with the Office of 
Price Administration during the war. 


H. H. Cutler has been promoted to associate professor in the School of Business, University 
of Utah. 


Amando M. Dalisay, senior agricultural economist for the past two years in the Office of 
the President of the Philippines in Washington, has been appointed special assistant and chief 
of division in the Office of Foreign Relations of the Philippine government, Manila. 


Melvin G. De Chazeau, formerly associate professor of economics at the University of 
Virginia, has resigned to accept a position as professor in economics at the University of 
Chicago. 

Merrill DeVoe has been appointed associate professor of marketing at the University of 
Kentucky. 


Catherine Di Gioia has been appointed instructor in sociology, New Jersey College for 
Women. 


Richard P. Doherty, on leave of absence from 1943-45 to serve as emergency fuel and food 
administrator for the State of Massachusetts, has been named head of the department of 
economics at Boston University. 


Evsey D. Domar has resigned from the Division of Research and Statistics of the Federal 
Reserve Board and has become assistant professor of economics at Carnegie Institute of Tech- 
nology, after serving as visiting lecturer in economics at the University of Michigan during 
the summer. 

Elvin F. Donaldson has been promoted to the rank of professor of business organization at 
the Ohio State University. 

C. H. Donovan, formerly Lieutenant Commander in the Navy, has returned to the Uni- 
versity of Florida as associate professor of economics. 

Francis Doody, formerly instructor at Massachusetts Institute of Technology and more 
recently Lieutenant in the Navy, has been named assistant professor of economics at Boston 
University. 

Thomas W. Douglas, recently instructor in commerce at the University of Pennsylvania, 
has been appointed assistant professor of commerce at the University of Virginia. 

Acheson J. Duncan has been appointed associate professor of political economy at the Johns 
Hopkins University. 

R. Y. Durand has been appointed assistant professor of business administration at the 
University of North Carolina. 

G. A. Elliott, of the University of Alberta, has joined the staff of the department of political 
economy at the University of Toronto. 

Herman A. Ellis, who has been a research assistant in the Bureau of Business Research, is 
now assistant professor of economics at the University of Kentucky. 

Howard S. Ellis, since 1943 assistant director, Division of Research and Statistics of. 
the Federal Reserve Board, has returned to the University of California as professor of 
economics. 

Elden J. Facer has been promoted to assistant professor in the School of Business, Uni- 
versity of Utah. i 
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Robert H. Ferguson has returned to Cornell University as teaching associate after serving 
in the Army. 


J. S. Floyd has been appointed instructor of economics at the University of North Carolina. 

Robert J. Fowks, who served as Lieutenant in the Army, has gone to the University of 
Missouri as assistant professor of economics. 

Arthur M. Freedman has been appointed instructor of economics at Brown University. 

John L. Fulmer resumed his duties as associate professor of rural economics at the Uni- 
versity of Virginia in November, 1945 after more than four years’ service- in the Army. 

Louis Gaitanis has taken a position as assistant professor of economics at the University of 
Florida following five years’ service with the Social Security Administration. 

Dr. Roy L. Garis, of Vanderbilt University, has been appointed professor of economics at 
the University of Southern California. 

Burton Gildersleeve has resigned his position at the Ohio State University to become associ- 
ate professor of banking at the University of Oklahoma. 

Richard M. Goodwin has been appointed assistant professor in the department of economics, 
Harvard University. 


George C. Grosscup, Jr., has become a member of the staff of the department of commerce 
and economics of the University of Vermont as assistant professor. 


P. N. Guthrie has accepted a position as professor of economics at the University of North 
Carolina. 


W. E. Haisley has been appointed instructor of economics at the University of North Caro- 
lina. 

Franklin P. Hall has resigned from the International Economics Division, Office of Business 
Economics, Department of Commerce, to accept an appointment to the department of eco- 
nomics, Clark University. 

Edwin W. Hanczaryk is an instructor in economics at Brown University. 


Morrison Handsaker has been appointed chairman of the economics department of La- 
fayette College. 


Harold E. Hardy, formerly of the University of Missouri, has been named lecturer in mar- 
keting at the University of Minnesota. 


Seymour E. Harris has been promoted to professor in the department of economics, Harvard 
University. 

Robert D. Haun, on leave of absence while serving as price executive with the Office of 
Price Administration, has returned to the University of Kentucky. 


Earl O. Heady has been promoted from assistant professor to associate professor at Iowa 
State College. 


Walter W. Heller, formerly assistant to the director of the Division of Tax Research of the 
Treasury, has joined the faculty of the University of Minnesota as associate professor of 
economics. 


John S. Henderson, of Carnegie School of Technology, has been appointed assistant pro- 
fessor of economics and statistics at the University of Florida. 


Oscar E. Heskin, formerly with the American Embassy in Oslo, Norway, has returned to 
the University of Florida as professor of economics. 


Paul T. Homan is returning to Cornell University at the beginning of the fall semester after 
several years’ service with the War Production Board, UNRRA, and the War Assets Admin- 
istration. 


Edwin H. Howard returned to the faculty of Washington and Lee University in June after 
having served with the Office of Price Administration in Roanoke. 


Don Humphrey, chief economic adviser for the Office of Military Government in Berlin, 


has been granted an extension of his leave of absence from Duke University until February, 
1947. 
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Huber C. Hurst is resuming his teaching as professor of business law at the University of 
Florida after service with the Armed Forces and with the Veterans’ Administration. 


Leonid Hurwicz, formerly with the Cowles Commission at the University of Chicago, has 
taken up his duties as associate professor in the department of economics and sociology at 
Iowa State College. 


John G. B. Hutchins has returned to Cornell University after having served since 1942 with 
the War Shipping Administration. 


Charles D. Hyson has been appointed instructor in the department of economics, Harvard 
University. 


John R. Immer, of the University of Illinois, has joined the faculty of the University of 
Minnesota as assistant professor in the field of industrial management. 


Elmo Jackson, formerly instructor at Harvard and more recently in the Armed Forces, 
has been appointed associate professor of economics and statistics at the University of Florida. 


John E. Jeuck has been appointed instructor in marketing in the School of Business, Uni- 
versity of Chicago. 


Gaston Jeze, professor emeritus of public finance and public law at the University of Paris 
and an honorary member of the American Economic Association (1926), in a recent letter 
gives moving details of his life during the war. Professor Jeze, an outstanding public figure in 
France, and his daughter, were imprisoned because they refused to collaborate with the Vichy 
regime. When the Germans marched into Paris he fled to the South. He was persecuted and 
robbed during the occupation. He returned to Paris in April of this year and has already pub- 
lished the first postwar issue of his well-known quarterly, Revue de Science et de Législation 
Financières. Friends of Professor Jeze, many of whom have inquired about his fate, will be 
pleased to hear that he has taken up residence again at his old home, 126 Blvd. Montparnasse, 
Paris. While most of his property has been stolen by the Germans, his famous private library 
is still intact. Although Professor Jeze is 77 years old, he has resumed his activities as editor 
and writer and intends to continue the work which was interrupted by the war. 


Lewis K. Johnson has been promoted from assistant professor to associate professor of 
commerce at Washington and Lee University. 

J. A. Johnston, head of the department of accounting at the University of Utah, retired 
in June. 

M. J. Jucius has been promoted to the rank of professor of business organization at the 
Ohio State University. 


Frank S. Kaulback, Jr., has been appointed assistant professor of accounting at the Uni- 
versity of Virginia. 


James W. Kelley, on leave of absence for three years while serving as analyst in the Bureau 
of Labor Statistics, has returned to Boston University as associate professor of economics. 


Leonard A. Kent has been appointed instructor in statistics in the School of Business, Uni- 
versity of Chicago. 


Marshall D. Ketchum has resigned as professor of economics at the University of Kentucky 
to accept a position at the University of Chicago. 


C. A. Kirkpatrick has been appointed associate professor of marketing at the University 
of North Carolina. 


H. E. Klontz has resigned as instructor in economics at the University of North Carolina 
to accept an associate professorship in economics at Alabama Polytechnic Institute. 


F. J. Kottke has been appointed associate professor of economics at the University of 
North Carolina. 


B. C. Lemke has been promoted from assistant professor to désociate professor at Jowa 
State College. 


Wassily Leontief has been promoted to professor in the department of economics, Harvard 
University. 


J. Wayne Ley has been promoted to the rank of professor of business organization and has 
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assumed duties as assistant dean of the College of Commerce and Administration at the Ohio 
State University, 

Charles E. Lindblom has been appointed assistant professor of economics at Yale Uni- 
versity. 

Michael F. M. Lindsay has been appointed lecturer in the department of economics, Har- 
vard University. 

C. L. Littlefield, of the University of Louisiana, has been made instructor of business or- 
ganization at the Ohio State University. 

Richard E. Lundquist is returning to the staff of the School of Business Administration at 
the University of Minnesota following a year’s study at Northwestern University. 

Joseph O. McClintic has been made associate professor of economics at San Diego State 
College. 

John B. McFerrin was promoted from associate professor to professor of economics at the 
University of Florida upon his return from service in the Navy. 

Clarence McGregor has resigned from the research staff of the Federal Reserve Bank of 
Kansas City to accept a position as professor of marketing at the University of North Carolina. 

Jess McNish, of the University of Nebraska, has gone to the University of Kansas as in- 
structor in business law. 

James R. McPherson has joined the staff of Boston University as instructor in economics 
after service with the Armed Forces. 

Robert C. Manhart, who has been on leave from the University of Missouri working with 
the Sylvania Electric Products Inc., has returned as associate professor of economics. 

Yves R. Maroni is an instructor of economics at Brown University. 

Donald B. Marsh has been granted a year’s leave of absence from the department of eco- 
nomics of Barnard College. 

D. F. Martin has resigned as assistant professor of economics at the University of North 
Carolina to continue his work as economic analyst with the Allied Military Government in 
Berlin. 

Gordon L. Mattson, recently discharged from the Navy, has returned to the University of 
Minnesota as instructor in economics and accounting. 

Ellis C. Maxcy, general personnel relations supervisor of the Southern New England Tele- 
phone Company, has been appointed lecturer in economics at Yale University. 

Lloyd A. Metzler, formerly with the Division of Research and Statistics, Board of Gov- 
ernors of the Federal Reserve System, Washington, has been-appointed assistant professor of 
economics at Yale University. 

Allen Meyer is serving as secretary of the College of Commerce and Administration at the 
Ohio State University in addition to his duties as assistant professor of business organization. 

Raymond F. Mikesell, formerly assistant professor of economics at the University of Wash- 
ington and recently head economist in the Monetary Research Division of the Treasury, has 
been appointed associate professor of economics at the University of Virginia. 

Robert B. Miner has returned from the Army University cf Okinawa to become instructor of 
business organization at the Ohio State University. 

George M. Modlin has been appointed president of the University of Richmond. 

Donald A. Moore has been appointed instructor of economics at Brown University. 

Kenneth V. Moses has been appointed instructor in business law at the University of 
Kansas. 

Herbert Newman, of the University of Delaware, has been made associate professor of eco- 
nomics at the University of Florida. 

Hermann C. Nolen has been promoted to the rank of professor of business organization at the 
Ohio State University. 

Paul M. O’Leary has been appointed dean of the new School of Business and Public Ad- 
ministration at Cornell University. 
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Edgar Z. Palmer has resigned as professor of economics at the University of Kentucky to 
accept a position at the University of Nebraska. 


Andreas G. Papandreou was made instructor in the department of economics, Harvard 
University, upon his return from the service. 


W. W. Pate has accepted an appointment as instructor In economics at the University of 
North Carolina. 


Raymond J. Penn has been assistant professor in agricultural economics at the University 
of Wisconsin since February. 


Robert B. Pettengill is director of the Teaching Institute of Economics, operated under a 
grant from the Alfred P. Sloan Foundation, Inc., at the University of Southern California. 


Clyde W. Phelps, formerly head of the department of economics and commerce at the 
University of Chattanooga, has joined the staff of the department of economics at the Uni- 
versity of Southern California. 


M. Ogden Phillips, of Washington and Lee University, was visiting professor of economic 
geography at Columbia University during the summer. 

Ralph D. Pickett, head of the Department of commerce at Kansas State Teachers College, 
has been appointed professor of economics at the University of Kentucky. 

A. W. Pierpont has taken up duties as instructor in economics at the University of North 
Carolina. 

William H. Pierson has been appointed associate professor of geography at the University 
of Florida. 

Neal Potter, formerly acting chief of the income analysis section, Office of Price Administra- 
tion, is an instructor in economics at Carnegie Institute of Technology. 

Richard Powers, of the University of Virginia, has accepted a position as assistant professor 
of economics at Clemson College. 

Wiliam McC. Pritchett, of the University of Virginia, has accepted a position as assistant 
agricultural economist with the Federal Reserve Bank of Dallas. 

Jewell J. Rasmussen has been promoted to the rank of assistant professor in the School of 
Business, University of Utah. 

Melvin Reder has resigned as research associate in the Money Flows Project of the National 


Bureau of Economic Research to become assistant professor of economics at Carnegie Institute 
of Technology. 


Charles F. Reynolds, Jr., of the University of Virginia, has accepted a position as agricul- 
tural economist with the Federal Reserve Bank of Atlanta. 

Gaines M. Rogers, of the University of Virginia, has been made assistant professor of 
economics at Baylor University. 

Benjamin A. Rogge, formerly a member of the faculty of the University of Nebraska, has 
joined the staff of the department of economics at the University of Minnesota as an instructor. 

R. H. Rowntree has resigned his position as assistant professor of economics at the Ohio 
State University to continue his work with the Department of Commerce. 

A. W. Sadler has been appointed associate professor of accounting at the University of 
North Carolina. 

G. T. Schwenning has resumed his duties as professor of business administration at the 
University of North Carolina following his release as director of the business management sec- 
tion of the Armed Forces University at Shrivenham, England. 

William B. Seiniger, recently a lieutenant in the Army, has been appointed instructor in 
marketing in the College of Business and Public Administration, University of Maryland. 

Joseph E. Shafer, of the University of Akron, has been appointed head of the department of 
economics and business administration at the University of New Hampshire. 

Nelson C. Shafer, Jr., formerly of the Indiana University, has been made instructor in 
marketing at the University of Kansas. 


Eli Shapiro has been appointed assistant professor of business economics at the School of 
Business of the University of Chicago. 
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Murray W. Shields has been appointed associate professor of economics at the University 
of Florida. 


Peter D. Shilland has been appointed associate professor of economics at West Virginia 
University. 

Ronald B. Shuman has returned to his teaching duties at the University of Oklahoma as 
professor of business management following five years’ service in the Army, in which his last 
assignment was as Colonel, General Staff Corps, with the Office of Military Government in 
Berlin, Germany. 

C. Gordon Siefkin, formerly assistant to the president at Southwestern University, and more 
recently in charge of the program in economics at Shrivenham American University, is now 
professor of economics at the School of Business Administration of Emory University. 


Paul B. Simpson is returning to Cornell University as teaching associate after serving in the 
Army. 
P. P. Smith has been appointed instructor in accounting at the University of North Carolina. 


Theodore H. Smith, of the University of Oklahoma, is now dean of the School of Business 
of the University of Montana. 


Frank A. Southard, Jr., after serving in the Navy, chiefly as financial adviser at Allied Force 
Headquarters in Italy, has resumed his duties at Cornell University and has been appointed 
chairman of the department of economics. 

Irving A. Spaulding has been appointed assistant professor of sociology, New Jersey College 
for Women. 


William A. Spurr, formerly Lieutenant Commander in the Navy and more recently associate 
professor of statistics at the University of Chicago School of Business, has accepted a profes- 
sorship at Stanford University. 

Armand C. Stalnaker, who has been appointed assistant professor of business organization 


at the Ohio State University, will have the duties of placement director of the College of Com- 
merce and Administration. 


Hubert F. Stepp, of the University of Virginia, has been appointed assistant professor of 
economics at the University of Arkansas. 


Robert C. Strahl, of the Ohio State University, has become assistant professor of marketing 
at the University of Nebraska. 

Roland Stucki has been promoted to associate professor in the School of Business, Uni- 
versity of Utah. 

Sidney C. Sufrin, recently returned from London where he was with the Mission for Eco- 
nomic Affairs, United States Embassy, has accepted an associate professorship in business 
administration and economics at Syracuse University. 

Janet Sundelson will be an instructor in economics at Barnard College for the coming year. 

Harry W. Sundwall has been promoted to the rank of assistant professor in the School 2 
Business, University of Utah. 

Robert Tannenbaum is instructor in business economics and industrial relations in the 
School of Business, University of Chicago. 

Albion G. Taylor has returned to his position as head of the department of economics at the 
College of William and Mary after a four years’ leave of absence first serving the War Man- 
power Commission and later as chief of the Food Industries Division, Office of Labor, Depart- 
ment of Agriculture. 

Jacob B. Taylor, professor of accounting at the Ohio State University, has assumed the posi- 
tion of business manager of the university. 

M. D. Taylor has resigned as professor of marketing at the University of North Carolina to 
serve as economic analyst with the Allied Military Government in Berlin. 

Howard M. Teaf, Jr., has been promoted to the rank of professor in ne department of 
economics at Haverford College. 


R. Paul Terrell has been appointed assistant professor of geography at the University of 
Florida. 
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Herman P. Thomas has been named chairman of the department of economics at the 
University of Richmond. 


Gerhard Tintner has been promoted from associate professor to professor of economics and 
econometrics at Iowa State College. 


William A. Tolman, who was on leave of absence while serving as price executive of the 
Office of Price Administration, has returned to the University of Kentucky. 


Alvin E. Touhino, of the University of Wyoming, has been appointed assistant professor of 
accounting at the University of Kansas. 


Orba F. Trayler, until recently chief of the lend-lease accounting office in Cairo, and acting 
chairman of the department of economics at Kenyon College during the summer term, will go 
to the University of Denver in the fall quarter. 

J. Alden Trovillo has been appointed associate professor of industrial management at the 
University of Kansas. 

F. W. Tuttle, who was with the War Labor Board and later with the Bureau of Labor, has 
resumed his duties as assistant professor of economics at the University of Florida. 

Roland §. Vaile, professor of economics and marketing at the University of Minnesota, is 
spending a year’s sabbatical leave in study and travel in California. 

Edward R. Van Sant, recently returned from Chungking and Shanghai where he served with 
the Foreign Economic Administration, has accepted a position in the International Resources 
Division of the Department of State. 

William J. Vatter has been promoted from assistant professor to associate professor of ac- 
counting in the University of Chicago School of Business. 

Irving H. Wallace has rejoined the faculty of the University of Minnesota as instructor in 
economics and marketing after several years’ absence in the service of the government and the 
Armed Forces. 

Allen Wallis has been appointed professor of statistics in the School of Business, University 

of Chicago. 

Robert B. Wentworth has joined the staff of the department of commerce and economics at 
the University of Vermont as instructor in economics. 

Miriam E. West has been advanced from assistant professor to associate professor at New 
Jersey College for Women. 

Fred Weston has been appointed instructor in finance in the School of Business, University 
of Chicago. 

Francis S. Wilder, formerly economist in the Research Division of the Office of Price Ad- 
ministration, has been appointed visiting assistant professor at Duke University. 

Richard L. Williamson, of the University of Buffalo, has become a member of the staff of 
the division of social sciences at Wheaton College, Illinois, as instructor in economics and 
business. 

Robert L. Winestone, formerly of the, University of Oregon, has joined the staff of the Uni- 
versity of Minnesota as instructor in economics. 

Francis Wingate has become an assistant professor of marketing at Syracuse University 
after serving in the Armed Forces. 

John B. Woosley has been appointed head of the department of economics and commerce 
at the University of North Carolina. 

Howard Wright has gone to the University of Florida as associate professor of accounting 
after having served in the Armed Forces three years. 

Howard W. Wright, until recently Captain in the Army, has been appointed associate pro- 
fessor of accounting in the College of Business and Public Administration of the University of 
Maryland. 

George Zeiss, Jr., of Louisiana State University, has been appointed assistant professor of 
business communication at the University of Kansas. 


FORTY-THIRD LIST OF DOCTORAL DISSERTATIONS IN 
POLITICAL ECONOMY IN PROGRESS IN AMERICAN 
UNIVERSITIES AND COLLEGES l 


The first list of this kind was dated January 1, 1904, and was sent to all members, but not 
regularly bound in the publications. A notation as to the earlier lists, extending from 1905 to 
1927, may be found in the Review for September, 1927, page 574. Annual lists thereafter are to 
be found in the September number of the Review for each year. 

The present list specifies doctoral degrees conferred, doctoral dissertations completed and 
accepted by the various universities, and the theses still in preparation. The last date given is 
the probable date of completion. In cases where the publishers of completed dissertations were 
given, this information has been reported. 

The list represents the status of the several theses on June 15, 1946, except for a few items 
later reported as completed or published. 


Economic Theory; General Works 


Degrees Conferred 


BENJAMIN HAFSTEINN Jon Errixsson, Ph.D., Harvard, 1946. The nature of interest and 
money. 

Joun Face Foster, Ph.D., Texas, 1946. Theoretical foundations of government ownership 
in a capitalistic economy. 

MELVIN WARREN Reper, Ph.D., Columbia, 1946. The theory of welfare economics. 

James Hartman Srauss, Ph.D., Wisconsin, 1946. The entrepreneur: the firm. 


Theses in Preparation 


Daner K. Anprews, B.A., Wisconsin, 1935; M.A., 1942. An introduction to a theory of 
interest. 1947. Ohio State. 
RICHARD VERNON CLEMENCE, Ph.B., Brown, 1934; M.A., 1936; A.M., Harvard, 1940. The 
theory of economic maturity. 1947, Harvard. 
Josera Crorsey, A.B., Columbia, 1939; A.M., 1941. The concept of economic expansion. 
1947. Columbia. 

Haror S. Diamon, B.S., College of City of New York, 1937; A.M., Columbia, 1939. Studies 
in innovation theory. 1947. Columbia. 

Berr Frank Hoserirz, D.Jur., Vienna, 1936; A.M., Chicago, 1945. The Austrian school of 
economics. 1946. Chicago. 

MOTHER JEANNETTE KIMBALL, R.S.C.J., A.B., Barat, 1937; A.M., Marquette, 1942. The eco- 
nomic doctrines of John Gray (1799-1850). 1946. Catholic. 

Cureton HoniaNnp Kreps, JR., B.A., William and Mary, 1941; M.A., North Carolina, 1942. 
A study in economic analysis under conditions of less-than-full employment. 1947. Duke. 

ARTHUR LEIGH, B.A., Colgate, 1941. Studies in the development of the theory of capital and 
interest from Locke to Walras. 1946. Chicago. 

James Witpon Loncrey, B.A., Texas Agricultural and Mechanical, 1936; M.S., 1937; M.A., 
Harvard, 1936. Sismondi, predecessor of Kar] Marx and John M. Keynes. Harvard. 

CHRISTINE Harrison McGure, B.A., Muskingum, 1937; M.A., Ohio State, 1938. Economic 
incentives, 1946. Chicago. 

James N. Morcan, B.A., Northwestern, 1939; M.A., Harvard, 1941. The elimination of un- 
earned gains and losses. 1947. Harvard. 

Ricsarp E. Mutrcagy, B.A., Gonzaga, 1939; M.A., 1940. The economic theories of Heinrich 
Pesch. 1947. California. 

CLARENCE EDWARD PHILBROOK, B.A., Chicago, 1936. The policy implications of the theoreti- 
cal controversy over the effects of rigid wages. 1947. Chicago. 

LEONARD HENRY Ratt, B.A., Nebraska, 1935; M.A., 1937. A critical analysis of some of the 
aspects of the theory of the mature economy. 1946. Wisconsin. 
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EUGENE RorweEin, B.A. and M.A., Wisconsin, 1939. The political economy and economic. 
philosophy of David Hume. 1946. Chicago. 

ARNOLD Wrritam Sametz, B.A., Brooklyn, 1940; M.A., Princeton, 1942. The mature econ- 
omy. 1947, Princeton. 

GEORGE SCHULLER, B.S., New York, 1931; M.A., 1934. Bargaining power and its effects on 
prices and income. 1947. Columbia. 


BERNICE SHOUL, B.A., Radcliffe, 1941; M.A., Columbia, 1943; M.A., Radcliffe, 1945. Break- > ` 


down theory in Marx. Harvard. 

HARLAN Money Smarts, B.A., Chicago, 1936; M.A., 1938. The price mechanism and the 
concept of social value. 1946. Chicago. 

Atva Morris TUTTLE, B.A., Butler, 1923; M.S., Iowa State, 1928. Wage determination: a 
theoretical and statistical analysis. 1947, Okio State. 


Economic History 


Degrees Conferred 


Ferca Jonnson Devrup, Ph.D., Columbia, 1946. Arms makers of the Connecticut Valley. 
James Harotp Eastersy, Ph.D., Chicago, 1945. The South Carolina rice plantation. 
Rogert Morrett Hare, Ph.D., Chicago, 1945. The United States and Japanese immigration. 


Theses in Preparation 


Wirra{Įm Housert Baucun, B.S., Alabama, 1940; M.A., Virginia, 1941. Virginia’s economic 
development. 1947. Virginie. 

SHIRLEY AKERMAN BILL, B.A., Chicago, 1941; M.A., 1942. The meaning and background of 
the inter-state comity provision of the federal constitution. 1946. Chicago. 

Wri1aM R. Bratstep, B.A., Stanford, 1939; M.A., Chicago, 1940. The development of the 
Pacific as an American naval problem before 1909. 1946. Chicago. 

Josers L. Fiswer, B.S., Bowdoin, 1935; M.A., Harvard, 1938. The economic development of 
Alaska. 1947. Harverd. 

Henri Former, M.A., Denver, 1939. French expansion in the trans-Mississippi Southwest 
during the eighteenth century. 1946. Chicago. 

ABRAHAM Lours Girtow, B.A., Pennsylvania, 1939; M.A., Columbia, 1940. Economic history 
of a South Sea island. 1947. Columbia. 

HARRY FRANKLIN Jackson, B.A., Marshall, 1933; M.A., West Virginia, 1937. Technological 
development of Central America to 1907, 1946. Chicago. 

Gate Wittiam McGexr, B.A., Nebraska State Teachers, 1936; M.A., Colorado, 1939. Offers 
of alliance from the Great Powers to the United States 1789-1823. 1946. Chicago. 

Wirm Harvey Marur, B.S., Northwestern, 1937; M.A., 1939. The German Social Demo- 
cratic party and the idea of international cooperation, 1918-32. 1946, Chicago. 

Epwarp Marz, Dipl. Bus. Adm., Vienna, 1933; Dipl. Pol. Econ., 1937; M.A., Harvard, 1943. 
An economic history of the Austrian Republic. 1946. Harvard. 

Marta C. Mitceett, B.A., Alabama, 1943; M.A., Chicago, 1944. A history of Birmingham, 
Alabama. 1946. Chicago. 

BEATRICE TREIMAN, B.A., Chicago, 1939; M.A., 1943. Franco-American commerce, 1778- 
89. 1946. Chicago. 


National Economies 
Degrees Conferred 


WILLIAM CHARLES CHAMBERLIN, Ph.D., Columbia, 1946. Economic development of Iceland 
through World War II. 

Rosert Ray Docxson, Ph.D., Southern California, 1946. A study of Japan’s economic 
influence in Manchuria, 1931-41. 

Heimut Hiesca, Ph.D., Chicago, 1945. Th Saar territory. 

SAMUEL Lurrè, Ph.D., Columbia, 1946. Private investment in a controlled economy: the 
case of the Nazi economy in its pre-war phase. 


1946] LIST OF DOCTORAL DISSERTATIONS _ 747 


Eastin NELson, Ph.D., Texas, 1946. The development of economic policy in the Republic of 
Panama. 


; Theses in Preparation 


Smeon Hutner, B.A., Columbia, 1937; M.B.A., New York, 1940. The war economy in nazi 
Germany. 1947. Princeton. 

Francis PERLEY TAYLOR MacKinnon, B.A., McGill, 1941; M.A., Toronto, 1942. Govern- 
ment of Prince Edward Island. Toronto. 

Jack B. PFEIFFER, B.A., Bradley Technology, 1942; M.A., Chicago, 1945. The dawn of manu- 
facturing in Chile. 1946. Chicago. 

Davip M. PLETCHER, B.A., and M.A., Chicago, 1941. The development of northwestern 
Mexico. 1946. Chicago. 

Coy Hoyr Price, B.S., Virginia, 1938. A study in the economic control of Germany. 1947. 
Virginia. 

ELIZABETH Marre ROSENGREN, B.A., Alberta, 1940; M.A., Toronto, 1942. Wartime controls 
in Canada. 1947. Columbia. 

Leona S. Trorra, B.A., New York, 1931; M.A., Columbia, 1935. The labor situation in Italy 
at the close of the first world war and how it paved the way for fascism. 1947. Columbia. 
Norman McQueen War, B.A., McMaster, 1941; M.A., Toronto, 1943. Development of 

goverament activity in Nova Scotia. Toronto. 


Statistical Methods; Econometrics; Economic 
Mathematics; Accounting 


Degree Conferred 


Wrriam Joserm Varrer, Ph.D., Chicago, 1946. The fund theory of accounting and its im- 
plications for financial reports. 


Theses in Preparation 


Rev. Dumas Leon McCreary, C.S.V., B.S., St. Viator, 1935; M.A., Catholic, 1945. Uniform 
accounting systems for parishes. Catholic. 

C. R. Niswoncer, B.S., Miami, 1929; M.S., Illinois, 1931. Accounting for surplus reserves. 
1947, Ohio State. 

Joun T. WHEELER, B.B.A., Minnesota, 1942. Cost methods and empirical cost functions 
1947. Massachusetts Institute of Technology. 


National Income and Product; Income Distribution; 
Consumption Statistics 


Degrees Conferred 


Miron FRIEDMAN, Ph.D., Columbia, 1946. Income from independent professional practice. 
GEORGE Jaszi, Ph.D., Harvard, 1946. The concept of national income and national product, 
with special reference to government transactions. 


Theses in Preparation 


JANET AUSTRIAN, B.A., Bennington, 1939, Measurement of economic stability: an analysis of 
consumer income and expenditure by age groups, 1935-36. 1948. Columbia. 

Harrow W. Harvorson, B.S., Minnesota, 1938; M.A., 1940. A study of agricultural income 
and its relation to national income. 1947. Minnesota. 

Joun Horroyp Kempster, B.S., Missouri, 1938; M.B.A., Chicago, 1939. Accounting princi- 
ples and the measurement of national income. 1947. Massachusetts Institute of Technology. 
GEORGE MERVYN KLEINER, B.A., McGill, 1936; M.A., 1937. An analysis of employment and 

income in the 5th Federal Reserve District 1930-40. 1946. Wisconsin. 
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Business Cycles and Fluctuations 


Degrees Conferred 


NATHAN BELFER, Ph.D., Harvard, 1946. Technical change and technological unemployment. 
ALFRED Nıcors, Ph.D., Harvard, 1946. Cyclical adjustments under oligopoly. 


Thesis Completed and Accepted 
KENNETH D. Roose, B.A., Southern California, 1940. The recession of 1937-38. Yale. 


Theses in Preparation 


Renoics T. Fers, B.A., Harvard, 1939; M.A., Columbia, 1940. History of American business 
cycles, 1865-1939, 1948, Harvard. 

WILLiaAM Hamovitcx, B.Com., McGill, 1943; M.P.A., Harvard, 1945; M.A., 1946. Wages in 
the business cycle. 1947, Harvard. 

WENDELL Deapy Hance, B.S., Northwestern, 1935; M.A., Harvard, 1942. The secular change 
in investment with particular reference to the automobile industry. Harvard. 

Evan Bonn Hannay, B.A., Washington, 1936; M.A., Stanford, 1937. The machine tool in- 
dustry in relation to business fluctuations. 1947. Princeton. 

ELINOR Ruta Harris, B.A., Mt. Holyoke, 1944; M.A., Radcliffe, 1945. Rate of interest and 
management of the public debt. Harvard. 

GABRIEL SYLFEST HauGe, B.A., Concordia, 1935; M.A., Harvard, 1938. Banking aspects of 
Treasury borrowing in World War II. 1946. Harvard. 

JAMES EARL Hicxs, B.A., Washington and Lee, 1936; M.A., North Carolina. Certain aspects 
of inflation in Italy. 1948. North Carolina. 

Leron Hurwicz, LL.M., Warsaw, 1938. Basic postulates of the theory of economic fluctua- 
tions and their relation to empirical evidence. 1946. Chicago. 

Rosert Pau Suay, B.S., Virginia, 1944. A study of overemployment E o 1947. 
Virginia. 

James Tosin, B.A., Harvard, 1939; M.A., 1940. Demand forecasting. 1947. Harvard. 

CHARLES 5, Wyann, B.A., Pennsylvania State, 1939; M.A., 1944. The economics of replace- 
ment demand. 1948. Columbia. 


Public Finance; Fiscal Policy; Taxation 
Degrees Conferred 


Lucite Derrick, Ph.D., Chicago, 1946. Tax exemption of security interest from income taxes 
in the United States: an economic and statistical analysis. 

M. Louise Freier, Ph.D., Massachusetts Institute of Technology, 1946. The United States 
excess profits tax in World War II, 

Taan Lewis Huncate, Ph.D., Columbia, 1946. Financing the future of higher education. 

FRANK SANFORD KAULBACK, JR., Ph.D., Virginia, 1945. The federal budget as an instrument of 
fiscal control. 

HERBERT Evras KLARMAN, Ph.D., Wisconsin, 1946. Income taxation in the states. 

JOHN VIRGIL LINTNER, JR., Ph.D., Harvard, 1946. Tax restrictions on financing business 
expansion. 

EUGENE ABRAHAM Myers, Ph.D., Pittsburgh, 1946. History of tax legislation in Pennsylvania 
up to 1873. 

Gamers Mapison Rocers, Ph.D., Virginia, 1946. A study of carrier tax burdens. 

ALFRED CHIEH-CHING Tao, Ph.D., Harvard, 1946. A study of the tax structure in China. 


Theses Completed and Accepted 


Lyte C. Fires, B.S., Nebraska State Teachers, 1935; M.A., Nebraska, 1938. Taxing municipal 
bond income. Columbia. 
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MARGARET M. GARRITSEN, B.A., Michigan, 1943. Some theoretical and practical problems in 
the management of the federal debt in the postwar period. 1946. Massachusetis Institute 
of Technology. 

Paut Epwarp Hancuett, B.A., Minnesota, 1937; B.S., 1939; M.A., 1941. Federal income 
taxation of cooperative associations and their patrons. 1946. Minnesota. 

Norman H. LEONARD, B.A., American, 1939, Public debt management. Fale. 

WILLIAM SPENCER VICKREY, B.S., Yale, 1935; M.A., Columbia, 1937. Agenda for progressive 
taxation. Columbia. 


Theses in Preparation 


LoweLL DeWirr Asusy, B.A., Hastings, 1936; M.A., Nebraska, 1938. The development of 
the national economic budget. 1946. Wisconsin. 

Rosemary Witzy Braptrey, B.A., Lawrence, 1935; M.A., Radcliffe, 1939, Mexican public 
debt. Harvatd. 

GERARD MARION BRANNON, B.A., Georgetown, 1943; M.A., 1944; M.A., Harvard, 1946. Un- 
certainty in fiscal policy planning. 1947. Harvard. 

EUGENE CLARK, B.A., Swarthmore, 1939; M.A., Harvard, 1941. The status of farmer co- 
operatives under the federal income tax. 1946. Harvard. 

Rogpert MıLıs Crarx, B.Com., British Columbia, 1941; B.A., 1942; M.A., Harvard, 1944. 
Some aspects of the development of the personal income tax in the province and municipali- 
ties of Canada up to 1930. Hervard. 

Jacos Cowen, B.A., Manitoba, 1940; M.A., Cincinnati, 1941. The fundamental similarities 
and differences in public and private debts. 1946. Chicago. 

ARTHUR Lee CUNKLE, B.A., Arkansas State Teachers, 1938; M.A., Kansas, 1939. Recent 
trends in property taxation in the United States. 1947. Virginia. 

H. H. Currer, B.S., Utah State, 1933; M.S., Iowa State, 1934. A study of property tax levies 
in Utah. 1947. Iowa State. 

Witztam Pyrre Diziincnan, B.A.E., Florida, 1934; M.S., Tennessee, 1942. Federal aid to 
veterans in the United States, 1917-46. 1947. Duke. 

Cuartes H. Durron, B.A., Yale, 1934; M.A., Michigan, 1936. The federal budget as an 
economizing instrumentality—a study of techniques in budgeting recently advocated for full 
employment fiscal policy. 1947. Harvard. ; 

GENE Lroyp Eron, B.A., Doane, 1939; M.A., Wisconsin, 1940. The probable effects of the 
future use of the federal debt in cycle policy. 1947. Wisconsin. 

RICHARD BENJAMIN Goong, B.A., Baylor, 1937; M.A., Kentucky, 1939. An economic analysis 
of the federal corporate income tax. 1947. Wisconsin. 

Byron LINDBERG JOHNSON, 5.B., Iowa State, 1938; Ph.M., Wisconsin, 1940. Federal aid to 
the states. 1947. Wisconsin. 

James RupourH Kay, B.A., Birmingham-Southern, 1938. Fiscal and monetary policy in the 
war period. 1947. Virginia. 

RANDALL T. KLEMME, B.A., Grinnell, 1932, The graduated land tax. 1946. Iowa State. 

Donatp Witt1amM O’Connett, B.A., Columbia, 1937; M.A., 1938. Evaluation of public bor- 
rowing. 1947. Columbia. 

JEWELL Jens Rasmussen, B.S., Utah, 1934; M.S., 1936. Severance taxation in Utah. 1947. 
Stanford. 

Rara Ira Toaver, B.A., Northwestern, 1937; M.A., Washington, 1944. Recent fiscal policies 
in the State of Washington. 1946. Stanford. 

ÄLICE JOHN VANDERMEULEN, B.A., Bryn Mawr, 1939; M.A., Radcliffe, 1945. A case history 
in New England town finance. Harvard. 


Money and Banking; Short-Term Credit 
Degrees Conferred 


AMANDO Munsayac Dauisay, Ph.D., Harvard, 1946. Supervised credit for low-income farm 
groups in the United States. 

Err SHaprro, Ph.D., Columbia, 1946. Credit union development in Wisconsin. (Published as 
No. 525, Columbia Studies in History, Economics, and Public Law.) 
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Theses in Preparation 


WILrLam O. ANDERSON, B.S., Ohio State, 1938; M.A., 1941. An analysis of bank deposits. 
1947. Okio State. 

SISTER Mary ALEXINE Beatty, S.S.J., B.A., Boston College, 1939; M.A., Catholic, 1942. 
Bank failures in the District of Columbia, 1900-1945, Catholic. 

WILLIAM CASTLE BRADFORD, B.S., Syracuse, 1942; M.A., 1944; M.A., Harvard, 1946. Secular 
changes in the velocity of money. Harvard. 

ARTHUR Brickner, M.S., Columbia, 1941. Monetary controls. 1947. Columbia. 

C. K. Cxow, B.A., Ohio Wesleyan, 1941; M.B.A., Ohio State, 1943. Factors determining the 
monetary unit. 1947. Okio State. 

DONALD A. FERGUSSON, B.A., Dalhousie, 1932; M.B.A., Chicago, 1945. A reconsideration of 
the functions and organization of the Federal Reserve System. 1946. Chicago. 

Bourton H. GILDERSLEEVE, B.S., Iowa, 1926; M.B.A., New York, 1933. Problems involved in 
the financing of commercial banks. 1948. Ohio State. 

Wiiiiam E. KOENKER, B.A., North Dakota Teachers College, 1934; M.A., North Dakota, 
1938. A study of bank failures in North Dakota, 1920-35. 1948. Ohto State. 

Russert Craic MclIvor, B.A., Western Ontario, 1937; M.A., Chicago, 1939. Monetary ex- 
pansion in Canadian war finance, 1939-45, 1947. Chicago. 

Gordon WELLS McK In ey, B.A., McMaster, 1938; M.A., Ohio State, 1940. The development 
of monetary and banking theory in the United States since 1930. 1947. Okio State. 

Wisor T. MEEK, B.A., Princeton, 1922. A history of Mexican money. 1947. Columbia, 

NEWTON BELMONT PARKER, B.A., Harvard, 1929; M.A., 1944. The Bank of Brazil. Harvard. 

ANNA JACOBSON SCHWARTZ, B.A., Barnard, 1934; M.A., Columbia, 1935. State banking before 
the Civil War; a study of Pennsylvania banking. 1947. Columbia. 

RicHarp TuLoss STEVENS, B.A., Ohio State, 1926; M.A., 1931. Economic implications of the 
changing character of bank assets. 1947. Ohio State. 

Rosert C. Weems, B.S., Mississippi State, 1931; M.B.A., Northwestern, 1934. The Bank of 
the State of Mississippi, 1809-1834. 1947. Columbia. 


International Trade, Finance and Economic Policy 


Degrees Conferred 


Joan Hans Aprer, Ph.D., Yale, 1946. Determinants of the volume of foreign trade of the 
United States, 1920-1938. 

GEORGE Hay Brown, Ph.D., Chicago, 1945, The international economic position of New 
Zealand. (Published by Journal of Business, Studies in Business Administration, Vol. XVI, 
Nos. 1 and 2, April, 1946.) 

GEORGE HUDDLESTON Faust, Ph.D., Chicago, 1946. Economic relations of the United States 
and Colombia, 1920-40. 

Joun FREDERICK GARDNER, Ph.D., Pittsburgh, 1946. The lend-lease program of World War 
I; analysis and appraisal. 

ANTHONY Yinc Cane Koo, Ph.D., Harvard, 1946. Studies in the theory of exchange equi- 
librium. 

WALTER Krause, Ph.D., Harvard, 1946. Regional shifts in industry. 

Yves Rosert Maronr, Ph.D., Harvard, 1946. The theory of international trade under 
monopolistic competition. 

NICHOLAS MICHAEL PETRUZZELLI, Ph.D., Catholic, 1946. Some technical aspects of foreign 
trade statistics with special reference to valuation. (Published by Catholic Univ. of America 
Press.) 

LAURENCE JOSEPH DE Rycker, Ph.D., California. The significance of the important supplier 
principle as applied in the negotiation of reciprocal trade agreement concessions. 

SAMUEL SAUL SHIPMAN, Com. Sci. D., New York, 1946. The outlook for Soviet-American 
economic relations. 

Pau. ANTHONY VOLPE, Pb.D., Catholic, 1946. The international monetary and banking crisis 
of 1931. (Published by Catholic Univ. of America Press.) 
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Thesis Completed and Accepted 


CLINTON WILSON RANDLE, B.A., Duke 1931; M.A., 1938. United States trade with Latin 
America. 1946. Kentucky. 


Theses in Preparation 


MARTIN AYLMER Bitz, B.A., Saskatchewan, 1943; M.A., Toronto, 1944. Some aspects of 
Canadian foreign trade. Toronto. 

JAMES CHRISTOPHER, B.A., Chicago, 1944; M.A., 1945. American aid to Japanese aggression. 
1946. Chicago. 

ALVIN E. Coons, B.A., Iowa, 1932; M.S., Iowa State, 1939. Certain conflicts in United States 
agricultural and foreign trade policies. 1946. Jowa State. 
ALEXANDER ECKSTEIN, B.S., California, 1939; M.S., 1941. Development of economic relations 
between the U.S.S.R. and the countries of eastern and central Europe. 1947. California. 
Hucu Kye Hawk, B.A., Birmingham-Southern, 1941; M.A., Virginia, 1943. Economic as- 
pects of British foreign trade policy, 1840-1885. 1947. Virginia. 

Kuanc Tar Hu, B.Com., Nankai, 1939; M.B.A., Harvard, 1943; M.A., 1944; Ph.M., Wiscon- 
sin, 1941. International economic problems of China. 1947, Harvard. 

GEORGE ROSEN, B.A., Brooklyn, 1940; M.A., Princeton, 1942. Effect of the industrialization 
of undeveloped countries upon the economic position of the United States. 1947. Princeton. 

Joans W. Swmrson, B.A., Ohio State, 1927; M.A., 1935. Balance of international payments, 
1900-1947. 1947. Ohio State. 

SYDNEY MEYER SPIELVOGEL, B.S., College of City of New York, 1944; M.A., Harvard, 1946. 
Balance of payments mechanism of raw material producing countries. Harvard. 

Ema G. SPITZER, Jur.D., Vienna, 1927; M.A., Harvard, 1943. The effect of synthetic production 
on world trade in basic raw materials. 1946. Harvard. 

MOTHER DEAN ELIZABETH TRAYNOR, R.S.C.J., B.A., Barat, 1937; M.A., Marquette, 1942. 
International monetary and financial conferences, 1900-1945. 1946. Catholic. 

SECH-CHAuU Won, B.S.C., Nationa] Chi-nan University; M.A., Michigan, 1941. China as an 
outlet for-American capital. 1947. New York. 

CHEE Hsen Wu, M.A., Wisconsin, 1945; M.A., Harvard, 1946. Russia’s foreign trade and her 
economic development, 1917-1941. 1947, Harvord. 

Yunce-SHun Wu, B.A., Customs College, China, 1935; M.A., Wisconsin, 1943. Economic ef- 
fects of the wool tariffi in the United States. 1946. Wisconsin. 


Business Finance; Insurance; Investments; 
Securities Markets 


Degrees Conferred 


SIDNEY STUART ALEXANDER, Ph.D., Harvard, 1946. Financial structure of American corpora- 
tions since 1900. 

Orson Hart, Ph.D., Yale, 1946. Life insurance investments in bonds and stocks, 1929-1944, 

Caen Tine, Ph.D., Harvard, 1946. Industrialization, capital formation and internal savings. 

WrtLarpD B. Van Houten, Ph.D., Yale, 1946. Preferred stocks of United States railroads as 
investments. 


Thesis Completed and Accepted 


JoEL B. Dirram, B.A., Yale, 1936. Regulations of security issues under the Public Utility Hold- 
ing Company Act. Yale. 


Theses in Preparation 


ALBERT H. DEHNER, B.S., Ohio State, 1936; M.B.A., 1939. Relation of the speed of stock 
market movements and the extent of fluctuations in stock prices. 1948. Okio State. 

SERGEI PaviovircH DOBROVOLSKY, Dipl., Harbin, 1930; M.A., Columbia, 1942. Retention of 
corporate earnings. 1948. Columbia. 
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Jacos Oswatp Kamm, B.A., Baldwin-Wallace, 1940; M.A., Brown, 1942. Theory of stock 
market operations; national and international. 1947. Okio State. 

Leonard Kenr, B.S., Georgia Teachers, 1935; M.B.A., Chicago, 1940. Effects of inheritance 
tax on the pattern of investment. 1946. Chicago. 

ARTHUR F. MESSENGER, B.A., Ohio Wesleyan. Liquidity in the security markets. 1947. Okto 
State. 

Prnc-Hovu-Wane, B.A., Tsing-hua, 1932; M.A., Columbia, 1941. Fair return on equity capital. 
1947, Columbia. 

SAMUEL AUSTIN REEpP, B.B.A., Minnesota, 1935; M.A., 1940. The investment company as an 
agency for financing new business enterprise: a case study. 1946. Chicago. 

Henc-Kane Sanc, B.A., Tsinghua, China, 1939; M.A., Nankai, 1943; M.A., Harvard, 1946. 
The mechanism of capital formation. 1947. Harvard. 

VIRGIL SCHARRER, B.A., De Pauw, 1935; M.A., Chicago, 1944. Investment outlay, profit, and 
the rate of capital growth. 1947. Chicago, 

Mo Pin Yen, B.A., Nankai, 1938; M.A., Michigan, 1939. The role of development loan in post- 
war industrialization. 1946. Harvard. 


Public Control of Business; Public Administration; 
National Defense and War 


Degree Conferred 


Irwin Raxnpores Hepces, Ph.D., Wisconsin, 1946. Price control of dairy products during 
World War II. 


Theses in Preparation 


Kart A. BOEDECKER, Ph.B., Wisconsin, 1937; M.A., 1940. A critical appraisal of the anti- 
trust policy of the United States government 1933-1945. 1947. Wisconsin. 

Gustav Drews, LL.B., Brooklyn Law, 1917; J'D., 1932; M.A., New York, 1941. The position 
of the patent right in a national economy. 1947, New York. 

GEORGE CHARLES GrosscupP, JR., B.A., Beloit, 1937; M.A., Miami, 1940. Wartime food sub- 
sidies, 1946. Wisconsin. 

RALPH CARL Horser, B.A., Oregon, 1921; M.A., 1923; J.D., Stanford, 1927. Development of 
public utility regulation in Oregon. 1947, Wisconsin. 

Joun May, B.S., Missouri, 1934; M.A., 1939. Standards and patterns of economic contro]— 
Federal Trade Commission. 1947. Pittsburgh. 

MELVILLE J. ULMER, B.S., New York, 1937; M.A., 1938. Free enterprise and price control. 
1947. Columbia. 


Industrial Organization; Price and Production 
Policies; Business Methods 


Degree Conferred 


Charlotte Feldman Muller, Ph.D., Columbia, 1946. Light metals monopoly. (Published as No. 
519, Columbia Studies in History, Economics and Public Law.) 


Theses Completed and Accepted 


CLIFFORD ANDREW CARROLL, S.J., B.A., Gonzaga, 1933; M.A.,1934. Competition in the restau- 
rant business in Seattle, Washington. 1947. St. Louis. 

RICHARD B. Tennant, B.A., Yale, 1937. The American cigarette industry, 1927-1938; an anal- 
ysis of market behaviour. Yale. 


Theses in Preparation 


Francis A. BABIONE, B.S., Miami, 1931; M.B.A., Ohio State, 1932. The leasing of industria! 
equipment, 1947. Okio State. 


etenean inhaa inin miai 
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Winn Finner, B.S., Wisconsin, 1934; M.S., 1935. The dry skim milk industry and marketing 
agreement, 1947. Wisconsin. 

Morris Forxoscu, LL.B., St. John’s 1930; LL.M., 1932; B.A., New York, 1936; M.A., 1938. 
The liquor industry. 1947. New York. 

CHARLES H. Hession, B.A., College of City of New York, 1932; M.A., Columbia, 1933. The 
economics of the food container industry, 1947. Columbia. 

RmcEway Hoecstept, B.A., California, 1929; M.A., 1933, Cost of production and price pol- 
icy. 1947. Columbia. 

Harriet JANE Horses, B.A., Vassar, 1938; M.A., Radcliffe, 1945. Financial aspects of the 
Massachusetts woolen industry. Harvard. 

Ven-Tar Hsu, B.S., Fuh-Tan University, 1926; LL.B., Shanghai College of Law, 1933; M.A., 
New York, 1937. Economics of sheetglass industry. 1947. New York. 

Evan OWEN Rosenrts, B.A., Wisconsin, 1929; M.A., 1938, Modern industrial purchasing: its 
practice and economic implications. 1946. Wisconsin. 

KennetH M, Spane, B.A., Dartmouth, 1933; M.A., Columbia, 1936. Price making in the New 
York milk shed. 1947, Columbia. 

VIRGINIA GALBRAITH TaucHar, B.A., California, 1941. The implications of war activity on 
technological productivity and economic progress, 1948. California. 

STANLEY Szu-YEE Tsou, B.S., California; M.A., Harvard, 1946. The world tea industry and 
China. Harvard. 

Harop Goopxve VATTER, B.A., Wisconsin, 1936; M.A., Columbia, 1938. The changing posi- 
tion of smal} enterprise. 1948. California. 


Marketing; Domestic Trade 


Degree Conferred 


Ricwarp L. D. Morse, Ph.D., Iowa State, 1946. Egg grading and consumers’ preferences with 
special reference to Towa ege marketing. 


Theses in Preparation 


RICHARD MELTON Att, B.A., Harvard, 1932; M.A., 1940. Department store price policies. 

. 1946. Harvard. 

R. G. BRESSLER, JR., M.S., Connecticut, 1936. Efficiency of milk distribution. 1946, Harvard. 

CARL CLARK, B.S., Oklahoma Agricultural and Mechanical, 1928; M.S., 1929. The marketing 
of tobacco through the loose leaf auction system. 1947. Wisconsin. 

James S. Cross, B.A. and M.A., Pennsylvania State, 1940, A study of the mercantile credit 
structure and its function as purchasing power. 1947. Ohio State. 

James H. Davis, B.S., Missouri, 1938; M.B.A., Ohio State, 1940. An analysis of the job of the 
service wholesale drug salesmen. 1947. Ohio State. 

ALBERT F'isHEr, B.A., Oberlin, 1939; M.B.A., Ohio State, 1940. Wholesale drug warehouse 
layout and order handling procedures. 1947. Ohio State. 

Harortp E. Harpy, B.A., Pomona, 1925, The integration of manufacturing and chain-store 
distribution. 1946. Minnesota. 

LELAND ELMER Hess, B.A., Ripon, 1938; M.A., Chicago, 1940. Mail order business. 1946. 
Chicago. 

Roy Wii11aM JAsTRAM, B.A., Stanford, 1936. Some economic aspects of large scale advertis- 
ing. 1946. Stanford. 

Israr Ray Kostorr, B.A., Chicago, 1943; M.A., 1945. Gasoline marketing in Minnesota. 
1946. Chicago. 

Lewis F. MANEART, B.S., Bowling Green State, 1929; M.A., Ohio State, 1936. Department 
store credit management—a case study of the La Salle and Koch Company, Toledo, Ohio. 
1947. Ohio State. 

F. Byers Miter, B.S., Baldwin Wallace, 1934; M.B.A., Ohio State, 1940. Marketing of pre- 
scription ware. 1947, Ohio State. 

SCHUYLER F. Orreson, Ph.B., Wisconsin, 1939; M.B.A., Northwestern, 1940. Market research 
techniques. 1947. Ohio State. 
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RALPH W. SHERMAN, B.S., Ohio State, 1929; M.S., 1932. Development of the cold storage 
locker industry in Ohio. 1947. Okio State. 

FREDERICK W. SHORT, B.A., MacMasters, 1943; M.S., Minnesota, 1944. Marketing of fruit 
with special reference to the Niagara peninsula. 1947. Minnesota. 

Minnis B. Tracey, B.A., Michigan, 1924; M.S., Denver, 1935, The marketing of frozen food 
products. 1947. Ohio State. 

RoBeErt W. Twyman, B.A., Indiana, 1940; M.A., Chicago, 1942. A history of Marshall Field 
and Company. 1946. Chicago. 

Francis A. WINGATE, B.A., Bowdoin, 1931; M.B.A., Harvard, 1933. Principles and methods 
of price determination in retailing. 1948. Okio State. 


Mining; Manufacturing; Construction 


Thesis Completed and Accepted 


Harotp Grecc Lewis, B.A., Chicago, 1936. Studies in the elasticity of demand for steel. 1946. 
Chicago. 


Theses in Preparation 


ARTHUR AARON BRIGHT, JR., B.A., Dartmouth, 1939; C.S.M., 1940; M.A., Chicago, 1942. 
Technological change and the electric lamp industry. 1946. Chicago. 

Wium Byram Gates, JR, B.A., Williams, 1939. An economic history of the Michigan 
copper mining industry. 1946. Chicago. 

RoBERT Grosse, B.A., 1944, Columbia; M.A., 1946, Harvard. Determinants of size of firms 
in iron and steel industry 1790. Harvard. 

GreorcE Henry Hosarr, B.A., Michigan, 1908; M.A., North Carolina, 1941. The pottery 
industry in the United States. 1947. North Carolina, 

MARTHA CRAMPTON Howarp, B.A., Goucher, 1934; M.A., Radcliffe, 1936. History of the 
margarine industry. 1948. Columbia. 

Haro_p Emerson Kiontz, B.A., Berea, 1935. The furniture industry in the South. 1947, 
North Carolina. 

Mitton Lipton, B.A., Rutgers, 1939. Statistical analysis of construction activity in San Fran- 
cisco, 1906-1946. 1947. Stanford. 

Oscar WARREN Mary, B.A., McMaster, 1938; M.A., Toronto, 1945. The steel industry of 
Canada. Toronto. 

Don Patinkin, B.A., Chicago, 1943; M.A., 1945. Models of manufacturing in the United 
States. 1947. Chicago. 

MAYNARD A. Peck, B.A., Bethany, 1930; M.A., Nebraska, 1934. Some economic aspects of the 
coal industry in Boulder county, Colorado. 1947. Colorado. 

Sami SEMSIDDIN TEKINER, M.A., Cornell, 1941. An econometric study of employment, invest- 
ment and output in United States manufacturing, 1920-41. 1946. Chicago. 

DANIEL CARLSON VANDERMEULEN, B.A., Hamilton, 1936; M.A., Harvard, 1946. Technological 
change in the paper industry—introduction of the sulphate process. 1946. Harvard. 


Transportation; Communication; Public Utilities 
Degrees Conferred 


Davip W. BussEtz, Ph.D., Ohio State, 1946. Truck transportation of liquid petroleum prod- 
ucts in bulk. 

MERRILL Devor, Ph.D., Ohio State, 1946. Business and economic problems of the local radio 
station. 

Jacos Martin Goutp, Ph.D., Columbia, 1946. Output and productivity in electric and gas 
utilities, 1899-1942. 

James GARNETT Lyne, Ph.D., New York, 1946, The need of the railways for additional fixed- 
plant capital and possible means of its attainment. 

CHANGNI Younes, Ph.D., Harvard, 1946. The Market Street railway system in San Francisco. 
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Theses in Preparation 


PAUL LAURELL AMBELANG, B.A., Illinois, 1928; M.A., Catholic, 1942. A history of employ- 
ment on railways of the United States to 1945. Catholic. 
Mary Ray Burns, B.A., Minnesota, 1916. A comparative study of four recent railroad reor- 
ganizations: Great Western, Milwaukee, North Western and Soo Line. 1947. Minnesota. 
Joun P. Carter, B.A., Columbia, 1936. Transportation rates and their relation to the location 
of production. 1947. California. 

James Epmonp Coins, B.A., Syracuse, 1940. Cost conditions in air transportation. 1947. 
Stanford. 

Hyman Howard Gorin, B.A., 1936, Harvard; M.A., 1946. Western Union, the biography of 
a public utility. Harvard. | 

Jay Gorpon Hatt, B.A., Western Ontario, 1934; M.A., Chicago, 1944. A history of the auto- 
mobile and of new highways in Latin America. 1946. Chicago. 

Paur L. HowELL, B.B.A., Washington, 1931; M.A., Harvard, 1942. Federal regulation of util- 
ity finance. 1947. Harvard. 

Epwin Hucues, B.A., Williams, 1919; M.A., 1934. The St. Paul organization. 1947, Columbia, 

Epwarp Watson, B.A., Princeton, 1936; M.A., Harvard, 1941. Railroad reorganization. 1947, 
Harvard. 


Agriculture; Forestry; Fisheries . 
Degrees Conferred 


RALEIGH BARLOWE, Ph.D., Wisconsin, 1946. The Wisconsin forest crop law: an appraisal and 
evaluation. 

James Recrnatp Bowrine, Ph.D., Iowa State, 1945. Nutritional problems in relation to agri- 
culture in Canada. 

Pri-KANG CHANG, Ph.D., Harvard, 1946. Agriculture and industrialization: an inquiry into 
the adjustments between agriculture and industry in the process of industrialization. 

Wii1i1AmM HAtpo Fisner, Ph.D., Virginia, 1946. An economic investigation of the dairy indus- 
try in the Fifth Federal Reserve District. (Published by the Federal Reserve Bank of Rich- 
mond, Virginia.) 

ARTHUR THEODORE Mosaer, Ph.D., Chicago, 1946. The economic effects of Hindu religion 
and social traditions on agricultural production by Christians in North India. 

Morcan Cotumsus Rocuester, Ph.D., Wisconsin, 1946. Landlord-tenant relationships in 
the share-cropper system in South Carolina. 

LEONARD A. SALTER, JR., Ph.D., post obitum, Minnesota, 1946. A critical review of research 
in land economics. 

Ben H. Tursopreaux, Ph.D., Harvard, 1946. An economic study of agriculture in Bolivia. 

Joun Francis Tmovons, Ph.D., Wisconsin, 1946. Economic and social aspects of the devalua 
tion of agricultural land through inheritance, gift and will. 

Error Orro Wares, Ph.D., Wisconsin, 1946. Farm ownership processes in a low tenancy 
area; a study of the use and distribution of family capital to achieve owner-operatorship and 
retirement security. 

Ramey C. Wuitney, Ph.D., Minnesota, 1946. Farm income, investment and value of farm 
land in Missouri. 


Thesis Completed and Accepted 


CHARLES FELDER REYNOLDS, JR., B.S., Mississippi State, 1939; M.A., Virginia, 1942. Changes 
in the agricultural economy of the Yazoo-Mississippi delta. 1946. Virginia. 


Theses in Preparation 


GORDON L. Burton, B.A., Alberta, 1937; M.A., 1940. Economic elements of a price policy for 
Canadian agriculture. 1946. Iowa State. 

GERALD ENGELMAN, B.S., Iowa State, 1937. Problems involved in the sale of slaughter live- 
stock on the basis of carcass weight and grade. 1947. Minnesota. 
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GRADY BLUM GROWS, B.S., Georgia, 1939. Interregional competition in peanut production. 
1947. Virginia. 

R. C. HEADINGTON, B.A., Kenyon, 1937; M.Sc., Ohio State, 1938. Keeping the farm in the fam- 
ily. 1948. Ohio State. 

CriirFrorp G. Hitprets, B.A., Kansas, 1939; M.S., Iowa State, 1941. Production functions for 
Towa agriculture. 1947. Iowa State. 

Hastincs Duprey Huceins, M.S., Cornell, 1933; M.A., Harvard, 1946. Initiation and organi- 
zation of economic research program in British Guiana, Harvard. l 

HERMAN Brooxs James, B.S., North Carolina State, 1932; M.S., 1940. Mechanization prob- 
lems in eastern North Carolina agriculture. 1947. Duke. 

James Wirey Knowres, B.S.S., College of City of New York, 1936. Economic criteria in the 
design and evaluation of farm policy. 1947. Columbia. 

Ivan M, Ler, B.S., Iowa State, 1941. Economic implications of the mobility of the human re- 
source in agriculture. 1947, Iowa State, 

James H. Lorre, B.A., Cornell, 1942; M.A., 1945. The relationship by regions between feed 
production and consumption and livestock production in the United States. 1946. Chicago. 

James E. McNutty, JR., B.A., Harvard, 1944; M.A., 1945. The relation of agricultural credit 
and land tenure in American agriculture. 1946. Harvard. 

Witiram Lippon McPerers, B.A., Vanderbilt, 1943; M.A., Harvard, 1945. Role of credit in 
the improvement and conversion of southern agriculture. 1947. Harvard. 

DELBERT C. Myrick, B.S., Montana State, 1936. County agricultural planning, Hand 
County, South Dakota. 1946. Harvard. 

WEBER PETERSON, B.S., Montana State, 1936; M.S., 1938. Economics of flaxseed produc- 
tion in the United States. 1947, Minnesota. 

RicHarp Powers, B.S., Virginia, 1944; M.A., 1945. American farm policy: 1938-1945, 1947. 
Virginia. 

Leonard H. Scuorr, B.A., Harvard, 1904; M.A., 1905, One farm or two: a statistical survey 
of the requirements of mechanized farming. 1946. Columbia. 

RicHarp SrELAFF, M.S., Minnesota, 1944. Competition of agricultural fibers. 1947. Minnesota. 

SOLOMON SINCLAIR, B.S.A., Saskatchewan, 1932; M.S., 1937. The role of subsidies in farm 
credit. 1947. Minnesota. 

GEORGE E. Tosen, B.S., Illinois, 1936; M.S., 1938. An analysis of machinery costs on farms 
in southeastern Minnesota. 1947, Minnesote. 

Cun TSIANG, M.S., Minnesota, 1946. An economic study of some problems of Chinese agri- 
culture. 1947. Minnesota. : 


Economic Geography; Regional Planning; Urban Land; Housing 
Degree Conferred 


Matcorm Carter McFarzanp, Ph.D., Georgetown, 1946. An economic analysis of Title I of 
the National Housing Act. 


Thesis Completed and Accepted 


ARMAND PETER RupERMAN, B.S., Harvard, 1943; M.B.A., Chicago, 1944; M.A., Harvard, 
1946. A study of American low-cost housing problems with special emphasis on rural areas. 
Harvard. 


Theses in Preparation 


Wiiuiam PAUL Brann, B.A., Arkansas State, 1938; M.A., Virginia, 1942. The relation of agri- 
culture to industry in Arkansas. 1946. Virginia. 

Lewis EDWARD KNOLLMEYER, B.A., Yale, 1930; M.A., Wisconsin, 1939. Housing as an outlet 
for investment. 1946. Wisconsin. 

Wittiam Epwarp Mann, B.A., Toronto, 1942; M.A., 1943. The Carrot River community. 
Toronto. 

LEONARD SOLOMN SILK, B.A., Wisconsin, 1940. Swedish housing planning. 1947. Duke. 
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Labor and Industrial Relations 


Degrees Conferred 


DANIEL JOSEPE AHEARN, Ph.D., Columbia, 1945. The wages of farm and factory. (Published 
as No, 518, The Columbia Studies in History, Economics, and Public Law.) 

GORDON FALK Broom, Ph.D., Harvard, 1946. Unions and technological progress. 

GEORGE Henry Haines, Ph.D., Clark, 1946. History of the Virginia State Federation of La- 
bor, 1895-1944, 

LANGSTON THACKER HAWLEY, Ph.D., North Carolina, 1946. An analysis of wage standardiza- 
tion. 

CHARLES EDWARD LINDBLOM, Ph.D., Chicago, 1945. Some aspects of the interrelationships be- 
tween labor unions and the competitive price system. 

WILLIAM Joun Purrrips, JR., Ph.D., New York, 1946. A theory of union growth. 

SISTER Mary YOLANDE SCHULTE, O.S.F., Ph.D., Catholic, 1945. Wage theories in the fair 
labor standards act. (Published by Catholic University of America Press.) 

VioLa Wycrorr, Ph.D. , Columbia, 1946. The public works wage rate and some of its economic 
effects. (Published as No. 521 in the Columbia Studies in History, Economics, and Public 
Law.) 


Theses Completed and Accepted 


RUTE G. GILBERT, B.A., Wooster, 1943. An analysis of the scope of private industrial arbitra- 
tion. 1946. Massachusetts Institute of Technology. 

Epitaa Hancock, B.A., Mt. Holyoke, 1927; M.A., Brown, 1931. Labor problems in the Rhode 
Island cotton mills from 1790 to 1940. Brown. 

Finn THEODORE Maum, B.S., California, 1941. A case study in industrial unionism. 1946. 
Massachusetts Institute of Technology. 


Theses in Preparation 


ROBERT J. ALEXANDER, B.A., Columbia, 1940; M.A., 1941. Collective bargaining in Chile. 
1948, Columbia. 

ARTHUR Garwoop ASHBROOK, JR., B.S., Haverford, 1941. A federal labor policy consistent 
with full employment, 1947. M assachusetts Institute ‘of Technology. 

Rosgert Scorr Bowers, B.A., Kansas Wesleyan, 1933; M.A., American, 1938. The labor poli- 
cies of the National Association of Manufacturers. 1947, Wisconsin. 

PAUL BRINKER, B.A., Pennsylvania State, 1939; M.A., 1940. The National Labor Relations 
Act—a study of the Act and its enforcement with particular reference to the work of the 10th 
region’s office in Atlanta. 1947. Vermont. 

Henry THEODORE BuECHEL, B.A., Washington State, 1929; M.A., 1937. Compulsory arbitra- 
tion in Australia, Wisconsin. 

JEROME B. Conen, B.S.5., College of City of New York, 1934; M.A., Columbia, 1935. Concept 
of unemployment, 1947. Columbia. 

Doris Durry, B.A., Notre Dame of Maryland, 1939; M.A., Catholic, 1940. The role of gov- 
ernment in labor-management production committees. Catholic, 

ENNIS KINGMAN EBERHART, B.A., Simpson, 1928; M.A., Columbia, 1929. The job opportuni- 
ties of racial minorities in America, 1947, Wisconsin. 

Rev. Wiiu1am Josers Gorpon, O.S.A., B.A., Villanova, 1941; M.A., Catholic, 1944, Some 
state labor relations acts in operation. 1946. Catholic. 

HERBERT GERHARD HENEMAN, B.B.A., Minnesota, 1938; M.A., 1943. Family participation 
in the labor force. 1947. Minnesota. 

Tuomas ELrrep Hocan, B.A., Washington, 1938; M.A., 1940, The wage policy of the Na- 
tional War Labor Board. 1947, Wisconsin. 

Joun Jeuck, B.A., Chicago, 1937; M.B.A., 1938. Profit sharing: a case study of Sears Roebuck 
and Company. 1946. Chicago. 

CHARLES CLINTON KILLINGSWORTH, B.A., Southwest Missouri State, 1938; M.A., Oklahoma 
Agricultural and Mechanical, 1939. State labor relations legislation. 1946, Wisconsin. 
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Wirum Henry Knowzss, B.S., Iowa State, 1940; Ph.M., Wisconsin, 1942. Labor and 
efficiency—the newer phase. 1947. Wisconsin. 

Juanira Morris Kreps, B.A., Berea, 1942; M.A., Duke, 1944. The history and analysis of 
organized labor’s legislative and political activities, 1930-1946. 1947. Duke. 

Davin Levinson, B.A., Scranton, 1942; M.A., Syracuse, 1943. The unionization of super- 
visory and technical employees. 1947. Wisconsin. 

Tomas JosepH McDonacg, C.S.C., Ph.B., Gregorian, Rome, 1939; M.A., Wisconsin, 1945. 
The Catholic social viewpoint in the labor movement. 1947. Wisconsin. 

ARTHUR E. Mace, JR., B.A., Amherst, 1938. Economics of wage differentials. 1947. Chicago. 

MARTHA JANE MARSHALL, B.A., Chicago, 1939; M.A., 1945. Guaranteed annual wages. 
1947. Chicago. 

Joun F. Mrr, B.A., Miami, 1930; M.A., Maine, 1933. Contributions of personnel develop- 
ments in the ATC to the science of personnel management. 1947. Okio State. 

Tuomas Epwarp Posey, B.A., Syracuse, 1923; M.A., 1925. The history of the labor movement 
of West Virginia. 1947. Wisconsin. 

ROBERT WHITE Putten, B.A., Colby, 1941. The effects on collective bargaining of unfair 
labor practice cases under the Wagner Act. 1947. Massachusetts Institute of Technology. 

Rev. CHARLES B. Quirk, B.A., Providence, 1930; M.A., Catholic, 1944. The origin and de- 
velopment of the U. S. Employment Service in Rhode Island. 1947. Columbia. 

Dwicut E. Rosinson, B.A., Yale, 1936; B.A., Oxford, 1941. The managerial prerogative. 
1948. Columbia. 

Mar Katzen Satzer, B.A., Brooklyn, 1934; M.A., Columbia, 1935. The hours question. 
1947, Columbia. l 

MYRNA SIEGENDOR?, B.A., New Jersey College for Women, 1939; M.A., Wisconsin, 1940. 
The Montgomery Ward case; microcosm of industrial conflict. 1946. Wisconsin. 

DAVID KENNETH SPIEGEL, B.S., New York, 1939; M.A., 1940, The administration of minimum 
wage legislation, 1947. New York. 

BENJAMIN SOLOMON STEPHANSKY, B.A., Wisconsin, 1939; M.A., 1942. The effect of govern- 
ment agencies on the internal processes of the labor movement. 1947. Wisconsin. 

ROBERT TANNENBAUM, B.A., Chicago, 1937; M.B.A., 1938. The area of managerial discretion 
—with reference to selected management-union problems, 1946. Chicago. 

Joun GuDERT TURNBULL, B.A., Denison, 1938. Management, labor and the concept of con- 
trol: a study of management functions and union policies, 1947. Massachusetts Institute of 
Technology. 

Vipkuun Evcen Utrixsson, B.S., Minnesota, 1937; M.A., 1943. The history of the labor 
relations of the American commercial telegraph industry. 1947. Wisconsin. 

Leo Wertz, B.S.S., College of City of New York, 1928; M.A., Columbia, 1932. The role of 
the intellectuals in the American labor movement, 1865-1944. 1947. Columbia. 

FreD Witney, M.A., Illinois, 1941. Wartime experiences of the National Labor Relations 
Board, 1941-45. IHinois. 

Husa Epwin Young, B.S., Maine, 1940; M.A., 1942. The role of leadership in American 
labor history. 1947. Wisconsin. 


Social Insurance; Relief; Pensions; Public Welfare 


Degrees Awarded 


HELEN ELIZABETH MARTZ, Ph.D., Bryn Mawr, 1946. Use of County Boards in the administra- 
tion of public assistance: a case study of County Board administration of assistance. 

CHRISTINE Newark, Ph.D., Iowa State, 1945. Certain medical and allied health services with 
special application to rural communities in Iowa. 

DANIEL SCHEINMAN, Ph.D., Chicago, 1945. Central versus local responsibility for unemploy- 
ment relief. 


Theses in Preparation 
Louis Horrer, B.A., College of City of New York, 1930; M.A., Columbia, 1932. Unemploy- 


ment compensation and seasonal variations in employment in New York State. 1947. New 
York. 


we 
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ELIZABETH HARWELL JACKSON, B.A., Swarthmore; M.A., Harvard, 1945. Unemployment and 
disability in Puerto Rico. Harvard. 

GEORGE Mason Kerra, B.A., Wisconsin, 1924; M.A., 1931. Economics of old age assistance 
as exemplified by the experience in Wisconsin. 1947. Wisconsin. 

ARTHUR HALLAM REEDE, B.A., Pennsylvania State, 1931; M.A., 1932. The Italian system of 
family allowance. 1947. Columbia. 

ISIDORE SINGER, B.S., College of City of New York, 1940; M.A., Brooklyn, 1942. The social 
insurance system of Mexico, 1947. New York. 


Consumption; Codperation 


Theses in Preparation 


DONALD ALBERT SCHWARTZ, B.S., Minnesota State Teachers, 1933; Ph.M., Wisconsin, 1943. 
Consumers’ cooperatives in the evolving economic structure of America. 1946. Wisconsin. 

Henry Horpsare Ware, B.A., Pomona, 1932; M.A., Columbia, 1929, The Soviet consumer; 
a theoretical approach to the problem of consumer satisfaction under the Soviet set-up. 
1947. Columbia. 


Population; Migration; Vital Statistics 
Degree Conferred 


Epwarp BucHANAN WILLIAMS, Ph.D., Columbia, 1946. Negro migration in four selected 
counties of the southeastern region of the United States. 


Thesis in Preparation 
Tomas Murray, B.S., New York, 1934; M.A., 1937. Cycles in diseases. 1947. New York. 


VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability for positions in the field of economics and to administrative 
officers of colleges and universities and to others who are seeking to fill vacancies. 

The officers of the Association take no responsibility for making a selection among 
the applicants or following up the results. The Secretary's Office will merely afford 
a central point for clearing inquiries; and the Review will publish in this section brief 
descriptions of vacancies announced and of applications made, It is optional with 


sea submitting such announcements to publish name and address or to use a key | 
pumper, 


Communications should be addressed to: The Secretary, American Economic As- 
sociation, Northwestern University, Evanston, Illinois. 


Vacancies 


Motor transportation, industrial development, finance: Collegiate institute of tech- 
nology desires applications from men under 35 with college teaching experience in 
transportation and finance. Position is 12 months a year. P115 


Opening in economics in junior college: Man; under 35, Ph.D. preferred; minor 
work in related social sciences; experience desirable; around $3,000 per 37 weeks; 
2-year guarantee, with promise of permanent tenure for right man and maximum 
salary of $4,150 after eight years of service. Write to P. Masiko, 6020 West Addison 
Street, Chicago 34, Illinois. 


Teachers Available 


Elementary economics, South American economy, postwar problems, cartels and 
corporations: Doctor of Law and Economics. Author of various books and opinions; 
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and banking, economic theory: Man, 42, married, Ph.D., University of Wisconsin. 
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THE CHANGING SIGNIFICANCE OF THE 
INTEREST RATE 


By Henry C. WALLICH* 


The growth of the public debt is bringing to a head a trend which has . 
been under way since the early thirties: the weakening of the rate of 
interest, both in practice and in economic theory, as an instrument for 
cyclical control of business activity. At the same time, the debt is giving 
new importance to the interest rate as a factor influencing the distribu- 
tion of national income, the income of certain groups, and the value of 
capital assets. In this paper it will be argued that what we have been 
witnessing is in fact a shift in the main functions of the interest rate. If 
this be true, we shall have to reorient our thinking, so as to pay less 
attention to credit stimulation or restriction, by means of low or high 
rates, and more to the influences of such rates upon the incomes of in- 
terest receivers and interest payers and their capital position. In con- 
crete questions of public debt management, the new viewpoint is already 
becoming apparent. Economic theory, which frequently is running one 
lap behind practice, may do well to catch up. 

Most of the facts and arguments entering into the matter are well 
known. To this extent, the task of this paper will mainly be to add them 
up to a conclusion. I shall make an effort to stress the newer positive 
functions of interest, in order to counter the belief prevalent in some 
circles that the interest rate as a policy instrument is altogether a has- 
been. In conclusion, I shall endeavor to appraise the current debate for 
and against low rates in the light of their changing significance. 


I. The Great Distllustonment 


Few people today would deny that the stature to which monetary 
economists in the past built up the interest rate as an instrument of eco- 
nomic control was greatly exaggerated. Idealizing the fair weather ex- 
perience of the Bank of England before 1914, many of them allowed 
themselves to be seduced by the analytical elegance of the instrument, 


* Acknowledgment is made to Mr. P. Glaessner for his help with the statistical material in 
this article. aes 
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probably without having a very realistic appreciation of what really 
had made bank policy work. For, despite a fairly widespread faith in the 
effectiveness of the instrument, there was no unanimity as to its modus 
operandi. Was it chiefly through its effect upon the cost of short-term 
accommodation, or that of long-term investment, or through its impact 
upon the balance of payments, or perhaps through some other factor? 
Each group of interest policy enthusiasts was able to bring strong argu- 
ments against the beliefs of rival groups. Mr. Hawtrey trying to dis- 
prove Mr. Keynes’s faith in the long-term rate was only a shade less 
convincing than Mr. Keynes in disproving Mr. Hawtrey on the short- 
term rate. Despite these doubts, economists worked out bewildering 
patterns of interest policies, with varying spreads of rates and subtle 
variations therein, preannounced and not preannounced, which, in the 
words of one observer, were more apt to give business men a nervous 
- breakdown than to guide their investment decisions. 

Interest in monetary control as an anticyclical weapon was at its 
height around 1930. Then came a decade of curiously conflicting expe- 
riences. Jn the United States, interest rates declined to very low levels 
without succeeding in arresting the collapse of the early thirties or in 
restoring normal activity later on. It was, as Professor Hansen has 
pointed out, something in the nature of a laboratory test, with very 
discouraging conclusions for monetary policy. In Great Britain, on the 
other hand, a more moderate decline in rates was succeeded by a con- 
siderable pickup in investment activity. No doubt this could be ex- 
plained in a variety of ways independently of interest levels. It was 
believed, nevertheless, that at least the famous British housing boom 
of the middle thirties was strongly influenced by low interest rates. 
British expérience, therefore, appears to have been less at variance 
with the hopes of the twenties than American. 

This may explain why Keynes continued to regard the interest rate 
as a major investment factor,! although his way of looking at it changed 
considerably between the Treatise of 1930 and the General Theory of 
1936. In the later book, the rate of interest ceased to be the willing ser- 
vant of the monetary authorities and became instead something like a 
malevolent genie, whose refusal to shrink at their bidding tended to hold 
back investment. Monetary policy became a one-way affair, to be em- 
ployed aggressively only when lagging investment called for lower rates. 
The deliberate raising of rates to curb an occasional boom was to be 
avoided “like hell-fire” because the rate could not be brought down fast 
enough in the succeeding depression. 

Toward the end of the thirties, a few economists, in search of a new 
approach to the question of interest costs, did something which to 

1“An Open Letter to President Roosevelt,’ New York Times (Dec. 31, 1933). 
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strict theorists must have looked almost like hitting below the belt: 
they asked business men about it. The reply was, by and large, that in- 
terest was a minor element in costs and certainly very far from playing 
a decisive rôle in investment decisions.? Under the combined onslaught 
of adverse experience, critical analysis, and factual inquiries, the de- 
fenders of the interest rate were forced to retire into the relatively un- 
explored territory of very long-term investment, such as utilities and 
housing. Even there, however, their position remained insecure, because 
it was pointed out that over very long investment periods uncertainty 
tended to become so great as to obscure neat profit calculations based 
on money costs.’ 

Today the inflationary pressure prevailing in this country, which 
stems both from the physical consequences of the war and from the 
manner of its financing, has once more turned our eyes toward interest 
policy as a means of boom control. The debate has been lively, but for 
practical purposes the conclusion seems inevitable that in this direction, 
too, the potentialities of monetary policy have become very limited. 
Obstacles which stand in the way of really effective monetary boom 
control have frequently been analyzed; today such obstacles are more 
numerous and less surmountable than ever, owing to the situation 
created by our public debt. A particularly effective statement of the 
case 1s that by Professor Seltzer in his article “Is a Rise in Interest Rates 
Desirable or Necessary?” in a recent issue of the American Economic 
Review.* Briefly, the conclusion is that a mild rise in interest rates would 
probably do little to restrain expansion, and by a very severe tightening 
of credit might overshoot the mark and perhaps throw us into a down- 
ward spiral, while also producing serious repercussions in other direc- 
tions. Thus, both as an anti-depression and an anti-inflation device, 
traditional interest policy appears to be stymied. 

The weakening of the case for cyclical interest rate policy leaves, how- 
ever, the possibility of a secular approach. If interest rates are not 
strong enough to control booms and depressions, they may nevertheless 
be sufficiently powerful to affect the general trend. If, in the long run, 
stagnation is more likely than inflation, low interest rates may go at 
least part of the way in combating this tendency. This, I believe, is 


2 Cf. J. E. Meade and P. W. S. Andrews, “Summary of Replies to Questions on Effect of 
Interest Rates,” Oxford Econ. Papers, No. I (Oct., 1938), pp. 14-31; J. E. Ebersole, “The 
Influence of Interest Rates Upon Entrepreneurial Decisions in Business,” Harvard Bus. Rev., 
Vol. XVII, No. 1 (Autumn, 1938), pp. 35-39. 

3 J. R. Hicks, Value and Capital (Oxford, 1939), pp. 225-226. 


t Yol. XXXV, No. 5 (Dec., 1945), pp. 831-850. Also see Alvin H. Hansen, “Stability and 
Expansion,” in Financing American Prosperity (New York, Twentieth Century Fund, 1945), 
pp. 250-255, and my article, “Debt Management as an Instrument of Economic Policy,” 
Amer. Econ. Rev., Vol, XXXVI, No. 3 (June, 1946), pp. 292-310. 
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the main economic argument employed by the public debt authorities 
in defense of their low interest policy, the emphasis on budgetary sav- 
ings being resorted to more for its political appeal. 

There is disagreement, of course, regarding the major premise of the 
case —do we really face a secular stagnation trend? A majority of econ- 
omists, however, if pressed, would perhaps subscribe to the view that 
stagnation is more likely than overactivity, if one or the other extreme 
is to prevail. But then a second issue remains to be raised: If rates are 
permanently. low, will they have the same stimulating potential as 
falling rates? Or is the effect of lowered rates likely to be strong at first 
and diminishing later on? On the degree to which low rates retain their 

stimulating potential depends their value as a long-run weapon. 

A high rate, in so far as it has any investment effects, prevents the 
making of certain investments. But what happens to these unfulfilled 
Investment opportunities? Are they lost forever, or will they gradually 
become feasible even at the higher rate, through technological progress, 
internal capital accumulation, rising demand? Whenever investment 
opportunities are of the latter type, a lowering of rates will merely ad- 
vance the day of their realization but will not add to the total. There 
would be an immediate bunching of investments, but soon this would 
slow down to the old pace, much as in the case of a shift to the pay-as- 
you-go income tax. On the other hand, where investment opportunities 
do not gradually tend to move up into the “feasible” category, they 
will be lost unless rates are lowered. In that case a lowering of interest 
rates will bring an enduring increase in the amount of investment per 
unit of time. 

One can easily visualize investment opportunities of both types. 
Which of the two is more frequent would be hard to say. But I suspect 
that those which eventually are realized in any case are sufficiently 
numerous to put a considerable dent into the case for permanently low 
rates as an investment stimulant. 

If the effectiveness of lower interest rates diminishes with time, the 
timing of the operation becomes important. Lower rates would have to 
be regarded as ammunition not to be wasted prematurely. It seems, 
therefore, that a policy of lowering rates now would not only aggravate 
needlessly the existing inflationary trend, but might also impair their 
effectiveness later on. 

We may conclude that, on the whole, the case for permanently low 
long-term rates has merits, if we are willing to regard stagnation as our 
primary long-run danger. These merits, however, can easily be over- 
stated and a further rate reduction now might defeat its own longer-run 
purposes. 
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II. The Availability of Money 


While the interest rate was slowly deglamorized, another train of 
thought was being pursued which centered on the availability of money, 
in contrast to its cost, It seemed as if the arguments serving to minimize 
the weight of interest costs in business decisions were proving too much. 
If they contained the whole truth, the wonder was not that the monetary 
policy had worked poorly, but that it had werked at all. Observation 
of the practices of bankers and security underwriters confirmed the 
suspicion that the price of money was by no means the only factor 
determining its supply. On the contrary, it became apparent that de- 
liberate rationing, risk elements, and plain deficiency of organization 
interfered so much with the “perfection” of the market that the interest 
rate might be regarded more as a symptom of the availability of money 
than as the truly causal factor regulating supply and demand.’ 

This trend of thought deserves to be pursued a little further. For 
while it is in a sense destructive of traditional interest rate theorizing, 
it also throws light upon some new approaches to monetary policy. We 
shall survey the factors which limit the availability of money under the 
three headings already mentioned: (1) rationing, (2) risk, and (3) defi- 
cient organization. Each one plays a distinctive rôle in the credit picture 
which may often outweigh that of the interest rate. ° 

A. Rationing. In the good old days of discount policy, it was often 
observed that a raising or lowering of the rate tended to tighten or ease 
credit more than in proportion to its immediate effects upon the bank- 
ing position, by virtue of its psychological influence. In the action of the 
central bank, bankers could read the underlying motives, saw the au- 
thorities’ appraisal of the business situation, and found indications of 
future official policy. It was natural that, in anticipation, they should 
react not only by changing their rates, but also by trying to bring about 
the desired contraction or expansion by direct action upon loan applica- 
tions. This propensity would be intensified, in the United States, by 
the bankers’ distaste for remaining in debt to the Federal Reserve. 
“Were sorry, our funds are fully invested” was a perfectly good answer 
to a not-too-good client, particularly in the days before the habitual 
presentation of the borrower’s statement, when insistent requests for 
loans were more apt to cause an unfavorable impression. The same ac- 
tion to expand and curtail loans, accompanied by but only in part 

5 Cf. Keynes’s comments on the “unsatisfied fringe of borrowers” in the Treatise, Vol. II, 
pp. 364-367; J. R. Hicks on the availability of money, in “Mr. Hawtrey on Bank Rate and the 
Long Term Rate of Interest,” Manchester School, Vol. X, No. 1 (1939), p. 35; and F. A. Lutz, 
“The Rate of Interest in a Dynamic Economy,” Amer. Econ. Rev., Vol. XXXV, No. 5 (Dec., 


1945), pp. 828-829. I am greatly indebted to Mr. H. V. Roelse for his observations on the im- 
portance of availability. 


766 THE AMERICAN ECONOMIC REVIEW _ [DECEMBER 


effecied through changes in rates, would be natural if the banker’s own 
views of business conditions should take a more cheerful or more skep- 
tical turn. 

Similar procedures are: common in the long-term capital market. 
Underwriters become more hesitant when they anticipate a drop in 
security prices, since to see an issue decline sharply soon after its sale is 
not a pleasant experience for the banker. Thus, the supply of credit can 
be varied rather substantially by direct action, without the large changes 
in interest rates which probably would be needed to equate supply and 
demand. 

How far monetary policy owes its effects to its influence over the 
“rationing” practices of lenders, as contrasted with the pure cost effect 
of higher or lower interest rates, is of course hard to say. One may sus- 
pect, however, that the rationing element is the more important one. 
To the extent that this is true, one might argue that even today, when 
interest rate manipulation as such seems to be a less promising means of 
control than ever, central banks could achieve something by its means 
if the business community accepted it as an implied official forecast of 
business conditions. All things considered, however, this, too, seems 
rather a forlorn hope, for the voices of central bankers today are apt to 
be only part of a large official chorus, or else crying in the wilderness. 

B. Risk. A second non-interest factor which greatly influences the 
availability of credit is risk. All interest rates—except perhaps those 
paid by a few governments in their own countries—include a premium 
for credit risk in addition to the liquidity preference premium. Attempts 
have been made to interpret all and any obstacles to the free flow of 
credit as due to a risk premium—including failure of would-be borrow- 
ers to get any money at all.°This, however, appears to be a little strained. 
A specific recognition of other circumstances which may interfere with 
the free flow of credit, such as over-all rationing or lack of organization, 
seems preferable. 

The level of the risk rate varies, of course, with the credit of the bor- 
rower. Moreover, the premium which the less-than-gilt-edged borrower 
must pay may take forms other than interest, such as an inconveniently 
short maturity, or surrender of a share in control. Also, in the case of 
non-negotiable loans, there may be a subjective element in the risk 
premium reflecting the familiar principle of increasing risk, 7.e., the fact 
that the lender’s apprehensions rise with the proportion of his capital 
tied up in a single commitment. For large banks, where this aspect is 
less important, one may suggest that the risk rate, on average, ought 
to be reflected by the loss ratio over a period of years. 


6 Cf. the discussion of this question by Arthur W. Marget, The Theory of Prices (New York, 
1938), pp. 222~227. 
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In the case of negotiable loans, holdings can be spread over a sufi- 
ciently wide number of people to avoid running into the principle of 
increasing risk. Here the discount from the yield on governments might 
be regarded as a measure of the risk rate. It must be added, however, 
that this allowance may be less than the true risk factor. In the lower 
grade bonds, the risk of loss is in some measure offset by the possibility 
of appreciation, if the borrower’s credit should prosper. To.that extent 
lower grade bonds partake of the character of equities, whose yield usu- 
ally does not differ substantially from that of bonds because the much 
greater risk is balanced by chances of gain. 

The following table shows the level of the “pure” interest rate (long- 
term governments) contrasted with the average yield on bonds carrying 
A and B ratings, respectively, and the proportion of these yields which 
is accounted for by the risk rate. 


TABLE I.--“PurE” Lonc-TERM RATE AND Risk RATES” 


Long-Term Grade A Risk Rate Grade B Risk Rate 
Year Government Corporate Bond on Railroad on 
Bond Yields» Yields® A Bonds? Bond Yields” B Bonds 


1929 . 3.60 | 5.28 1.68 7.61 4.01 

1932 3.68 7.20 3.52 9 39° 5.71 

1936 2.65 4.02 1.37 6.60 3.95 

1938 2.56 4.22 1.66. 9.87 au. 

1945 2.37(1.66) 2.87 "  (50(1.21) 4.47 2.10 (2.81) 
Dec. 1945 2.33(1.51) 2.79 „46 (1.28) 4.23 1.90 (2.72) 
Apr. 1946 2.08 2.69 61 4.22 2.14 


* Annual average yields except in December, 1945 and April, 1946, when they are monthly 
averages. 

b Long-term government bond yields assumed to represent “pure,” ¢.e., riskless rate. This 
“pure” rate is best represented by the yield of fully taxable long-term government bonds. 
However, as no fully taxable bonds were issued prior to March, 1941, the yields of partially 
tax-exempt long-term government bonds had to be used prior to that date. As a result the 
yields for that period combine with the “pure” interest rate an inseparable element formed by 
the advantage of partial tax exemption. It is felt, however, that the results are acceptable in 
principle since the lower tax rates of earlier years make the partial tax exemption relatively 
unimportant. It should be noted that even the “fully” taxable government bonds are exempt‘ 
from state taxation. Bracketed figures continue the partially tax-exempt series. 

° Moody’s Grade A corporate bond yields have been used, representing a high-grade, rela- 
tively stable series. As no composite corporate series with a rating below Baa exists for the 
period in question, Standard and Poor’s Grade B Railroad bond yields were chosen as typical 
of a relatively low-grade and volatile series. 

4 Risk-rate: premium paid over and above pure rate. 

e No composite data exist for 1932 owing to the very small number of issues which paid in- 
terest during the year. The yield for December, 1931, was used instead. 

Sources: Board of Governors of thg Federal Reserve System, Standard and Poor’s Current 


Statistics. 
The data indicate, as one would expect, that the risk rate is deter- 
mined in varying degrees by business conditions and by the level of the 
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interest rate itself. The lower the grade of the securities, the wider is the 
fluctuation in the risk rate, to the point where its swings quite outweigh 
those of the pure rate. And when a low pure rate coincides with good 
business conditions, as in 1936 and particularly at present, the risk rate 
is driven down sharply because investors hard pressed for income are 
forced to take bigger chances in order to get a satisfactory yield.’ 

But the effect of the risk element goes beyond the charge which it 
imposes upon the borrower. For when it becomes too large, it may alto- 
gether prevent the granting of credit. At any time there is a more or less 
conventional range of rates on loans, negotiable and otherwise, which 
limits the maximum risk premiums that can be arranged for. Banks and 
investors usually prefer not to become involved in dubious situations, 
even if they believe their actuarial risk to be adequately compensated 
for. At present, for instance, it is hard to think that debentures with a 
7 per cent coupon could be marketed, although there are probably enter- 
prises which would be willing to pay such a rate. But if their credit is so 
poor that such a risk premium would be called for, then they simply 
cannot get the loan. They may be able to resort to stock financing, or to 
the sale of convertible senior securities, but in many instances their 
access to the capital market may be effectively barred.’ This is par- 
ticularly apt to happen during depressions. The data of Table I show, 
for instance, that grade B risks could not possibly have been floated in 
1932-34 or in 1938. 

This brings us to the following conclusions regarding the effect of risk 
upon the availability of credit. 

1. In so far as risk can be compensated by paying a premium over the 
pure rate, it results in an additional cost. The considerations which 
apply are the same which are applicable to pure interest costs, z.e., the 
_ risk premium to be paid probably does not weigh heavily in most 
business decisions, 

2. Insofar, however,as the risk element prevents financing altogether, 
or allows it only under very unfavorable conditions, it may constitute 
a serious obstacle. This is all the more important because of the cycli- 
cally perverse fluctuation in risk, which makes it largest when credit ex- 
pansion is most needed. 

3. The tendency of the risk rate to be driven down sharply by a com- 
bination of low riskless rates and good business conditions injects an 
additional element of instability into the economy. Actuarial risks may 

7 The extraordinarily small spread now prevailing between Aaa and A grade bonds, however, 


is to some extent due to the fact that the former are mostly held down by their call prices and 
that the latter tend to benefit from this technical situation. 

8 Cf. the comment of H, C. Sonne, in a debate with Professor Samuelson, that present low 
ates tend to cut off smaller firms from long-term credit. “Is the Easy Money Policy a Sound 
One??? Modern Industry (Jan. 15, 1945), pp. 113~126. 
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be inadequately covered, so that banks as well as institutional and other 
investors may find themselves in a weak position in the next depression. 

C. Deficient Organization. The failure of many sectors of the money 
and capital markets to respond to the easy money policy of the thirties 
drove home the fact that these markets are not nearly so fluid as some- 
times assumed. Hence the profusion of credit agencies created by the 
federal government during those years in an earnest if not very well- 
coördinated effort to make money available to neglected and otherwise 
ill-favored borrowers. That this problem today is far from solved, is 
shown by the high cost of credit in some small town and rural areas and 
by the persistent clamor for better capital financing facilities for small 
business. 

D. Conclusion Regarding Availability. The foregoing discussion con- 
firms the view that the availability of credit, governed by credit ration- 
ing, risk, and organization, is in many respects more important than the 
interest rate as such. Such successes as monetary policy has scored in 
the past appear to have been due more to the rationing of credit than to 
changes in its cost. On the other hand, part of the failures of monetary 
policy have probably been ascribable to the perverse action of the risk 
factor and the sluggish response of the remoter sectors of the market. 
If monetary policy is to be revitalized, therefore, the most promising 
approach would be, not by way of attempting to “regain control of 
interest rates,” but by obtaining some measure of control over risk 
factors and over the rationing process, and by improving the market. 

This points, of course, in the direction of qualitative controls, in 
which a number of hesitant steps have already been taken. Guarantees 
of mortgages through FHA, of certain export credits through the Export- 
Import Bank, of V loans through the Federal Reserve, of GI loans 
through the government, and of foreign loans through the International 
Bank, are attempts to cope with the risk problem. Regulation of down 
payments for consumer credit and variation of margin requirements for 
stock exchange loans (regarded by many as little effective), aim at avail- 
ability from another direction. The creation of official lending agencies, 
to overcome deficiencies of the market, has already been mentioned. 
These measures are capable of extension to other fields, and new ones 
deserving of study have frequently been suggested.® By thoroughly 
exploiting these new approaches, and by coédrdinating their application, 
a new form of monetary policy could evolve. This rejuvenated instru- 
ment would rely only to a minor degree upon interest rate variations, 
which would thus quite frankly relinquish their credit control functions 
and could be employed more effectively to fill the newer rôles which the 
interest rate is acquiring in our economy. 


* Cf. Alvin H. Hansen, op. cit., pp. 252-255. 
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II. The Allocation of Capital 


So far we have been concerned with the increasing impotence of the 
interest rate as an instrument for controlling over-all investment. At- 
tention remains to be drawn to its likewise increasing deficiency as a 
selector of investment projects. 

Under idealized conditions, the interest rate serves to channel a 
scarce resource, savings, to the most effective uses. Today, however, this 
is very questionable. In the first place, this function becomes superflu- 
ous in an economy where the supply of savings tends to outrun the de- 
mand. As to whether and to what degree this is the case in our present 
economy, everybody is entitled to his private opinion. In the second 
place, the interest rate is doing an increasingly poor job in the allocation 
of capital even under conditions of full employment. Business savings 
obviously are beyond its control; they tend to be invested, if at all, in 
ventures similar to those by which they were generated. Moreover, when 
internal savings are insufficient, established businesses can get outside 
funds on the strength of their general credit standing, which leaves new 
firms at an enormous competitive disadvantage. As new business invest- 
ment has come to be carried out increasingly by old firms, the selectiv- 
ity of the interest rate has become progressively impaired. Finally, it 
may be noted that government action has also interfered with the allo- 
cation function of the interest rate. Guarantees for certain loans and tax 
exemption for municipal and state bonds may be mentioned as examples 
without implying any criticism of this type of interference. 


IV. Interest in the National Income 


In the preceding sections, we have traced the decline—though per- 
haps not the fall—of the rôle of interest as a regulator of investment. 
We now come to the positive part of the argument: the increasing im- 
portance of interest as a national income factor. This increase is in part 
a relative one, resulting from the de~emphasis of the interest rate’s other 
and more spectacular functions. In part, however, it is also a more posi- 
tive phenomenon. 

Interest payments and the interest rate have several aspects as in- 
come factors. One is the total volume of such payments and its relation 
to total income. Another is the influence of interest payments upon the 
distribution of income. A third is the much debated influence of the 
interest rate upon saving. Fourth, there is the effect upon the capital 
value of assets which results from a change in rates. These and various 
others will now be discussed. 

A. The Volume of Interest Payments. To begin with, we shall study 
the total volume of interest payments in our economy. Many forms of 
income which economically have their origin in interest, are not actually 
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received in that form. Of the return on invested capital, for instance, 
a part should be regarded as interest, in the light of distribution theory, 
but in practice this part is hopelessly mixed up with profit, distributed 
and otherwise. Much the same is true of rent. The problem is compli- 
cated by the interest receipts of business, financial and non-financial in- 
termediaries, which often do not pass on this interest in the same form. 

On the other hand, there are certain interest receipts by business 
which are really payment for a service, 7.e., for out-of-pocket costs. In 
the absence of such interest receipts, these businesses would have to 
make other charges. Services rendered by banks are the most obvious 
instance. One may reasonably argue that interest receipts covering 
such services are not economic interest in a full sense.’° 

A calculation of economic interest in the national income, made in a 
very rough manner for the year 1945, yields an estimate of 12 to 14 
billion dollars. This includes (1) interest on the federal debt at the com- 
puted rate, but excluding part of the payments to banks, regarded as 
compensation for services, (2) other interest in accordance with an 
adjusted version of the present Department of Commerce series, ad- 
mittedly not a very perfect one, (3) an allowance for the imputed inter- 
est element in the return on the net worth of corporations, at a rate of 

t per cent, and (4) a similar allowance for the interest element in 
profits of unincorporated business, in farm income, and in rent. The 
total thus derived represents the aggregate of economic interest pay- 
ments in the national income, but it should be regarded, not as a statis- 
tical computation, but as an indication of the order of magnitude of 
these payments. In a sense, the estimate is a “test of significance,” 
indicating, in my opinion, that interest plays an important rôle in the 
national income, much more so than would appear from the volume of 
contractual interest payments. 

The size of a 12 to 14 billion interest payment in 1945, measured 
against the 160 billion national income, is perhaps not particularly im- 
pressive. Nevertheless, it is as much as the net income of agricultural 
proprietors during that year. Moreover, these 12 to 14 billion interest 
payments were brought together at very low rates. While a rise in rates 
would have little immediate influence on long-term interest payments, 
with the passage of time it would be reflected to an increasing extent 
in contractual and imputed interest payments. At the rates prevailing 
in 1929, after these had had time to become effective, total interest 
might be something like 18 to 20 billion, or about 12.5 per cent of a 150 
to 160 billion of income. 

A further drop in rates from today’s levels, on the other hand, would 
be reflected more rapidly in payments, since many outstanding obliga- 


10 The grounds on which the Department of Commerce excludes interest receipts of most 
businesses from its national income series on interest payments are somewhat different. 
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tions would be refunded. It is evident, therefore, that variations in 
interest rates are quite capable of producing substantial variations in 
this sector of national income. 

Whether or not the relative importance of interest in the national in- — 
come has increased over earlier years is a different question. Tentative ` 
calculations seem to indicate that the proportion of interest to income 
today is lower than in 1929, for instance. But this is due primarily to 
the prevailing low level of rates, which might not be permanent. The 
base upon which interest payments rest, z.e. the total volume of debts 
plus other income-earning assets to which interest may be imputed, 
probably is larger today relative to income than it was in earlier years, 
thanks to the growth in the public debt. One might therefore argue that 
potentially, z.e.,1f rates should rise, interest seems to be more important 
today than formerly. But the likelihood of a return to rates like those of 
1921 has fallen as the debt has risen, for obvious reasons, and a sum- 
mary statement about the importance of interest payments relative'to 
earlier years therefore is hardly possible. 

B. Redistribution of Income. Who pays this interest and who gets it? 
Government interest is paid out of taxes, most other interest out of pro- 
duction. In either case it is clear that the fact that some individuals 
receive interest reduces the income retained by or received by others. 
(This does not dispute in the least the economic or social justification 
of interest; it merely follows from the principle that “the more there is 
of mine, the less there is of yours,” once the size of the pie is given.) 
The second group, therefore, are the “interest payers” in an ultimate 
sense, even though most of their payments take the form, not of con- 
tractual interest, but of higher taxes and of lower wages, lower profits, 
and higher prices. As to the distribution of the burden among profits, 
wages and prices, one would expect the latter two to absorb most or all 
of it in the long run. In the short run any variation in interest costs, 
contractual and imputed, may impinge primarily upon profits. Even- 
tually, however, such gains are apt to be competed away and cost in- 
creases to be passed on." Very probably this process of competing away 
and passing on moves more rapidly in the case of out-of-pocket interest 
costs than with respect to the pure interest element imputable to profits. 
But in the long run, it seems to be true that business profits move in the 
same direction as the pure interest rate, so that variations in the latter 
are not merely absorbed by counteracting variations in the former, but 
carry over into prices and wages.” 

11 On the effect of present day low interest rates on the cost structure, cf. Albert H. Hahn 
“The Interest Rate Dilemma,” Commercial and Financial Chronicle (Apr. 18, 1946), p. 2131. 


12 Cyclically, of course, this tends to be obscured by the fact that high interest rates during 
the boom phase are usually associated with high wages and prices. 
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Thus the payment of interest, public and private, obviously, makes 
the distribution of income different from what it would be otherwise. 
It is not quite accurate to speak of this as a redistribution of income, 
since interest, at least that on private debt, is a return to a productive 
factor and hence part of the original distribution of income. The use of 
the term “redistribution” in the present connection must be understood 
with this qualification in mind. 

Unfortunately, it is not possible to make a good estimate of the degree 
of redistribution, since we lack sufficient data on the ownership of 
interest-earning assets which would be needed to estimate the interest 
received in each income bracket. There is no doubt that the great ma- 
jority of the population participates in the ownership of assets to some 
degree, through insurance policies and savings deposits, if not through 
securities. The interest income of members of the lower-income brack- 
ets, however, is obviously a much smaller proportion of their incomes 
than that of wealthier people, since the latter are able to save more and 
in some cases are born wealthy. 

As for the amount of interest paid by individuals in different income 
brackets some rough estimates can be made. For the interest on the 
federal debt, I made an estimate in one of the Federal Reserve Postwar 
Studies, on a per capita basis." This estimate rests on an assumed tax 
structure outlined in the same publication by Richard A. Musgrave. 
Conclusions based on Mr. Musgrave’s tax system hold fairly well for 
our present system, since the two do not differ too much in their degree 
of progressiveness. These figures are computed in Table IT to eliminate 
interest paid to government trust funds and part of that paid to banks, 
which we have previously defined as a payment for services. They show 
that an individual’s contribution to the federal debt service rises much 
more than in proportion to his income, owing to the progressive char- 
acter of the tax structure. As far as the federal debt is concerned, there- 
fore, the greater interest content in high-bracket incomes is to some ex- 
tent balanced, conceivably even overbalanced for some brackets, by 
tax contributions to the debt service. 

Of the interest payments other than on federal debt contributed at 
given income levels, a very rough idea can be formed by calculating the 
proportion of total private interest payments to national income, which 
for 1945 amounts to 6.2 per cent, and by assuming, therefore, that 6.2 
per cent of the price of everything that is bought goes for interest. The 
non-federal “interest payments’—we shall call them “private,” al- 
though they also cover the state and municipal debt—of any person 
would then be 6.2 per cent of the volume of his purchases. (This result 


13 Op. cit., p. 90. 
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does not differ very greatly from what would be obtained by assuming, 
more realistically, that part of the interest burden falls upon wages 
instead of upon prices.) In Table II, the volume of private interest pay- 
ments at different income levels is given in accordance with what seems 
a plausible estimate of the propensity to consume at these levels, with 
certain adjustments.“ Obviously these figures have meaning only as an 
indication of orders of magnitude, not as precise estimates, and their 
usefulness is chiefly that of tests of significance. From these figures it 
appears that the burden of private interest falls more heavily upon 
people in the lower-income brackets. In other words, private interest 
is financed by something akin to a sales and payroll tax, and the results 
are correspondingly regressive. 


TABLE II.—PER CAPITA “INTEREST PAYMENTS” AT DIFFERENT INCOME LEVELS 


Income Contribu- Per Cent Other Per Cent Total Per Cent 





before tion to Fed- of Interest of Interest of 
Taxes eralInterest* Income Payments? Income Payments Income 
$ 1,000 10 1.0 68 6.8 78 7.8 
2,000 20 1.0 121 6.1 141 7.1 
4,000 116 2.9 201 5.0 317 7.9 
6,000 238 4.0 265 4.4 503 8.4 
8,000 376 4.7 321 4.0 697 8.7 
10,000 544 5.4 . 373 3.7 917 9.2 


a Adapted from table “Contributions of Taxes to Debt Service Under Assumed Postwar 
Tax System” in author’s “Public Debt and Income Flow,” Public Finance and Full Employ- 
ment, Postwar Econ. Stud. No. 3 (Board of Governors of the Federal Reserve System, 1946), 
p. 90. Based on federal interest payments at computed rate aggregating 4.6 billion dollars, 
which excludes 2 part of payments to banks; see text. 

b Computed by applying the proportion of non-federal interest payments to total national 
income (6.2%) to the estimated expenditures of individuals at various income levels. 


By adding together the contribution to federal and private interest, 
we obtain the total interest burden at each income level. Table IT shows 
that this burden is practically proportional to income, over the 1,000 to 
10,000 dollar range. While this conclusion must be accepted with con- 
siderable reservation, it is nevertheless an interesting one. Worthy of 

observation is also the fact that it is the outcome of two conflicting 
tendencies: the progressive character of the federal interest burden and 
the regressive one of the private interest payments. A major shift in 
the proportion of federal and private interest might bring one or the 
other tendency to predominance. 

Having thus worked up a rough sketch of the incidence of the interest 

M These adjustments try to take into account the fact that a part of saved income, too, is - 
directly or indirectly employed in the purchase of goods whose price contains an interest ele- 
ment. They also try to take into account the fact, working in the opposite direction, that 


many of the goods consumed chiefly in the higher brackets appear to contain relatively less 
interest. 
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burden, we can draw some even rougher conclusions as to the character 
of the redistribution of income produced by the interest flow. Although 
we do not know what proportion interest receipts constitute of income 
at different levels, it is obvious that it is an increasing one. Everybody 
agrees that the relatively rich save a larger proportion of their income 
than the relatively poor, which means that their interest receipts must 
also be a larger proportion. The results of the recent Federal Reserve 
survey of liquid assets amply confirm this belief.*® Thus, interest levied 
with a roughly proportional incidence upon the various brackets is re- 
ceived predominantly in the higher brackets. This clearly makes for 
greater inequality in income distribution than would otherwise prevail. 

The fact that interest payments in the various brackets are virtually 
proportionate to income suggests that the additional inequality of in- 
come distribution produced by the interest flow is not so large as some- 
times seems to be assumed. Nevertheless, this “redistribution” via 
interest is worthy of attention, particularly in view of the effect which 
long-run changes in interest rates would have upon its magnitude. 

Obviously, there are certain social implications in the impact of in- 
terest upon income distribution. An increase in rates, unless accom- 
panied by a rise in total income, would be quite a setback to the inhabit- 
ants of the lower brackets. To a man with a 2,000 dollar income, a rise 
of long-term rates by one full percentage point might eventually mean 
an added interest burden close to 50 dollars annually, once all adjust- 
ments have worked themselves out. The compensatory gain in interest 
receipts would make up for some of this, but, in the average case, cer- 
tainly not for all. At a 4,000 dollar income, the extra gross burden might 
be around 100 dollars, but the degree of compensation through higher 
interest receipt would be better. 

Certainly these added burdens are too small to stand in the way of a 
higher interest rate policy if its adoption seems important for other 
reasons. But in the absence of such reasons, there is at least something 
to be said for low rates on the grounds of social equity. 


V. Saving and the Interest Rate 


Disquisitions about the supposed effect of the interest rate upon 
saving are apt to be shrugged off as inconclusive, unimportant, and 
rather tedious withal. Stimulated by the painful pressure of falling 
rates, however, the subject has recently come to life in various quarters, 
most conspicuously in comments about the rising cost of life insurance.” 


15 In addition, many people are rich precisely by virtue of their large interest incomes, quite 
independently of whether they save much or little. 

1 “National Survey of Liquid Assets,” Fed. Res. Bull. (July, 1946), pp. 574-580. 

17 Monthly Letter of the National City Bank of New York (June, 1946), pp. 69-70; 103rd 
Annual Report to Policyholders for the Year 1945, Mutual Life Insurance Company of New 
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It may therefore be worthwhile to discuss the matter in the light of the 
quantitative estimates made above of the volume and distributive ef- 
fects of interest payments. 

In the first place, it needs to be pointed out that, as long as permanent 
full employment is not assured, there is a strong tendency for the total 
volume of saving to be determined by the volume of investment, plus 
or minus the net balance of payments and the fiscal deficit (or surplus). 
It is only at full employment that the savings which the public is willing 
to make become a limiting factor; below that they largely tend to adjust 
themselves, through fluctuations in income, to the level which is indi- 
cated by the demand for them. (This does not rule out that in many 
instances savings do “cause” new investment, but I doubt that quanti- 
tatively these instances are very important.) Thus the immediate an- 
swer to the question of the effect of the interest rate on saving is that it 
depends mainly on the effect of the interest rate on investment. 

Of course this is not what we are really after. The real question is the 
effect of the interest rate, not on realized saving, but on the propensity 
to save. Now as far as the zucentive to save out of a given income is con- 
cerned, most economists probably would agree that the interest rate is 
immaterial within a wide range. The price effect, in other words, seems 
small. Any substantial influence must come from the income effect of a 
higher or lower rate..But here, too, results at first sight seem inconclu- 
sive. For while low rates undoubtedly hamper saving by reducing the 
income on past saving, they do, on the other hand, put additional 
pressure to save on prospective annuitants, aiming at a given retirement 
income. The net result may be either way. 

It has been argued (most illuminatingly by Professor Cassel)}® that 
at very low rates rentiers would find it so hard to live on their incomes 
that large-scale capital consumption would ensue. This, of course, is 
another full-employment argument, for so long as employment is cap- 
able of rising, any dissaving on the part of one group will tend to pro- 
duce such a rise, and will thereby occasion an offsetting increase in the 
saving of other groups.’ But even on full-employment assumptions, 
arguments alleging a substantial decline in total saving as a result of 
lower interest rates are very vulnerable. Their weakness is that they 
consider only the plight of the interest receiver and disregard the boon 
of lower rates to the interest payer. In an earlier part of this section we 


York, p. 4; Ludwig von Mises in an unpublished address ata symposium on postwar interest 
rates, under the auspices of the National Industria] Conference Board, May, 1946. 

18 The Theory of Social Economy (New York, 1924), pp. 224-238. 

49 In conditions of full employment, dissaving would tend to produce an increase in prices 
which in turn would probably raise interest rates, and in this and other ways, would occasion 
additional savings until equilibrium is reéstablished in this painful manner. 
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observed the mechanism of the interest flow, how every dollar of interest 
received by someone in direct or imputed form, is paid by someone else 
in the form of higher prices, lower wages, or lower profits. A fall in rates 
reduces the income of interest receivers, and hence their ability and 
willingness to save, but it equally increases the incomes of interest 
payers, and their ability and willingness to save is thereby increased. 
If interest payers and interest receivers were equally represented along 
the income scale, so that the nature of the income distribution is not 
altered by the interest flow, the reduction in saving on one side should 
be balanced exactly by the increase on the other. There would then be 
no change in the total propensity to save at all. 

This view might be challenged by saying that there seems to be a 
tendency to save more out of interest income than out of earned income. 
This at least seems to be the impression produced by the way in which 
many people allow their interest on bank accounts and savings bonds, 
etc., to accumulate. But that impression probably has little validity. It 
overlooks that decisions to save out of earned income are usually made 
in the light of prospects for automatic accumulation out of interest. The 
total income, in other words, is chiefly determining for saving, not how 
much of it is received in the form of interest. 

Granting, then, that an interest flow which did not alter the distribu- 
tion of income, would not alter the propensity to save, or only very 
minutely, what is the real situation? We found above that the interest 
flow does bring about a redistribution of income, in the direction of 
greater inequality, because interest receipts are bunched in the higher 
brackets. Since saving habits are stronger there, the over-all propensity 
to save is likewise increased. The redistribution effect of the income 
flow is greater, naturally, the higher the interest rate and thus the size 
of the flow. We therefore find confirmed the popular view that a rise in 
the interest rate increases the propensity to save. However, it is impor- 
tant to note that, in contrast to the popular view, this is not because 
everybody’s propensity to save is increased. The reason is, rather, that 
higher interest rates shift Income from those who save little to those who 
save much. 

From this a second conclusion follows: For the “little man” who 
inhabits the lower brackets, saving is made harder, not easier, by higher 
interest rates. Higher rates do give him a better return on his money, 
but what they take away from him is more. Since the better interest 
return fails to make up for his reduced income, the net result probably 
is lower saving for the “little man.” 

By industrious saving, the little man can, of course, overcome the 
odds which a high interest rate builds up against him. He may even- 
tually have enough to give him an interest income larger than his inter- 
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est payments. Toward the end of his working life, this may even be the 
normal condition, since a person’s volume of assets obviously depends 
upon his age as well as his saving habits. But a high interest rate makes 
the road to the turning point where interest receipts begin to exceed 
interest payments more of an uphill struggle, and delays the approach 
of the turning point. 

A third conclusion follows from our statement regarding the power 
of higher rates to stimulate saving. If the over-all propensity to save 
rises, the leakage from the income stream is increased and national in- 
come will fall unless the additional saving generates an equal amount 
of additional investment. I have already expressed my doubts that 
such “‘self-investment”’ of savings can be anything but small, and hence 
a fall in income seems highly probable. 

Any quantitative estimate naturally is out of the question. Probably: 
the amount goes into several billions. If, for instance, the marginal 
propensity to save of the interest payers were 30 per cent on average 
and that of the interest receivers were 60 per cent on average, then a 
12-billion-dollar interest flow would bring an increase in saving of 3.6 
billion. Assuming a multiplier of two, this would signify a drop in in- 
come of 7.2 billion, unless some of the extra saving were “‘self-investing.”’ 
A rise in interest rates which would lift the interest flow to 20 billion 
would then produce an income drop of 12 billion. 

All this, however, is speculation. All we can say is that changes in 
interest rates, because of their redistributive effect may, in the long run, 
lead to considerable i income changes. Be it noted, furthermore, that this 
assumes that the change in interest rates is due to government action. 
If it is the result of changing investment activity, the effect of redistribu- 
tion may be partly or fully offset, or quite likely even overbalanced, by 
the effects of such activity. 


VI. Changes in Asset Values 


The interest rate also works upon national income via its effects 
upon the value of assets. Changes in market rates of interest produce 
changes in the capitalized value of income-yielding assets. The longer 
the term of an obligation, the greater its response to changing rates. For 
equities and preferred stocks, being perpetual claims, a change in market 
rates can be fully reflected in the current yield and hence in the price 
(barring the effect of the call price upon callable preferreds). 
~ Such capital gains and losses, realized or unrealized, do not enter into 
national income. Nevertheless, they may have important repercussions 
upon income, because they are apt to affect the expenditures of the _ 
capital gainers or losers. Lord Keynes always seems to have been fas- 
cinated by the extra fillip which bull and bear markets appeared to 
give to the American cycle. The big movements, however, usually are 
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set in motion by shifting profit expectations, and are only secondarily 
influenced by interest capitalization factors. The question is how far 
movements primarily due to interest rate changes tend to create en- 
thusiasm or caution in spending. 

The crucial difference in the latter case is that interest and dividend 
income remains unchanged by the rise or fall in capital values. Even- 
tually, in fact, income will move in the same direction. In the case of a 
fall in interest rate, bond and preferred stockholders will find that hap- 
pening quite soon, as their securities are being refunded. They will 
therefore have little incentive for capital gains spending, quite apart 
from the fact that the typical holders of high-grade securities, where 
interest rate changes are quickest to be reflected in price, ordinarily are 
not of the sanguine spending type. The large-scale capital gains on new 
government securities made by free riders and speculators in recent 
years, which may have produced a certain amount of spending, were a 
wartime phenomenon not likely to be repeated soon in significant vol- 
ume. A rise in interest rates, reducing the capital value of high-grade 
securities, likewise is apt to have little effect on expenditures, for the 
same reasons, . 

The effect of interest movements on common stocks and similar 
assets, moreover, is likely to be obscured by changes in profit expecta- 
tions. In former years, these two factors tended to work in opposite 
directions —rising interest rates during booms tending to lower values 
and rising profits tending to raise them, and vice versa in depressions. 
In these cases, the influence of interest rates, of course, was completely 
swamped. During the rise of the thirties, and again during the latest 
upswing, profit expectations and interest rates have combined to push 
up common stock prices, and thus interest rates must share some of the 
responsibility for the capital gains spending which may have come out 
of these two bull markets. How large this share may be is very uncer- 
tain.” In contemporary British discussions of interest policy, the danger 
of large-scale capital gains spending is given considerable emphasis. 
Lord Beveridge, for instance, mentions it as one of the two major 
obstacles to a sudden reduction of rates close to zero.” Possibly this 
emphasis results from contemplation of the extreme case of a virtual 
annihilation of the pure long-term rate. Within the more modest scope 
of contemporary American interest policy discussion, I doubt that 
more than moderate importance attaches to this angle. 

In addition to its influence over expenditures, the capitalization 


20 Tt is worth noting that the biggest gains usually were scored in securities whose return is 
very uncertain, which in turn deprives the capitalization factor of much of its importance. 

21 Full Employment in a Free Society (London, 1944), pp. 340-41. Also see E. F. Schumacher, 
“Public Finance-——Its Relation to Full Employment,” in The Economics of Full Employment 
(Oxford, 1944), p. 113. 
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factor is of considerable importance to banks and other institutions 
with a stake in longer-term securities. Particular significance attaches 
to rising rates, of course. The danger to the practical solvency of the 
banking system probably is slight, as has been repeatedly pointed out.” 
The conservative portfolio structure of most banks makes it unlikely 
that any foreseeable loss of deposits to individual banks or to the system 
as a whole could force large sales of securities at a loss. The morale effects 
of a sharp drop in the market value of bank portfolios, however, might 
be considerable, for bankers and public alike might feel rather uncom- 
fortable while “sweating out” the return of securities to par. The former 
might react by cutting dividends and becoming hyperconservative on 
loans, while the public might begin shifting deposits in search of safety. 
Thus, a sharp rise in interest rates might have considerable repercus- 
sions. In this connection, one may also recall Mr. Seltzer’s observations 
on the possible impairment of public confidence in government credit, 
if a rise in the market rate to 5 per cent should occur with a consequent 
drop in the longest maturities to 65 or less.” 

Thus it has happened that the control of capital values in the bond 
market has become one of the most important aspects of present-day 
monetary policy. A central banker, now, shows the same concern over 
' developments affecting his carefully constructed rate pattern as over 
movements in his member banks’ reserve position. To some extent, of 
course, this is the result of such commitments as exist between the cen- 
tral bank and its government for the maintenance of the price of public 
securities. But beyond that, there is the realization that major move- 
ments in security prices may prove definitely unsettling. The likelihood 
of such movements is particularly great in countries where, as in the 
United States, the maintenance of an existing rate pattern in part de- 
pends precisely upon the public’s skepticism as to its maintenance. 

It is in this ight that some of the small maneuvers engaged in by 
central banks, which would otherwise seem almost microscopic, viewed 
against the magnitude of present-day credit control problems, must be 
understood. If long-term bonds are to be prevented from rising, as they 
have tended to do in the United States, it is necessary for the central 
bank to maintain the public’s liquidity preference. This it can do, in 
some measure, by occasional actions which create doubt in the public 
mind as to the stability of long-term securities. The recent removal by 
the Federal Reserve Banks of the preferential rediscount rate for short- 
term government securities seems to have been an instance of this type 
of policy. 


2 Cf. Paul A. Samuelson, “The Effect of Interest Rate Increases upon the Banking System,” 
Amer. Econ. Rev., Vol. XXXV, No. 1 (Mar., 1945), pp. 16-27. 

23 “Ys a Rise in Interest Rates Desirable or Necessary?”, Amer. Econ. Rev., Vol. XXXV, 
No. 5 (Dec., 1945), p. 844. 
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VII. Special Sectors 


The growth in the debt and the drop in interest rates which accom- 
panied it have combined to produce serious income problems for several 
special sectors of our economy. Among these are (a) rentiers, (b) en- 
dowed institutions, (c) the United States government, and (a) in a 
reverse sense, the commercial banks. We shall attend to them in that 
order. 

A. Rentiers. A small saver who retired a few years ago with accumu- 
lations of 10-20,000 dollars has experienced all the misfortunes which 
could befall him in a well-organized economy. During the greater part 
of his working life interest rates were high, which made saving harder 
for him, since his income presumably was low. He was hit by the de- 
pression and may have sustained some losses, and may also have had 
to dig into capital if he lost his job. Then, when he reached the point 
where the growth of his capital began to make his interest receipts 
greater than his payments, so that he might have benefited from high 
interest rates, these declined. Eventually taxes went up and rising prices 
contributed to his whipsawing. 

This list of woes shows up the serious plight today of the small rentier. 
It also shows, however, that interest rates are only one of his problems, — 
and probably not the main one. Moreover, many small rentiers are 
contractually protected against falling rates, through the provisions of 
their pension funds and their insurance policies.“ The war, moreover, 
has provided compensation in some cases, through the rising value of 
homes and opportunity to return to work, for instance. 

The large rentier, although in many respects harder hit, is better off 
in that to him capital consumption is an additional resource, while the 
small rentier has to rely on it in any case. Where trust restrictions and 
other obstacles prevent this, the situation of large rentiers can become 
difficult. 

All in all, there can be no question that the position of rentiers is be- 
coming increasingly difficult and that the fall in interest rates is an 
important contributory factor. To the rentier interest is much more im- 
portant as income than as cost, in contrast to younger savers in the 
lower-income brackets. And, unlike these, he is defenseless, because he 
usually cannot earn any more. With others of his kind, he forms a dis- 
persed and therefore weak group which deserves more national consid- 
eration than it is getting. 

At the present time, unfortunately, we have next to no statistical 
knowledge of the magnitude of the problem. But even if the number of 
people partially or wholly dependent upon interest receipts should turn 

24 It is reported, for instance, that of the lump sum payments made by life insurance com- 


panies, about 40 per cent in recent years were left with the companies at interest at a rate de- 
termined by the original policy. 
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out to be very important, there are serious doubts whether the interest 
policy of the country should be guided primarily by this fact. More- 
over, a rise in rates would hurt rather than help many, by depressing 
bond values. It would provide better yields only as such bonds mature, 
a rather poor prospect for people in their sixties and seventies. At most, 
one may argue that a further reduction in rates should be postponed, 
unless there are strong reasons favoring such action. The best solution 
perhaps would be to provide special securities,” with a limitation upon 
total holdings, or to create similar facilities via savings banks. Series E 
savings bonds are a step in this direction, although ten years are a long 
time for some people to wait for their 2.9 per cent. Perhaps some more 
substantial subsidy would be in order. Rentiers cannot demand that 
overall interest policies should be formulated primarily to suit their 
needs, but they are entitled to some protection against the treatment 
they are undergoing now. 

B. Endowed Institutions. Academic readers need no explanation of 
what low interest rates are doing to endowed educational, scientific and 
charitable institutions. But here, even more than in the case of rentiers, 
it seems clear that the quantitative importance of the problem does not 
warrant a major modification of overall interest policy, unless that policy ` 
happens to find itself on the margin of indifference in every other re- 
spect. It is true that on the qualitative side endowed institutions have a 
strong claim to consideration, for expenditures for education and re- 
search add more to our standard of living than almost any other. The 
amounts involved, however, are small. 

Total income-producing funds of American foundations were esti- 
mated at $1,074 millions in 1940, on which an income of $30 million (not 
all of it interest) may have been received.” The total income-producing 
assets of all endowed institutions were estimated at $7—9 billions in 
1930.7? If subsequent accretions were roughly balanced by losses, this 
sum today might produce an income of around $300 millions. Even if all 
of this were interest (in our sense), it would only be 2.5 per cent or less 
of the total estimated interest flow. 

Again the most adequate solution would be the issuance of special 
federal securities.2* This would recognize the special importance of 
endowed institutions without encumbering overall interest policy with 
undue concern for relative minutiae. 

C. The Government. There is little doubt that, in the mind of the 

23 Cf. John H. Williams, “The Implications of Fiscal Policy for Monetary Policy and the 
Banking System,” in Postwar Monetary Plans and Other Essays (New York, 1944), p. 100. 

15 Geneva Seybold, American Foundations and Their Yields (New York, 1942), p. 151. 

87 This does not include the land and buildings employed by such institutions for their own 
use. Trusteeship of American Endowments (New York: Wood, Struthers and Co., 1932), p. 39. 

28 This suggestion was made by David McCord Wright in The Creation of Purchasing Power 

(Cambridge, 1942), p. 219. Ss 
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public, the main reason for keeping interest rates low and perhaps push- 
ing them down further is the cost of the public debt. I shall endeavor to 
show that, as a major determinant of interest policy, the cost of the 
public debt is greatly overrated. 

In the first place, the net amount of federal interest payments is con- 
siderably smaller than it’would seem. The total annual payment on a 
$260 billion debt, at a computed rate of close to 2 per cent, is slightly over 
$5 billion. But of this unquestionably impressive sum, as much as $1.3 
billion is recouped by the Treasury, through taxes on the marginal in- 
come represented by public debt interest receipts and by payments into 
government trust funds.?® This reduces net payments to slightly less 
than $4 billion. 

In the second place, part of the government’s interest payments have 
a special character which puts them into the category of desirable 
subsidies. Part of the payments to banks, 7.e., those which the banks 
need to cover part of their running expenses, are in this class. An at- 
tempt to reduce public interest payments to the banks below the level 
required to cover these expenses, would not relieve the public of paying 
for the operation of our monetary system. It would merely change the 
form of these payments which would then have to be made partly 
through service charges. Another desirable subsidy element is contained 
in E bond interest, in so far as this goes to alleviate somewhat the plight 
of rentiers. 

In the third place, the federal interest charge is in some respects less 
of a burden upon the economy than other types of government outlays. 
Interest payments are not “exhaustive” expenditures; they do not, like 
military expenditures, absorb productive resources which otherwise 
would be available to the economy. Thus, their damaging effects are 
limited mainly to the harmful impact of the necessary taxes upon in- 
vestment, to the greater inequality of income distribution which they 
produce, and to their tending to crowd other desirable expenditures out 
of the budget. 

Withal, it cannot be denied that the federal interest charge is an 
important matter, and that it represents a powerful argument against 
higher interest rates. The danger is that this argument might become 
all-powerful because it is so much in the public mind and because, like a 
tumor, it constantly presses against the consciousness of public officials. 
It should be viewed in its proper proportions and in relation to all other 
factors bearing upon interest policy. 

D. The Commercial Banks. The income problem of the banks differs 
very notably from that of the sectors surveyed before: they earn, not 
too little, but, in the opinion of many observers, too much. Actually, the 
problem of high bank earnings is a potential rather than real one. Before 


% Cf. Public Finance and Full Employment, p. 86. 
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Hiroshima, when another year or so of war was expected, with a depres- 
sion thrown in at the end, it was anticipated that bank holdings of 
federal securities and hence their earnings might continue to expand 
greatly. The favorable course of developments has kept bank earnings 
far below these expectations. 

In 1945, net current earnings before income taxes of Federal Reserve . 
member banks amounted to 11.5 per cent on their capital accounts, - 
which was brought down to 7.8 per cent by income taxes. A reduction of 
about $135 million?’ in interest receipts would suffice to reduce this ratio 
to the average return of 6.5 per cent estimated for all corporations in 
1945.51 This would leave untouched the additional 3.2 per cent return 
realized through profits and recoveries in excess of losses, which do not 
constitute regular income. 

Generally speaking, therefore, concern over high bank earnings 

applies not so much to what is now as to what might happen if short- 
term interest rates were allowed to rise, or if the banks shifted heavily 
into longer maturities. Even if bank earnings should rise substantially, 
one may perhaps ask why large earnings of one group should become a 
cause for extreme concern while the hardships of other groups fail to 
attract much attention. But since high bank earnings come so largely 
out of the public purse, there is the distinct danger of political attacks 
upon banks, and in this sense there is real cause for concern. 
' It would be very unfortunate, however, if bank earnings should þe- 
come a major determinant of our interest policy. Of this there now seems 
some danger. Instead of allowing interest policy to be straight-jacketed 
by this anorganic criterion, an ed hoc solution should be found. Many 
have been proposed, the latest being the three alternative suggestions 
made by the Board of Governors of the Federal Reserve System in its 
recent annual report.*? They would give the Board more freedom in its 
general interest policy while protecting the Treasury against higher 
interest costs and the banks against the consequences of excessive in- 
come from the government. 

There is another income problem affecting the banks which derives, 
not from high earnings on low-interest public debt, but from the decline 
in interest rates and risk premia on other securities and loans. It was 
pointed out earlier, in connection with the discussion of the risk element, 
that very low interest rates tended to drive down the risk rate. Lenders 
_ are forced to reach out for less secure investments in order to obtain 
what looks like a good return. There is some evidence that many smaller 
banks, accustomed to high rates of return and not favored by large 
deposit increases, have been forced to reach out in this manner and have 


30 For all commercial banks the amount would be slightly higher. 
3t National City Bank letter, April 1946, p. 47. 
32 Annual Report of the Board of Governors of the Federal Reserve System for 1945. 
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thereby weakened their position.*® The importance of, and probable 
consequences of, this trend are as yet impossible to assess. It may be, 
however, that in the next depression the difficulties experienced by weak 
lenders may present us with a not inconsiderable bill for this feature of 
our easy money policy. 


VIII. Toward a Zero Rate? 


In some quarters, particularly in Britain, there has been serious 
discussion of the possibility of a zero long-term rate." It is felt that if 
the long-term rate is primarily a risk premium, paid to overcome 
liquidity preference, then by eliminating this risk through complete 
stabilization of the bond market, the authorities could bring the rate to 
close to zero. A few additional controls would suffice to snuff it out alto- 
gether. It has been argued that this would be the sensible thing to do in 
the face of a constant tendency to oversave. If people continued to 
court stagnation by trying to save more than the economy could invest, 
they should at least not be paid for doing so. 

These thoughts are not without logic. But the proposal to push in- 
terest to zero brings us face to face with the fundamental question of the 
continuance of our capitalistic system. Interest 1s both an outstanding 
symbol of this system and a basic element of its most characteristic 
institutions. If we do away with interest, will the rest of the system 
stand? With banking and the capital market greatly weakened, the 
building of personal fortunes further impeded, the whole concept of a 
return to ownership undermined, what kind of economy would we be 
going into? 

It seems futile to think of curing the illnesses of the capitalistic system 
by amputating one of its vital organs. It would also be dangerous and, in 
a sense, a little presumptuous. The danger would be in the existence of a 
fixed policy commitment—a new element of rigidity. If conditions 
should arise tending to revive interest, the policy would have to be 
enforced by additional controls or abandoned in disorder. 

The presumption would be in the attempt to eliminate a phenomenon 
with a long historical background which is deeply ingrained in our 
thinking, not to say in our nature. It cannot be claimed that there is a 
historical down-trend in interest rates destined to glorify our age with 
its culmination. Three hundred years ago, the rate on high-grade risks 
charged by Dutch investors was about 3 per cent. Before the French 
revolution, the rate in France was 25-32 per cent." Through fairly long 
periods of the 19th century, long-term rates were as low as 24—3 per cent. 
Taking the historical approach, we ought to be impressed, rather, by 


33 Cf. J. H. Riddle, Debt Management and Interest Rates (New York, 1946). 
34 Cf. n. 21, p. 779. 
3 Cassel, Theory of Social Economy, p. 202. 
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the extraordinary ability of interest rates to recover to high levels, as 
during the 1920’s. In this perspective, the present decline in the rate 
tells us very little as fo where it will.eventually be going.*6 

If we should be facing continued stagnation of private enterprise, a 
further decline in rates may be desirable and proper. In the long run, 
however, stagnation probably would bring the capitalistic era to an end 
in any case, But over a long period of time, the outlook for stagnation 
depends not only on investment outlets, but also on the propensity to 
save. If the latter should adjust itself to low capital requirements, we 
might have a very limited investment activity with nevertheless active 
competition for available funds. 


Conclusions 


Our discussion has confirmed, I believe, the view put forward at the 
outset, that the interest rate today is more of a factor influencing the 
volume and distribution of income than an instrument of cyclical con- 
trol. It has also yielded several conclusions about current interest policy, 
which I proceed to summarize. 

1. We have found no single overriding consideration calling for any 
particular kind of overall interest policy-—higher rates, lower rates, or 
stable rates. Instead, we have come across a number of separate 
desiderata, many of them in conflict with each other and none weighty 
enough by itself to swing the issue. This is quite inåiine with the rather 
diffuse effect now characteristic of the interest rate. 

2. Nevertheless, among these diffuse factors there are several which 
argue strongly against an extreme policy in either direction—a sharp 
rise or a sharp reduction in rates. The danger of a downward spiral, the 
need to maintain confidence in the public credit, and the position of the 
banks practically prohibit a severe tightening of credit. The danger of a 
wild boom in capital assets, the problems facing rentiers and endowed 
institutions, and the uncertainties of the future speak strongly—perhaps 
not quite so strongly—against a reduction in rates close to zero. But 
within reasonable limits, none of these aspects can be said to rule out 
any particular policy. 

3. The needs of certain sectors and the requirements arising from 
particular conditions, which may be in conflict with the policy actually 

% Tn the long run, I have no doubt but that economic forces rather than policy are determin- 
ing for the level of interest rates, At any given moment, policy probably can fix rates at any 
level it wants to, within reason. But if this level is very far out of touch with basic trends, the 
results of such policy are apt to burst out at the seams of the economy in ways familiar to 
the reader. These consequences are apt to force a reconsideration of policy, to bring it more into 
harmony with conditions produced by the trend of investment and saving. It is in this sense 
that the above remark must be understood about where the interest rate will eventually be 


going. Although at any given time the rate is determined by policy, policy itself is influenced 
to a large extent by the factors which in its absence would determine the rate. 
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pursued, are often capable of being met, at least in part, by ad hoc 
solutions. If interest rates are low, the problems of small rentiers and 
endowed institutions could be met.by special limited issues of higher 
coupon securities. The need for cyclical regulation of credit could be 
dealt with by operating directly on availability, instead of via interest 
rates. Embarrassingly high bank earnings could likewise be handled 
outside the main stream of interest policy. 

4, The demands and needs which cannot be taken care of in this form 
must becompromised by overall interest policy. The policy best suited to 
reconcile conflicting claims would be one of stable rates for the present 
and also for the foreseeable future, unless long-run depression should 
develop. In that case, a moderate further reduction in rates would be 
desirable. This view rests upon the following considerations: 


(a) Under present conditions of high income and inflationary pres- 
sure, the aspects calling for lower rates —more equal income distribu- 
tion, reduction in overall propensity to save, and stimulation of in- 
vestment—lose much of their importance. They would gain weight if 
long-run deflation trends should develop. 

(b) The cost of the public debt, which likewise speaks in favor of 
lower rates, is less important than its dollar amount would indicate, 
and should not be allowed to weigh heavily in our considerations. 

(c) Factors suggesting higher rates—inflation control and the needs 
of rentiers and endowed institutions—likewise do not carry enough 
weight to make them decisive, particularly when they can be dealt 
with by ad koc measures. They do, however, add to the case against a 
further lowering of rates now. 

(d) Under present conditions, stability in the value of capital 
assets is preferable to a sharp move in either direction. This stability 
would be aided by stable rates. 


The general picture of interest policy which thus takes form is one of 
increasing compartmentalization of the market and an absence of fixed 
commitments. This will enable us to deal with special aspects on their 
own merits, and to meet broader situations as they develop. 

The proposed approach is very much at variance with diverse alterna- 
tives of public debt policy currently proposed—refunding of the debt 
at higher rates, uniform conversion of the debt into consols, or sharp 
reduction of rates. It is much closer to the policies actually being 
pursued. It suggests, however, that the practice of market differentia- 
tion already adopted in an embryonic form should be carried to its 
logical conclusion, and that more attention should be given to the 
broader impact of interest rates and less to special factors like bank 
earnings and budgetary costs. 
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THE BURDEN OF IMPORT DUTIES 
By Earr R. Roipr*® 


I 


John Stuart Mill once wrote: “ ...a tax on imported commodities — 
... almost always falls in part upon the foreigners who consume our 
goods; ... this is a mode in which a nation may appropriate to itself 
at the expense of foreigners, a larger share than would otherwise belong 
to it of the increase in the general productiveness of labour and capital 
of the world, which results from the interchange of commodities among 
nations.’”! 

Thus Mill lays down the principle that a country by imposing import 
duties can force foreigners to bear taxes. By ‘‘foreigners,’’ Mill does not 
mean foreign producers of products subject to duties when sold abroad. 
A case might be made for the view that duties are sometimes shifted 
“backward” to the producers of taxed items. It might be argued where 
duties are imposed upon sugar imports, for example, that the price of 
sugar received by foreign sellers would decline relatively to the price in 
the absence of the tax and that, therefore, they are bearing at least part 
of the burden. Discussions of the burden of import duties have some- 
times been conducted along these lines. But Muill’s views are quite 
different from these. He would deny that foreign producers might be 
forced to bear even a part of the burden of import duties of sugar-using 
countries and states positively: “It is the foreign consumer of our ex- 
ported commodities who is obliged to pay a higher price for them be- 
cause we maintain duties on foreign goods.’® If we adhere to Mill’s 
theories, we must say that foreign buyers of U.S. exports are bearing 
part of the burden of U.S. import duties. 

Mill developed his conclusions concerning the burden and effects of 
import duties with the concept of reciprocal demand. This technique of 
analysis was taken over, improved, and made mote definite by the neo- 
classical school, including Edgeworth, Marshall, and Pigou. These out- 
standing thinkers in the field greatly refined the reciprocal demand 
technique without, however, reaching conclusions concerning the burden 
of import duties differing substantially from those laid down by Mill. 

* The author, assistant professor of economics at the University of California, acknowledges 


indebtedness to his colleagues, Professors Howard S. Ellis and William Fellner, for helpful 
criticisms of this paper. 


1 J. S. Mill, Principles of Political Economy, Ashley ed. (London, Longmans Green, 1909), p. 
854 


2 Cf. Otto von Mering, The Shifting and Incidence of Taxation (Philadelphia, 1942), pp. 150- 
151, 182; ¢f. Bastable, Public Finance, 3rd ed. (London, 1903), pp. 572-573. 


3 Mill, op. cit., p. 655. 


ROLPH! BURDEN OF IMPORT DUTIES i 789 


Edgeworth, who calls Mill’s exposition of international trade theory 
“unsurpassed,” examines the implications of the concept of reciprocal 
demand and Mill’s doctrine that import duties are borne in part by 
foreigners, placing himself on the side of Mill in opposition to the critics 
who claim import duties are borne by consumers of taxed imports.° 

Marshall likewise endorses the Mill view of the incidence of import 
duties and is much concerned about the obstacles they interpose to in- 
ternational trade. Pigou differs only slightly from Marshall as far as 
the subject of import duties is concerned, but his remarks are nonethe- 
less interesting from the point of view of tax theory because Pigou at- 
tempts to integrate the Mill theory of the burden of-import duties with 
taxation theory generally. Pigou comes out unequivocally for the posi- 
tion that import duties “ ... will also always exact some contribution 
from foreigners.’ ; 

The achievements of the neo-classical writers in international trade in 
connection with the effects of import (and export) taxes are of course 
impressive. Not only is it argued that import duties fall in part upon 
foreign consumers, but the burden of import duties is shown to be sym- 
metrical with export duties, if it is assumed that the tax is levied in ex- 
port goods, or if levied in money, the “proceeds” are spent upon export 
goods.® Unlike many features of neo-classical economics, its theory of 
the incidence of import (and export) duties is couched in terms of gen- 
eral equilibrium analysis. It even takes account, as some students of 
public finance say one ought, of how the government spends the tax 
proceeds. 


4F. Y. Edgeworth, Papers Relating to Political Economy (London, 1925), Vol. II, p. 20. 
5 Ibid., pp. 13~14. 


6 Marshall’s comments upon this problem are set forth in Money, Credit, and Commerce 
(London, 1923), Chapts. 9, 10, and Appendix J. 


T A. C. Pigou, A Study in Public Finance (London, 1929), p. 207. Italics are in original. 


8 A. P. Lerner in his article “The Symmetry between Export and Import Taxes” (Eco- 
nomica, N. S. 3 [1936], pp. 306-313) refutes Edgeworth’s doubts to the contrary and also 
develops a forma] technique for showing the burden of import and export taxes, however 
the taxing government “spends the tax receipts.” The symmetry argument is also presented by 
Marshall (op. cit., p. 183) and by Pigou (op. cit., p. 203). 


° M. Slade Kendrick has criticized the neglect in neoclassical tax theory of “how the govern- 
ment spends the tax proceeds” and urges that where tax revenues are earmarked for particu- 
lar expenditures, such as the yield of gasoline taxes, the public expenditures effect should be 
included in discovering the tax burden (“Public Expenditures in Tax Theory,” Am. Econ. 
Rev., Vol. XX, No. 2 [June, 1930], pp. 226-230). His criticism does not apply to the neo- 
classical treatment of import duties since it does take account of government expenditures. 
The neo-classical position, as far as import duties are concerned, is perhaps more in accord 
with the suggestions of Alfred G. Buehler that one should go all the way and take account, in 
tax theory, of how the government spends the revenue whether earmarked or not. (Cf. “Public 
Expenditures and the Incidence of Taxes: Some Theoretical Considerations,” Am. Econ. 
Rev., Vol. XXVIII, No. 4 [Dec., 1938], pp. 674-683). My opinion concerning the proper way of 
viewing the relation between government expenditures and tax theory is set forth below, 
pp. 809-11. 
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Yet with all due respect to the brilliance of Mill’s arguments and the 
careful analytical support they have received at the hands of Edge- 
worth, Marshall, Pigou, and others, one may properly doubt the con- 
clusion that foreign consumers of U.S. products bear part of the burden 
of U.S. import taxes. The neo-classical preoccupation with real matters, 
such as the terms of trade, to the exclusion of monetary mechanics 
alone makes it suspect. The lack of symmetry between their arguments 
concerning the incidence of internal taxes and of import duties also 
creates doubt as to the general validity of the theory. 

In place of the neo-classical view, I shall propose first that the burden 
of import duties always rests upon a certain economic segment of the 
country levying the import duties and not upon foreigners, and second 
that this segment is żot the consumers of taxed imports. It is, on the con- 
trary, those who own resources, both human and non-human, in the 
export industries and those who own resources competitive with re- 
sources located in export industries. These people bear the tax in the 
form of a reduction in their money incomes in a fashion analogous to a 


partial proportional income tax (with no exemptions) collected at the . 


source. They must sacrifice money income equal to the yield of the tax 
to the Treasury. This position differs therefore not only from the neo- 
classical view of the burden of import duties, but also from the theory 
developed with the use of partial equilibrium technique concluding that 
domestic consumers of the country imposing import duties bear such 
_ taxes.) 

II 


The essentials of the neo-classical argument concerning the incidence 
of import duties may be presented graphically by the use of reciprocal 
demand schedules (See Figure 1). Suppose that two countries, the 
United States and England, carry on their foreign trade in only two 
commodities and that there are no other international transactions: the 
balance of trade and the balance of payments are identical. England sells 
whiskey to the United States, and the United States sells cotton to 
England. In Figure 1, OA shows the amount of American cotton (meas- 
ured along OX) which will be exported for various quantities of whiskey 
imported (measured along OY) from Britain. Likewise, OE measures 
the export supply schedule of British whiskey in terms of cotton. The 
schedules may be visualized readily if it is supposed that traders in the 
United States buy cotton with dollars, export the cotton to England, 
sell it for pounds, buy whiskey in England with all the pounds so ob- 
tained, and export the whiskey to the United States where it is sold for 


10 Such is the argument of Professor Lionel Robbins and Mr. G. L. Schwartz presented in : 


the work of Sir William H. Beveridge and others, Tarifs: The Case Examined (London, 1932), 
p. 173. See also in fn. 2 above. ` 
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dollars. If the traders’ costs may be considered to be zero, and if perfect 
competition prevails among traders at every stage, traders will increase 
exports of cotton and imports of whiskey to the “break-even” point, 
shown as P in Figure 1. 

As a limiting case, one which Marshall regards as an “Exceptional 
Demand” case, let it be assumed that England’s demand for U.S. cotton 
has an elasticity of unity within the relevant range." In Figure 1, this 
case is illustrated by showing the relevant portion of OF, z.e., CE, as 


y A A 
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Q 
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S M! M 
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FIGURE 1 


perpendicular to the OY axis. Still following the neo-classical argument, 
suppose now that the United States levies a duty upon whiskey imports 
to be paid in exports. With the imposition of the tax, the terms upon 
which the traders will now export cotton in exchange for whiskey 
change, as indicated in the shift to the left from OA to OA’. If, as is 
assumed in Figure 1, the English demand for cotton has an elasticity of 
unity within the relevant range, the tax leaves the volume of American 
imports of whiskey unchanged (P’M’=PM) whereas the volume of 
U.S. exports of cotton falls (measured by M’M). Fhus Mill’s conclusion 
®ppears to follow, namely that in these circumstances, English con- 
' sumers of cotton bear all of the tax imposed by the United States upon 
whiskey imports. English consumers of cotton must pay higher prices 
for cotton. On the other hand, U.S. consumers of English whiskey, their 


11 Marshall, op. cit., p. 385, fig. 22. 

12 Or, alternatively, we may assume as do Marshall, Pigou, and Lerner, that the tax is levied 
and collected in money with the proceeds spent by the government to acquire cotton (or the 
resources producing cotton). Cf. fn. 9 above. 
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supply being unchanged, pay no more in dollars than before the imposi- 
tion of the tax. 

If, on the other hand, OE has a negative slope within the relevant 
range, a tax upon whiskey imports will result in the United States get- 
ting absolutely more whiskey while giving up absolutely less cotton; and 
thus the logic of the Mill argument leads to the conclusion that in these 
circumstances foreign consumers bear an amount greater than the yield 
of the tax. Yet another possibility, one which Marshall regards as be- 
longing to the “Normal Demand” class of cases, is found where OE 
(Figure 1) has a positive slope throughout. In this case, Marshall argues 
that a country cannot shift all of the burden of its import duties upon 
foreigners, but must in part bear its own import duties. These cases, he 
analyzes in some detail.“ 

What Mill, Marshall, Edgeworth, Pigou, Lerner, and others have 
demonstrated by this type of argument is that import duties (and their 
arguments apply equally to export duties) may shift the terms of trade 
in favor of the country levying the import duty. By thinking of import 
duties as levied in kind, they assume that changing the terms of trade 
favorably to the taxing country is identical with making foreign con- 
sumers of exports bear at least a portion of the burden of the tax. Pigou 
goes so far as to define the foreign burden of import duties along these 
lines.” 

But it is not true that import duties are levied in kind; furthermore, it 
should not be assumed that the government “spends the money” upon 
exports or their equivalent. Import duties may be and indeed are levied 
without revenue considerations in mind, and the extra yield may merely 
mean that other taxes are not increased or the government deficit is 
smaller (or the surplus larger) than would otherwise be the case. An 
ideal theory of tax incidence is one which explains who bears the tax 
- under any of the great variety of actual conditions. 

In advanced economies, taxes are levied in money, and the expla- 
nation of the burden of import duties must be consistent with this fact. 
Fortunately we need not abandon the reciprocal demand technique even 
if we recognize that international trade is conducted in terms of money, 
that import taxes are paid in money, and that a market for foreign 
exchange exists, provided we are willing to assume, as a simplifying case, 
a foreign exchange market which is automatically self-adjusting.” 


13 Marshall, op. cit., p. 348 and fig. 16, p. 347. 

14 bid., pp. 344-345, figs. 13, 14. 

16 Pigou, op. cit., p. 204. 

16 The analysis of this paper will, throughout, be in terms of fluctuating exchanges. This 
leaves open the question of the determination of the burden of import duties with other types 
of exchange situations, such as fixed exchanges with gold or other international money flows. 
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If a freely fluctuating foreign exchange rate is postulated, the re- 
ciprocal demand technique can be applied directly as follows: Returning 
to Figure 1, select any point R on schedule OA and extend perpendicu- 
lars to the axes OY and OX, giving points T and S. Thus OS measures 
the amount of cotton which U.S: cotton producers are willing to export 
provided that OT quantity of whiskey is obtained in return. U.S. pro- 
ducers are willing to export OS cotton for OT whiskey because the quan- 
tity of whiskey OT will sell for the number of dollars necessary to call 
forth the production and export of OS quantities of cotton. With a 
freely fluctuating foreign exchange rate, the dollars acquired by British 
exporters become the dollar income of U.S. cotton exporters. British 
exporters acquire dollars by selling whiskey in the United States market. 
They then trade these dollars for pounds. Likewise, and for the same 
reasons, the pounds acquired by U.S. exporters of cotton become, 
through the exchange machinery, the pound income of British exporters 
of whiskey. 

The position and shape of an export supply schedule of one country in 
terms of the import of the other, under the simplifying conditions as- 
sumed, depends upon the local demand for the imported item, the local 
demand for the portion of the exported item retained at home, and the 
_ local costs of producing the item. One of these may dominate and de- 
termine the shape of a reciprocal demand schedule. If, for example, the 
English demand for U.S. cotton has an elasticity of unity in terms of 
pounds, British exporters of whiskey, given their costs and the English 
demand for whiskey, will export a certain quantity of whiskey regard- 
less.of the quantity of cotton imported. There is, in such circumstances, 
only one quantity of whiskey which they are willing to export for a given 
number of pounds. By the assumption that the British demand for 
cotton has an elasticity of unity, the quantity of pounds initially ac- 
quired by U.S. exporters of cotton becomes independent of the quantity 
exported. There is one quantity of whiskey to be exported which, given 
the state of competition among British whiskey producers, will maxi- 
mize their income position. In such circumstances the English supply 
schedule for the exportation of whiskey in terms of cotton can be shown 
as a line QE perpendicular to OY (Figure 1). If, on the other hand, the 
dollar demand for English whiskey has an elasticity of unity, the supply 
schedule of cotton exportation in terms of whiskey may be shown as a 
line perpendicular to the OX axis (not shown in Figure 1). 


If one is willing to make Marshall’s assumption that “in the long run” international demands 
are independent of money (Marshall, o?. ciż., p. 184), conclusions reached for fluctuating ex- 
changes apply with equal force to fixed exchanges. No such assumption will be made here. An 
analysis of the effects and burden of import duties in a setting of fixed exchanges will be ex- 
plored on another occasion. 


a ` 
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With any given dollar demand for whiskey, the greater the costs of 
: producing cotton, the less will be the amount of cotton exported for any 
given amount of whiskey. Thus any increase in the costs of producing 
cotton, resulting, for example, from the imposition of an export tax in 
dollars upon the sale of cotton abroad, will shift the supply schedule for . 
cotton in terms of whiskey to the left. For the same reason, any import 
tax upon whiskey will, by reducing the number of dollars reaching the 
hands of U.S. exporters of cotton, shift the supply schedule of cotton in 
terms of whiskey imports to the left. If U.S. production of cotton for 
export is independent of the dollar price of cotton, as it would be if re- 
sources were completely specialized to the production of cotton for ex- 
port (possibly only for a range), a tax either upon whiskey imports or 
cotton exports will reduce only the money earnings of resources in cotton 
production and not affect the supply schedule in any way. Such a sched- 
ule is “non-shiftable” and has some importance in the following dis- 
cussion.!”. 

With this background we may now proceed to our main task of iso- 
lating the burden of import taxes. We suppose at this stage that the 
total demand for output is constant in both the United States and Eng- 
land or, in other words, that the national money income (gross and net) 
is constant. But we specifically do not assume that real income is con- 
stant. All products and all productive services are assumed to be com- 
petitively priced, which means, among other things, that all markets are 
continuously cleared and that there is no rationing of buyers or sellers 
by methods other than price. This means further that we are assuming 
full employment in the sense that markets for the many varieties of 
labor services are cleared as well as other markets.!8 

Before any U.S. import tax is imposed upon whiskey, let us consider 
trade to be already under way and in equilibrium in the sense that the 
earnings of resources engaged in producing for export in both countries 
are equal to the earnings of resources employed in industries producing 
for domestic sale, to the extent that resources have alternative uses. 
The quantity of cotton exported (per unit of time) sells, let us say, for 
i million pounds in England and the quantity of English whiskey ex- 
ported sells, say, for 5 million dollars in the United States. All pounds 
are supposed to be traded for all dollars, giving an exchange rate of 
$5 = £1. The trading may be pictured graphically by the use of ordinary. 
demand schedules in Figures 2 and 3. Figure 2 shows the dollar demand 


17 Recriprocal demand schedules, it may be noted, do not require the assumption of con- 
stant costs. They may be used with any cost pattern. 

18 I am aware that some Keynesians deny that competitive pricing is a sufficient condition 
for full employment, but I believe their position to be wrong. The point is too involved to be 
settled in the present discussion, but the position can be made explicit. 
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for English whiskey with OM the assumed equilibrium amount of 
whiskey imports to the United States at the dollar price PM, giving a 
total of 5 million dollars obtained by English exporters of whiskey. 
Figure 3 shows the pound demand for U.S. cotton with ON the assumed 
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equilibrium amount of cotton exports at the pound price RN, giving a 
total of 1 million pounds. The U.S. cotton producers realize 5 million 
dollars for the export of ON quantity of cotton and English whiskey 
producers realize 1 million pounds. 

Now let an import tax be imposed of 20 per cent of the value of U.S. 
imports of whiskey. The line TT’ (Figure 2) is the net demand schedule, 
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t.e., the dollar price of whiskey to U.S. buyers minus the tax per unit of 
whiskey.}° 

An ad valorem tax is assumed and therefore the net demand schedule 
TT’ (Figure 2) has the same elasticity as the demand schedule DD’, 
compared for identical quantities sold. With a tax of 20 per cent of 
the value of whiskey, the yield of the tax will be 1 million dollars 
(one-fifth of five million dollars) for the same rate of importation of 
whiskey. The volume of importation and the dollar price of whiskey 
may of course change, but the initial task is to discover who has the in- 
centive to change his operations because of the presence of the tax. 

The analysis may be most conveniently set forth by a close examina- 
tion of the following limiting cases: (1) A fixed supply of cotton for 
export; (2) An English demand for cotton of an elasticity of unity; (3) 
An English demand for cotton of an elasticity of less than one; (4) An 
English demand for cotton of an elasticity of more than one. 


Case 1. A fixed supply of cotton for export. 


If the supply of cotton is fixed in terms of whiskey because the supply 
of cotton is fixed in terms of dollars, resources located in the cotton in- 
dustry must be perfectly immobile. When the tax is imposed, it will 
reduce the dollar receipts of English exporters of whiskey by 1 million 
dollars. English sellers of whiskey may anticipate this outcome and, in 
an effort to recoup, ship less and thereby obtain a higher dollar price. 
On the other hand, they may take an experimental attitude and con- 
tinue to export unchanged amounts, in which case their optimism will 
be justified. Although immediately they find themselves with 1 mil- 
lion fewer dollars, this is a matter of little concern to them since they 
calculate their gains and losses in terms of pounds. When British sellers 
trade 4 million dollars instead of 5 million dollars for pounds (1 million 
dollars have been’ paid to the United States Treasury in settlement of 
import taxes), United States exporters of cotton are clearly the losers. 
Upon selling pounds, United States exporters of cotton receive 4 million 
dollars instead of 5 million dollars and hence they lose 1 million dollars 
in income. As a consequence of the tax, the exchange rate moves from 
$5 = £1 to $4 = £1. Thus we find that the people who are out the money 
which the Treasury receives are U.S. producers of exported cotton.?* If, 
as we have supposed, resources located in the cotton export industry are 

18 This follows Edgeworth’s procedure of subtracting the tax from the demand schedule 


(Papers, Vol. IT, pp. 68-69). The conventional method of adding taxes to costs is unduly clumsy 
for present purposes. 

20 This conclusion is consistent with the neo-classical doctrine that import duties are sym- 
metrical with export duties (Lerner, Economica, N.S. 3, pp. 306-313). If export taxes yielding 
one million dollars are supposed, the incidence is precisely the same as stated in the text. In 
either case, U.S..exporters sacrifice the money which the Treasury receives. 
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completely tied to this field, resource owners lose precisely what the 
Treasury gains and they are not in a position to do anything about it.”! 
All resources located in the cotton industry receive, as a result of the 
tax, smaller dollar incomes by the amount of the yield of the tax. 

The terms of trade, under the conditions laid down, are unchanged. 
The quantity of cotton exported, by the nature of the assumptions, re- 
mains unchanged. The English exporters of whiskey have no incentive 
because of the tax to do anything differently. They realize exactly the 
same price for whiskey in terms of pounds as before the tax, and thus the 
quantity of whiskey exported to the United States remains unchanged. 
The dollar price of whiskey is unaffected and therefore the U.S. consum- 
ers of whiskey are in no way injured by the presence of the tax. Thus the | 
conclusion seems inescapable that the U.S. exporters of cotton are bear- 
ing the full amount of the tax. Pigou’s statement to the effect that the 
foreigner always makes some contribution to the Treasury of the coun- 
try levying import duties is shown already to be subject to at least this 
one correction.” i 


Case 2. Unitary demand by England for cotion. 


In this and in the following cases, we make the more general assump- 
tion that resources located in the U.S. export industry are mobile in 
some degree. From the analysis of Case 1, it seems apparent that, in- 
itially, the entire tax burden falls upon the U.S. exporters of cotton, 
regardless of the elasticity of the demand for whiskey or for cotton. 
Their earnings decline absolutely and therefore are relatively smaller 
than the earnings of resources in other fields. Thus an incentive exists for 
the resources which have other uses to move out of the cotton export 
industry. As resources move away from the cotton industry, cotton 
production for export declines, simultaneously raising the pound price of 
cotton in England. But since in the present case the pound demand for 
cotton is assumed to have an elasticity of one, the pounds obtained from 
the sale of the smaller volume of cotton remain unchanged—in our 
illustration at 1 million pounds. The exchange of dollars for pounds re- 
sults in whiskey exporters’ receiving the same pound price for whiskey 
as before, and they have therefore no incentive to curtail their sales of 
whiskey in the U.S. market. It follows that British exporters of whiskey 
cannot be regarded as making any contribution to the U.S. Treasury. 
This conclusion holds regardless of the nature of the cost conditions 
surrounding the production of whiskey in England. Even if factors are 
specific to whiskey production, and some are almost certain to be, Eng- 
lish exporters do not bear any of the tax. It cannot reasonably be argued 


21 Except, of course, political action to get the tax removed. 
22 See p. 789 above. 
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that U.S. consumers of English whiskey bear any part of the tax. The 
volume of whiskey imported remains unchanged and with any given, 
demand for whiskey, its dollar price also remains unchanged.” 

The tax burden in fact falls entirely upon domestic resource owners. 
U.S. exporters find themselves initially bearing the tax. What would 
otherwise be a part of their dollar income becomes instead, through the 
exchange market, the Treasury’s tax revenue. With mobility of re- 
sources, those located in the cotton industry need not, however, as in 
Case 1, bear the entire tax burden. They can place part (never all) of 
the burden upon others through the process of competition. The compe- 
tition with other resources may merely mean that the. existing firms 
produce more products for domestic consumption and fewer for export. 
In this event, the effect of the greater production of these domestic 
commodities will be to reduce their prices and thereby reduce the money 
income of all other resources engaged in producing these commodities. 
In addition, resources may shift to other industries in an effort to re- 
store lost earning power and can by increasing the output of these in- 
dustries reduce the prices and hence the earnings of resources in other 
fields. The extent to which the tax burden is spread depends upon the 
degree to which the resources located in the export industry can effec- 
tively compete for earnings with resources located elsewhere. In the 
special and very unlikely case of perfect mobility of all resources, the 
earnings and the money income of all resources, with any given total 
demand for all products, will fall by an amount which collectively 
amounts to the yield of the tax; each owner’s distributive share would be 
proportionately reduced.” . 

The “proof” of the proposition that an import tax is shifted in part 
“sideways,” t.e., to other resource owners, can be presented in simple 
form if we suppose that resources producing cotton for export are capa- 
ble of producing one other product, say, peanuts. Suppose a demand 
schedule for peanuts DD’ (Figure 4) with a current rate of production of 
OM at the price PM, considered before resources in the cotton industry 
make any adjustment to the reduction in their money earnings experi- 
enced immediately after the imposition of the tax. For the sake of 
simplicity, we may suppose that firms in the peanut industry are self- 
sufficient in the sense that they do not buy current output from other 
firms. In this case, the area ORPM is both the gross and net value 
product of the peanut industry.” Each type of resource in the peanut 
industry receives the same income per unit of service as its counterpart 


% The neo-classical view would also, in this case, argue against the conception that domestic 
consumers bear the tax. See p. 791 above. 


In a large country, where exports form a small proportion of total production, a schedule 
of import duties‘would reduce earnings per resource by a very small amount. 


% This ignores depreciation of non-human resources, 
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in the cotton industry prior to the imposition of the import duty. The 
disparity of earnings created by the imposition of the import tax results 
in resources moving from cotton production to peanut production, thus 
increasing the output and reducing the price of peanuts. At the output 
OM’ (Figure 4), let us say, earnings in cotton and peanut production per 
unit of resources of each type are again made equal. Then the area 
RPTS measures the loss of income to those resources previously en- 
trenched in the peanut industry and measures their share of the tax 
burden. The area MTP’M’ measures the net income obtained by re- 
source owners previously located in cotton production and now em- 
ployed in peanut production. 


M 
PEANUT OUTPUT 
FIGURE 4 


If resources located in cotton production are useful in still another 
industry, the resources located in that industry will share part of the 
burden and each unit of resource will transfer a smaller percentage of its 
money earnings to the state in the form of tax yield. In the same man- 
. ner, the argument can be generalized to cover all degrees of mobility. 

As far as the burden of import duties is concerned, it therefore ap- 
pears to follow that the yield of the tax to the Treasury is borne by 
owners of resources located in the U.S. export industries and by re- 
sources with which they effectively compete. The tax is borne in the 
form of a reduction in their money earnings.” For conditions corre- 


38 The argument in the text does not assume a general deflation of income, either produced 
or received, in the taxing jurisdiction. It is based upon the assumption that the national net 
income produced (net value of all output) is unchanged while the tax is imposed. The tax has 
the effect of diverting (not increasing or decreasing) money income from resource owners to 
the government or, in other words, the tax yield is transfer income. 
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sponding to Case 2, the neo-classical argument leads to the conclusion 
that English consumers bear the entire amount of the tax. In contending 
instead that U.S. resource owners are bearing the tax, we have not upset 
the neo-classical argument that, with the assumption of a British 
demand for U.S. cotton of an elasticity of one, the terms of trade will 
shift in favor of the United States. Imports of whiskey remain un- 
changed, whereas exports of cotton decline. Thus it is clear that British 
consumers, at least those who use cotton goods, are made worse off by 
the tax. They are worse off, but are they, in any meaningful sense, bear- 
ing the tax? 

Mill, Marshall, and Pigou would, of course, answer this question af- 
firmatively. For them, the fact that English consumers of U.S. exports 
are made worse off is sufficient evidence to select them for the rôle of 
taxpayers. Neither Mill nor the neo-classicists give any argument to 
show how English buyers of cotton manage, through some devious route, 
to pay money to the U.S. Treasury. A theory of incidence which points 
to certain classes of people as “ultimate taxpayers” must be prepared 
to demonstrate how money payments made by them eventually find 
their way to the Treasury as tax revenue. In the case of U.S. import 
duties, English consumers of U.S. exports have no obvious medium in 
which to make payment, directly or indirectly, to the U.S. Treasury. 
The pounds which they pay for output become income for British con- 
cerns and their employees, and these people in turn make no payments 
which are of fiscal significance to the U.S. Treasury. English consumers 
are indeed made worse off; they suffer from the fact that the economy 
which supplies them must, because of U.S. import duties, employ the. 
same quantity of resources to produce exports while receiving a smaller 
volume of imports. 

If the lack of a medium on the part of English consumers to pay taxes 
to the U.S. Treasury is not sufficient reason to deny to them the rôle of 
taxpayers, there is the further and perhaps more important point that 
all of the tax burden is accounted for domestically. The U.S. export 
industries and owners of resources located in competing fields lose money 
income equal to the yield of the tax.?’ A definite medium does exist to 
get money from them because the Treasury collects the tax at the source 
which in the case of U.S. export industries is the dollar value of imports. 

In real terms, if we look at both U.S. and British consumers together, 
we find that, although British consumers are worse off in real terms be- 

27 The equality holds because, with a tax yield of 1 million dollars, the firms in the exporting 
industry together with their employees sacrifice an amount exactly equal to the tax yield be- 
fore they make any adjustment. As they adjust by moving into the production of other prod- 
ucts, what gains they realize must be at the expense of those with whom they compete, keep- 


ing in mind that we are holding constant the total of income produced and, hence, the total of 
incomes received. The point is also discussed above, see p. 799. 
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cause of the tax, U.S. consumers are better off in real terms. U.S. con- 
sumers enjoy the same volume of imports as before the tax and yet ob- 
tain the additional products resulting from the employment of resources 
released from the cotton industry. The gain of U.S. consumers is offset 
by the loss of British consumers.” 


Case 3. Inelastic English demand for cotton. 


In contrast with Case 2, it may now be assumed that the British de- 
mand for cotton has an elasticity of less than one within the relevant 
range. Such a case is represented graphically in Figure 5. OA is the sup- 
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ply of cotton for export in terms of whiskey. OB is the English schedule 
of whiskey exports in terms of cotton, based upon the assumption that, 
through its relevant range, the demand for cotton in terms of pounds 
has an elasticity of less than one. OB has a negative slope since, if 
greater quantities of cotton sell for fewer pounds, British producers to 
cover their own costs, must export less whiskey. A tax upon imports 
(whiskey) shifts the United States supply schedule of cotton exports in 
terms of whiskey imports from OA to OA’. The new equilibrium point P’ 
shows absolutely larger imports of whiskey as a result of the tax (P’M’) 
PM) whereas U.S. exports decline by the amount M’M. If the English 


28 The present view also rescues import tax theory from the assumption that taxes are col- 
lected in kind. Even such a strong sympathizer with the neo-classical tradition in international 
trade as F. W. Taussig finds such assumptions repugnant. (Cf. International Trade (New 
York, 1927), p. 142.) j 
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demand for U.S. products has an elasticity of less than one, a tax upon 
U.S. imports not only improves the terms of trade for the U.S.; it re- 
sults in absolutely more imports in return for fewer exports. 

In money terms, a U.S. tax upon imports of whiskey will initially 
(as pointed out before) reduce the earnings of the U.S. cotton industry 
because the dollars received by the Treasury in payment of duties reduce 
the dollars obtained by U.S. exporters. As in Case 2, with mobility of 
resources, production of cotton for export declines, its pound price rises, 
as does, in this case, the number of pounds obtained from the sale of 
cotton. Through the foreign exchange market, English whiskey ex- 
porters obtain more pounds for the same exports of whiskey. The ex- 
change rate moves first from $5 = £1 to $4=£1, as the first effect of the 
tax; subsequently, because the supply of pounds increases, the dollar 
price of pounds declines still further. Thus the pound equivalent of the 
dollar price of whiskey again rises. English whiskey exporters now have 
an incentive to ship more whiskey than before. As shipments increase, 
with a dollar demand for whiskey of any elasticity of less than infinity, 
the dollar price of whiskey falls. Thus we have the somewhat astonishing 
result that a tax upon whiskey lowers the price of whiskey. But this con- 
clusion follows from the premises, and Marshall, although he regarded 
the case as ‘‘exceptional,”’ teaches the same conclusions concerning the 
real effects.” 

Marshall argues, idei in this case ide the elasticity of the 
foreign demand for a country’s products is less than one, that some of 
the gain from trade resulting from the imposition of tax is obtained by 
the government levying the tax——a conclusion which follows if one as-. 
sumes that taxes are collected in kind, but not if one assumes that taxes 
are collected in money. For even in this case, the initial burden of the 
_ tax is thrown upon U.S. exporters by virtue of the fact that tax col- 
lectors take dollars away from importers. U.S. exporters of cotton have 
no way of throwing this burden upon foreign consumers. The best they 
can do is to force people who own resources similar (competitive) to 
theirs to share part of the burden. All the real gain accrues to U.S. 
consumers. just as all the real loss accrues to foreign consumers. In 
terms of money, the U.S. Treasury gains at the expense of U.S. exporters 
and resources located in industries which compete with the export in- 
dustries. The rather spectacular change in the real gains from trade 
resulting in this case should not detract attention from the monetary 
facts involved. 


Case 4. Elastic English demand for cotton. 


We now pass to the case in which it is supposed that the British 
pound demand for cotton has an elasticity of more than one. If the U.S. 


89 Marshall, of. cit., p. 348 (top) and fig. 16, p. 347. 
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' demand for British exports is also more than one, this case falls into 
Marshall’s “normal” class of cases. The Mill-Marshall argument leads to, 
the conclusion, in this case, that the tax will fall partly upon the foreign 
consumers of U.S. products and partly upon domestic consumers of 
taxed imports. This conclusion, as in other cases, is obtained by the use 
of reciprocal demand analysis. Returning to Figure:1, let OCE, Eng- 
land’s supply schedule of whiskey exports in terms of cotton, have a 
positive slope throughout. Let OA be the U.S. supply schedule of cotton 
exports in terms of whiskey before the tax is imposed and OA’ the new 
schedule after the tax is imposed. It follows that both U. S. exports and 
imports will decline, but the terms of trade will shift by some amount in 
favor of the United States. This shift in the terms of trade is the basis 
for the conclusion that foreign consumers bear the tax.®? 

Translated into prices, the neo-classical argument means that the 
supply of British exports of whiskey declines and the dollar price of 
whiskey rises. Hence it is plausible to argue that U.S. consumers of 
whiskey bear a portion of the tax. Likewise, since the supply of cotton 
exported to England also declines, the pound price of cotton rises, and 
hence it may be argued that British consumers of cotton are bearing a 
part of the tax. But without denying that both groups are made worse 
off, it can be shown that neither group is bearing the tax. 

As noted in connection with Case 1, the tax initially deprives English 
exporters of dollars, and the smaller number of dollars sold in the foreign 
exchange market reduces the dollar income of U.S. exporters. An ad 
valorem tax of 20 per cent with 5 million dollars worth of whiskey being 
currently imported, takes 1 million dollars from U.S..exporters. This 
reduction in the supply of dollars not only reduces the exchange rate but 
leaves U.S. cotton producers with one million fewer dollars than they 
would have received had the Treasury not intercepted this sum. With 
mobility of resources in cotton production, resources move to other 
fields, decreasing the output of cotton for export and increasing the out- 
. put of other things. The prices of these “other things” fall, carrying 
down with them the incomes of resources previously employed in these 
industries. In Case 4, as the supply of cotton for export declines, fewer 
pounds are paid for less cotton (because the elasticity of the demand for 
cotton in England is assumed to be more than one). The reduction in 


80 N. Kaldor, following Edgeworth, attempts to prove that in the absence of transportation 
costs and foreign retaliation, import duties will always increase the reel income of the country 
imposing the duty (“A Note on Tariffs and the Terms of Trade,” Economica, N.S. 7 [1940], 
pp. 377-380). He attempts to draw no conclusions as to the burden of the tax. His argument 
suffers from the same difficulty as Marshall’s, namely the assumption that taxes are collected 
in kind. But overlooking this difficulty, his argument is not general. It may pay a country to 
subsidize exports and worsen its real terms of trade. On Mr. Kaldor’s diagram (tbid., p. 379), 
if France’s reciprocal demand lies under OF’ before any tax, it would pay France to subsidize 
exports. i 


A 
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the supply of pounds, through the action of the exchange market, gives 
us, for the first time, an adjustment which injures British producers of 
whiskey. The exchange of 4 million dollars for fewer pounds, say 
£800,000, again alters the exchange rate and worsens the position of 
British exporters in terms of pounds, and this is what matters to them. 
They have now an incentive to reduce their exports of whiskey, and if 
this incentive is accompanied by opportunity, or if, in other words, re- 
sources producing whiskey are mobile in England, whiskey exports fall. 
Accompanying this adjustment, if we assume that the U.S. demand for 
whiskey is also elastic, the number of dollars paid for whiskey declines." 
In turn, through the exchange market, U.S. exporters find themselves 

receiving smaller dollar incomes from exporting as compared with their 
position immediately after the imposition of the tax. The tax initially 
worsens the money income position of U.S. exporters, and their adjust- 
ment of curtailing cotton exports results in whiskey exporters’ receiving 
fewer pounds. Whiskey exporters therefore curtail whiskey sales in the 
United States; this reduces the dollar value of U.S. imports, inducing a 
further reduction of cotton exports; and this again sets in motion inter- 
actions making them still worse off. Not only do U.S. producers of 
cotton lose in dollars by the yield of the tax but in addition they lose 
by the amount of the decline in the number of dollars paid for the smal- 
ler volume of whiskey imports. Shall we say, therefore, they bear more — 
than the burden of the tax? 

If real investors and consumers in the United States are prepared to 
spend a given total amount of money for current output, when current 
output refers to that portion of the output of the United States and of 
England which comes into the hands of U.S. buyers, the expenditure of 
fewer dollars for British whiskey is accompanied by an increase in the 
demand for those items which are “substitutes” for British whiskey, 
possibly domestic whiskey or domestic fortified wines.*® The industries 
producing these substitutes gain in money income by virtue of the pro- 
tectionistic character of the duty. What these groups gain in income is 
equal to that portion of the loss experienced by the industries engaged 
in exporting which is occasioned by the decline of dollars spent upon 

31 Tf the U.S. demand for whiskey has an elasticity of less than one, the reduction in whiskey 
imports will increase the dollars acquired by British sellers and, after exchange for prounds, 
increase the dollars which cotton producers receive. This improvement acts as a brake upon 


the movement of resources away from cotton production. The reduction in trade will, there- 
fore, be smaller than in the case discussed in the text. 


32 The term “substitute” is used with some hesitance because of the number of meanings 
given the relations among commodities. We rely on the rather old-fashioned concept that 
commodity A is a substitute for B if an increase in the supply (decrease in the price) of A de- 
creases the demand for B when tastes of consumers, income predictions of investors, and the 
money they have to spend are given. ‘This definition does not assume real income to be con- 
stant (cf. J. R. Hicks, Value and Capital (Oxford, 1939], p. 44). 
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British imports. The amount of income shifted away from U.S. export- 
ing industries to industries producing items which are substitutes for 
imports is the gain realized by pressure groups favoring protection on . 
the theory that their products are competitive with imports. Where 
shall we say the burden of the tax rests in Case 4? From the point of 
view of those owners of resources located in the cotton industry and of 
the resources located in industries competing on the supply side with 
cotton production, their total loss of income is the yield of the tax plus 
the reduction in the number of dollars spent upon whiskey. But the 
incidence of a tax cannot be greater than the yield of.a tax." Part of the 
loss of these groups is offset by the gain of the producers of substitutes 
for imports. The remaining portion of their loss of income is offset only 
by the yield of the tax to the United States Treasury. Only this portion 
is the incidence of the tax. 


UI 


Thus far, we have restricted our analysis to two countries trading two 
items. To obtain greater generality, we may now consider the circum- 
stance of a large number of imports and exports. The conclusions al- 
ready reached for two commodities apply, with a few qualifications, to 
any number of imports and exports. 

With many imports and exports Case 1 offers no great difficulties. 
For the conditions of Case 1 to be satisfied, the resources employed 
producing all U.S. exports must have no relevant alternative uses other 
than the production of other exports. Immobility of resources need not 
now be assumed with respect to any one item exported. Mobility of re- 
sources as among classes of exports may be perfect. Case 1 requires only 


33 In my opinion, a duty should be classed as protectionistic in the case of a uniform duty on 
all imports where the duty positively curtails imports, which in turn occurs only if the condi- 
tions set forth in Case 4 are satisfied. In Cases 1, 2, and 3, the duty does not curtail imports 
and therefore gives no protection. In Cases 1 and 2, domestic industries are exposed to the 
same amount of competition from abroad as in the case of no duty and in Case 3 because im- 
ports increase, they are exposed to more! Only in Case 4 is there any “‘protection” to domestic 
industries producing substitutes for imports; and even in this case the neo-classical argument 
gives support to duties, judged from a nationalistic bias, in spite of, rather than because of, 
the protection given. The neo-classical argument rests upon the possibility of one country’s 
exploiting another in real terms and the real gain decreases to the extent that a tariff restricts 
imports. 

34 The concept of incidence has yet to be given a definitive meaning in tax theory. As the 
term is used here, it is tied to the concept of a tax yield in the sense that a tax which has no 
yield has no incidence. This is not to deny or gloss over the effects of a tax. The federal tax on 
colored oleomargarine is a case where effects are much more important than incidence. The 
production and sale of colored cleomargarine is practically negligible. Such a tax has almost 
a zero burden because the effect of the tax has been to prevent the production of colored 
margarine. This does not deny that the public is made worse off by being forced to accept an 
inferior product—uncolored margarine. 
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that mobility as between production of items for export and the pro- 
duction of items for domestic sale be zero. 

If, as before, we suppose a 20 per cent ad valorem tax upon the value 
of all imports in a setting where, before the tax; the value of imports is, 
say, 5 billion dollars and the value of exports, say 1 billion pounds, the 
yield of the tax in the first instance is now 1 billion dollars (łof 5 billion 
dollars) to the United States Treasury. By taxing imports, the Treasury 
takes 1 billion dollars out of the hands of British sellers, who therefore 
have 4 instead of 5 billion dollars to sell in exchange for pounds. As be- ` 
fore, U.S. exporters find themselves receiving 4 instead of 5 billion dol- 
lars, or, in other words, their money incomes from exporting fall by one- 
fifth. The dollar price of exports declines, likewise, by one-fifth and the 
exchange rate moves from $5=£1 to $4=£1 as before. 

The answer to the question of who bears the tax is, therefore, clear. 
Owners of those resources located in the export industries bear the tax in 
the form of a reduction in their money earnings. They sacrifice money 
income exactly equal to the yield of the tax to the Treasury and because, 
by assumption, they are tied to the exporting industries, there is nothing 
they can do to shift even part of the burden to other groups. 

The tax leaves British exporters where it found them, and they have 
no incentive, because of the tax, to alter the quantities of their exports 
or the kinds of exports. U.S. consumers of British exports are likewise 
unaffected as indeed are British consumers of U.S. exports. The alloca- 
tion effect of the tax is zero, and the reduction in the money incomes of 
the export industries and the gain of the Treasury of tax yield are the 
only consequences of the tax. 

There are greater difficulties, however, in generalizing the theory as 
applied to many imports and exports when we come to Cases 2, 3, and 4. 
These cases are classifications depending upon the elasticity of the Brit- 
ish demand for U.S. exports. The main difficulty is the meaning to be 
given the concept of a demand schedule and hence of its elasticity when 
referring to many items instead of to one item. What is the meaning of 
the proposition that the English demand for U.S. exports in general has, 
for example, an elasticity of unity? 

If the relative quantities of U.S. exports shipped abroad could be 
taken as constant, exports could be treated as units of a composite com- 
modity and elasticity of demand would then have the same meaning as 
in the case of one commodity. Such an assumption involves a recourse to 
Marshall’s “bales” of exports and imports.* A “bale” may be regarded 
as a unit of a composite commodity, or, it may be treated as a fixed 
“dose” of resources—land, labor, and capital. But the latter treatment 


% Marshall, opscit., p. 157. 
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has little to recommend it. It involves, among other things, the assump- 
tion of perfect mobility of all resources, an assumption which even when 
restricted to “the long run” seriously limits the generality of conclusions 
based upon it.*8 

A typical feature of economies is variability in the degree of mobility 
of various types of resources producing output, and it may be better to 
develop the analysis upon this assumption at the beginning. The initial. 
loss of income by the U.S. export industries, because of the tax, is al- 
most certain to react differently upon the various commodities exported. 
In some lines of production perhaps no curtailment of exports at all will 
occur because of a dogged persistence in producing and exporting cer- 
tain types of products almost regardless of earnings—a situation which 
sometimes characterizes certain lines of agriculture. On the other hand, 
many products which are sold both abroad and at home are sensitive on 
that account alone to variation in the export price, and in addition 
some resources are shifted out of the export industries altogether as a 
result of even small declines in earnings. Under the impact of a reduction 
in earnings in the U.S. export industries as a result of import duties, the 
composition of U.S. exports is almost certain to change, and, therefore, l 

a “bale” of exports will change in content.*” 

It might be possible, by the use of detailed assumptions, to determine 
definitely the change in the composition of U.S. exports under the 
pressure of an initial reduction of the earnings of the resources pro- 
ducing them. Perhaps it is sufficient for present purposes to know that 
some, possibly all, exports will decline in such circumstances. The size 
of the reduction is governed by the pound demand elasticity of the 
particular product (in the sense that the less the elasticity, the less 
the reduction), by the elasticity of the U.S. demand, if any, for ex- 
portable products, and, finally, by the degree of mobility of resources 
engaged in the production of the particular product. 

Whatever the extent of the reduction of particular types of exports, 
we shall mean that the British demand for U.S. exports has an elasticity 
of unity (Case 2) if the pounds expended for the new and “smaller” 
volume of U.S. exports remains unchanged. In that event, the adjust- 
ment of the U.S. export industries to a decline in their earnings will 
not change the number of pounds they obtain and, thérefore, when 


_ 6 Professor Pigou analyzes the implications of Marshall’s “bale” concept in his customarily 
masterful fashion. Cf. A Study, p. 200. 


37 Professor Jacob Viner strongly defends Marshall’s use of the concept of “bales” against 
the criticism that a “bale” changes in content and is therefore not a useful concept. He cites, 
quite properly, the parallel difficulty in the construction of index numbers, which we use even 
though the composite commodity priced either changes in content or if kept constant will, al- 
most never, be typical for all periods compared. (Cf. Studies in the Theory of International 
Trade [1937], pp. 553-555.) i 


808 THE AMERICAN ECONOMIC REVIEW [DECEMBER 


sold in the foreign exchange market, will not change the number of 
pounds received by British exporters. The “terms of trade,” in so far 
as this concept can be given meaning, change in favor of the United 
States, leaving British consumers worse off and American consumers 
better off. The burden of the tax is determined as already discussed, 
and the proposition that the tax 1s borne domestically holds here, as 
well as in the case of one import and one export. 

Case 3 now means that as U.S. exports decline, the British spend 
more pounds for the new and “smaller” volume of U.S. products. 
British exporters now have an incentive to ship us more goods than 
before, and the terms of trade turn absolutely in favor of the United 
States. Their incentive to ship us more products will, to be sure, alter 
the composition of U.S. imports. The quantities of some imports are 
almost.certain to increase more than others, especially those which 
have an elastic demand in England for home use, or an elastic demand 
in dollars in the United States, or whose production can be readily 
augmented because resources capable of producing them are highly 
mobile. With these qualifications, the conclusions reached for the 
simpler case apply here with equal force. 

Case 4, of course, means that as U.S. exports decline, the British 
spend fewer pounds for the new and “smaller” volume of imports. In 
this event, trade will decline on both sides. British exports, as well as 
U.S. exports, will change in composition for the same reasons and in 
the same way as noted in connection with U.S. exports. There are no 
reasons to change the conclusions reached for this case with respect to 
the burden of import duties already noted in connection with only one 
import and one export. 


IV 


In a formally complete theory of the incidence of import duties, it 
would be proper to analyze import duties levied at different rates on 
various classes of imports. Such cases offer somewhat greater complexi- 
ties than can be conveniently included in the present discussion. Some 
suggestions pointing to the conclusion to which the present analysis 
leads may nevertheless be appropriate. 

A tariff schedule of varying rates will in general have two classes of 
effects. Such a schedule reduces the profitability of the exporting indus- 
tries of the country levying the duty just as in the case of uniform rates 
and for the same reasons. In addition, such schedules alter, possibly 
quite drastically, the composition of imports for any given volume of 
U.S. exports. Imports subject to high duties will decline, whereas 
imports subject to low or no duties will increase. Differential rates 
take foreign exchange from foreign producers of items subject to high 
rates and give an equal sum to the foreign producers of commodities 


£ 
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subject to low duties. This change in earnings is accompanied by corre- 
sponding changes in the relative quantities of various types of imports. 
This is the composition effect of differential rates upon imports. 

The absolute curtailment of imports, to the extent that such a con- 
cept can be given meaning with changes in the composition of imports, 
will in turn depend initially upon what the U.S. export industries do 
when faced with a loss of earning power because of import taxes. If 
these industries do nothing, as in Case 1, the composition effect is the 
only effect, and the export industries are left bearing the taxes indef- 
nitely. If U.S. exports fall, the tax burden is spread to competing re- 
sources. If the foreign demand for U.S. exports has an elasticity of unity 
(Case 2), the “volume” of imports remains unchanged and the com- 
position effect is again the only effect. If the foreign demand for U.S. 
products has an elasticity of less than one (Case 3), the “volume” of 
imports increases accompanied by a change in the composition of im- 
ports. If the foreign demand has an elasticity of more than one (Case 4), 
trade will decline on both sides, with a change in the composition of both 
imports and exports, the pattern of imports changing however more 
severely than that of exports. In all cases, U.S. producers of exports and 
the owners of resources in competing fields suffer a loss of income at 
least equal to the yield of the tax to the Treasury. In no case do either 
foreign consumers or producers bear the tax. Even in this case domestic 
consumers of taxed items do not bear the tax. Domestic resource owners 
bear the full yield of the tax. These conclusions can be demonstrated, 
rigorously, for the general case of fluctuating exchanges. 

The conclusions reached in the foregoing remarks have employed the 
assumption that the only transactions in foreign exchange arise out of 
trade. This assumption was made for purposes of simplicity and may be 
dropped without affecting the conclusions. If part of the dollars supplied 
in the foreign exchange market arise from the purchase of securities 
from foreigners or in settlement of interest or dividend payments to 
foreign owners of claims to property located in the United States, it 
follows that the dollars appropriated by the Treasury from importers 
will, on that account, reduce the earnings of resources in the U.S. 
export industries. Adjustments in trade start from this fact. The pat- 
tern of adjustment is the same with such transactions, with modifica- 
tions in detail. | 

We have yet to meet and grapple with the bugaboo of contemporary 
incidence theory, namely, “how the government spends the tax pro- 
ceeds.” It was once possible for Edgeworth to argue that in “pure 
theory,” the discovery of the incidence of taxes can be taken as inde- 
pendent of how the government spends the money.*® But this point of 


38 Papers, Vol. H, p. 70. 


810 -THE AMERICAN ECONOMIC REVIEW [DECEMBER 


view has been under attack by M. Slade Kendrick, Alfred Buehler, and 
many others. There is the further difficulty, as far as incidence theory 
is concerned, that the neo-classical treatment of import duties is in- 
consistent with its treatment of other taxes with respect to the relevance 
of government expenditures. For income, commodity, or property 
taxes Pigou and Edgeworth carry on the analysis in a setting in which 
government expenditures are treated as given; but in the case of import 
(and export) taxes, a functional relation is supposed between the yield 
of the tax and government expenditures. To argue, as we shall, that 
government expenditures should be treated as given for tax incidence 
purposes means that we must not only take issue with contemporary 
critics of neo-classical tax theory but as far as import duties are con- 
cerned, with the neo-classicists themselves. 

The protest against treating taxes and their burden as independent 
of government expenditures appears to involve the notion that govern- 
ments spend because they tax. This conception supposes that govern- 
ment expenditures depend upon current government revenue. The case 
for treating expenditures as functionally tied to tax yields appears 
strongest In the case where taxes are “earmarked” to government ex- 
penditures, a common practice of state and.local governments in the 
United States. In such instances, it may be argued that the government 
functions are performed because of the earmarked revenue. Where no 
earmarking as such occurs, it may nevertheless be argued that “how the 
government spends the tax proceeds” makes a difference in the deter- 
mination of the incidence of the tax in question. 

Those who criticize the old-fashioned procedure of taking government 
expenditures for granted in analyzing the incidence of particular taxes 
appear to have something more in mind than merely the proposition 
that government demands as well as private demands should be recog- 
nized. Rather it is an insistence that government demands are, in some 
sense, functionally dependent upon tax yields. This is the application 
to governments of the concept of a “propensity to spend,” which sug- 
gests that tax receipts supply the wherewithal to make expenditures. 
In my opinion, this point of view has little to recommend it. Tax receipts 
are for governments one of several methods used to restore cash balances 
depleted as a result of making expenditures or of subsidizing some mem- 
bers of the community. At any given moment in the economic history 
of a community, governments make expenditures out of cash balances, 
the size of which is explained by what has gone before. A government 
cannot very well spend tax revenue simultaneously accruing to it unless 
one is prepared to make the wholly unreal assumption of continuous and 


2 a = 
#9 See references cited in fn, 9 above. 
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perfect coincidence of expenditures and receipts.*° If one speaks of causa- 
tion, one might say that governments tax because they spend rather 
than the reverse. But even such a position must be qualified by the fact 
that tax yields constitute only one of several methods of restoring cash 
balances, such as selling debt, obtaining income from state-owned prop- 
erty, selling goods or services, receiving gifts; and, in the case of a 
sovereign government, the very important power of creating money. 
The explanation of the direction and amount of government expendi- 
ture should not be conceived as mechanically governed by tax revenue 
past, present, or future, or even as functionally related to the size of the 
government’s cash position. The decisions of governments to spend 
money are political decisions. Why governments do what they do must 
be explained along political lines. Such a theory must explain how, in 
political democracies, legislative bodies reach the decisions they do and 
how administrative agencies choose to interpret such instructions. For 
purposes of systematic economic thinking, the decisions of governments 
to spend money should be taken as given. The “tastes” of governments 
are what they are. This means that government expenditures are to be 
regarded as independent of tax revenues, in fact and in theory.*! 
. The treatment of taxes as independent of government expenditures 
does not mean that the latter are ignored or in any way overlooked. 
Governments spend money to acquire current output, as well as for 
other purposes, and their dollars count just as do the dollars spent by 
private consumers or real investors. Government demands are a part 
of the total demand for output, and to overlook the fact would indeed 
give false results. Government expenditures upon output plus private 
expenditures upon output give the gross value of output, which after 
deduction of the, value of what is used up during the period, gives the 


40 Such an assumption, 4.¢., continuous simultaneity between receipts and expenditures, 
means that governments could successfully keep their cash balance at zero at all times, and if 
the same is true of all budgeting units in the society, one dollar could do the work of 100 billion 
or, in other words, velocity could be infinite. Cf. Howard S. Ellis, “Some Fundamentals in 
the Theory of Velocity,” Quart. Jour. Econ., Vol. 52, No. 3 (May, 1938), pp. 431-472. 

41 Even in cases where revenues are “earmarked,” it is not proper, in my opinion, to suppose 
that the expenditure is made because of the earmarking. M. Slade Kendrick is one who argues 
that the burden of the gasoline tax should be, because of the common practice of earmarking, 
regarded as functionally related to government expenditures on roads (See fn. 9 above). It is 
fair to ask Mr. Kendrick whether it is reasonable to suppose that if, for some reason, gasoline 
taxes had not been feasible, the present road system of the United States would not have been 
built. Automobile associations and kindred spirts no doubt would have induced legislatures 
to appropriate money for road construction and maintenance in any event. The practice of 
earmarking revenue is a political device urged by pressure groups wishing to see certain types 
of expenditures continued, and it has the advantage from their point of view that, once accom- 
plished, it more or less excludes the expenditures in question from periodic legislative exam- 
ination. Because it is a political device, it should not, in my opinion, be taken seriously for 
purposes of determining tax burden. 
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net value of output. Taxation comes into the picture, as far as its revenue 
aspects are concerned, by forcing a diversion of money income from 
individuals and groups on the one hand to the government on the other. 
In this view, all tax revenue is “transfer” income and should be so 
treated. 

We may now apply this point of view to the main question in hand, 
namely, the determination of the burden of import duties. Reciprocal 
demand schedules, if employed in this problem, should be constructed 
to reflect government demands for whatever products it is currently 
buying. These products may be imports, potential exports, products 
which compete for resources with exported products, or products which 
are independent of exported products. Reciprocal demand schedules 
therefore reflect the facts as to government demands just as they must 
reflect the facts of private demands. We need not assume these demands, 
whether public or private, as fixed for all time. 

A main difficulty of the neo-classical theory of import duties is its 
unfortunate assumption of a functional relation between the yleld of 
import duties and government expenditures. 

Ordinarily in analyzing taxes, the neo-classicists followed the pro- 
cedure of treating government expenditures as given. Their failure to 
follow the same procedure in the case of import (and export) taxes is the 
explanation for their improper theory of incidence in this case. The as- 
sumption that the government collects taxes in kind immediately pre- 
cludes obtaining a general answer to the question of what people bear 
the tax. Perhaps Edgeworth’s troubles with the symmetry problem con- 
cerning import and export taxes is traceable to his uneasiness over this 
assumption. In any event, by breaking with the assumption of a func- 
` tional relation between tax yields and government expenditures, we 
obtain a general theory of the burden of import duties—general, in the 
sense that the theory holds regardless of how governments and individ- 
uals decide to spend their money. 


COMPULSORY LICENSING OF PATENTS 
By Ricwarp REIK" 


The post-war reform of the American patent system, which is highly 
important for the whole future of industrial development, concerns the 
people in their entirety and should therefore interest the whole nation. 
In the following essay, an attempt is made fundamentally to analyze 
the principal questions involved while having proper regard to the 
legislation and jurisdiction of foreign countries. 


I, Compulsory Licensing Legislation 


The base of the patent systems throughout the world is the-principle 
of conferring on the inventor the absolute right of excluding others, 
during the lifetime of the patent, from in any way practicing the 
patented invention. This right of exclusive exploitation of the invention 
is granted to the inventors for the purpose of encouraging inventive 
activity and of furthering the development of the inventions, tending, 
however, by all means toward the ultimate end of promoting the general 
welfare; the reward to the inventor is no more than a fair and agreeable 
method to attain that final result. 

In industrial countries another dominant consideration is to assure 
the early disclosure of the invention to the public. Especially the patent 
systems of the United States and Great Britain are based on the theory 
of getting information, for in order to obtain a valid patent, the inventor 
must fully disclose the secret. This is a crucial requisite for the benefit 
of society as a whole, since all knowledge divulged by the patent is 
open to public use when once the patent has expired. (Authoritative 
German experts admit that, in order to understand the essence, the 
“real meat,” of the invention described in a German patent specifica- 
tion, it is often necessary to consult with the corresponding United 
States or British specifications.) Moreover, conferring the exclusive 
right on the patentee fulfills still another purpose that exclusively serves 
to the interest of the public, in forcing the industry to carry on research 
work tirelessly, for fear of being anticipated by another inventor which 
would exclude competitors for seventeen years from the newly opened 
domain. This function of the patent system is recognized as its pri- 
mary justification from the viewpoint of public policy because of pro- 
moting industrial progress more than anything else. 

Such personal monopolies vested in owners of patents are bound to 


* The author, onetime member of the Austrian patent office and practicing patent attorney, 
is co-author of a widely used Code annotated on Austrian patent law, Vienna, 1926, and has 
published a series of treatises on fundamental questions of Austrian and German patent laws. 
He came to this country in 1941. 
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produce incisive restriction of the franchise of the public, but in view 
of the enormous value of the patent systems for industrial progress 
this drawback has to be put up with. Yet, on the other hand, the patent 
systems of all the industrially important countries take the necessity 
into account of providing some exceptional legal remedy, as a corrective 
to the absolute rights granted to patentees, for the purpose of redressing 
the balance of conflicting interests of the patentee and the public in case 
special conditions should occur which render this necessary. The chief 
remedy for executing this task without departing from the basic prin- 
ciples of the patent system consists in empowering the authorities to 
permit others individually to use the patented invention without the 
consent of the patentee, in exchange for paying appropriate royalties. 
This legal remedy is called “compulsory licensing.” 


Opposition to Compulsory Licensing in the Uniied States 


In this country the requirement of compulsory licensing of patents 
has been a bitterly controversial issue for a long time. Congress was 
asked as early as 1877, and frequently since, to adopt a system of that 
kind, but none of the numerous bills proposed has matured into law. 
The questions involved were given consideration in the Oldfield hear- 
ings in 1912 and 1914, and repeatedly since, most intensively in the 
hearings before the Temporary National Economic Committee that 
was created upon the message of April, 1938, to the Congress from 
President Franklin D. Roosevelt. The overwhelming body of the ample 
testimony adduced by the interrogation of leaders of American industry 
and of other experts on those hearings was opposed to legislation of such 
a kind which is considered to be repugnant to the spirit of American 
jurisprudence and, in particular, detrimental to the patent system. 

In spite of the bills recommended since 1912 half a dozen times in 
Congress and the extensive discussion of these bills, the problem has 
not come one step nearer to its solution. By inquiring thoroughly into 
the “imposing array of arguments and authorities” antagonistic to 
compulsory licensing, it is found that the general opposition, although 
erring on principle, was essentially justified because none of the motions 
made was actually answering the purpose. Still, it will be shown that 
there exists a simple kind of compulsory licensing provision which may 
safely be relied on to guide the jurisdiction, giving the public its due 
without unduly detracting from the exclusive rights of the patentee. 
The rule in question has been practiced abroad during a quarter of a 
century. Neither big concerns, nor small businesses, nor independent 
inventors have ever had the least reason to complain of the jurisdic- 
tional practice under that simple rule of law. 

To make the problem clearly understood before turning to the said 
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solution of the problem, a few supplementary explanations will be made 
about the history of the foreign legislation and jurisdiction on the sub- 
ject. 


Provisions Against Non-Working of Patented Inventions 


If a patented invention is worked abroad exclusively and the wants 
of the country where the patent has been granted are continually sup- 
plied by importation, this means the exclusion of all would-be competi- 
tors at home, and at the same time the building-up of the industry in a 
foreign country. That is doubtless not the final aim of the patent system, 
to say the least of it. 

There is no need of the supplementary doctrine, developed by the 
German jurist and philosopher Josef Kohler, that obtaining a patent 
involves the social duty of the patentee to work the patented invention 
for the national benefit: using the domestic patent to prevent the de- 
velopment of a domestic industry is undoubtedly a cardinal abuse of 
the privilege accorded by the patent monopoly. For this reason practi- 
cally all foreign countries have or had a compulsory working clause in 
their laws, which means some compulsory measure to enforce the work- 
ing of the patented invention within the patent country. 

The obligatory working clauses in the patent laws throughout the 
world may be grouped under three heads. 

In some countries, including Germany, up to 1911, the penalty for 
non-working an invention within a prescribed period of time after 
the grant of the patent was, or still is, annulment or revocation of the 
patent. Yet, events have shown that the risk of losing the patent did 
not bring any practical result at all. In general, the patentees tend to 
produce in the countries where costs of production are lowest, and to 
supply the markets of the other countries from there ready rather to 
venture the forfeiture of the patent. The experience of many years of 
foreign countries indicates an extremely small use of compulsory work- 
ing action. In Germany, revocation of a patent on the ground of non- 
working has only been asked for in a solitary case all the time up to 
1929. In general, the compulsory clauses have definitely proved inade- 
quate to realize the intention of the legislators to promote domestic 
industrial activity. The only effect of such clauses was, and still is 
nowadays, to cause annoyance to foreigners, and apprehension even 
more than annoyance, thereby preventing them from filing foreign 
applications which otherwise would have been filed and possibly ex- 
ploited, and at least delaying the obtaining of information from abroad. 
This is the reason why, by the patent laws of another group of countries, _ 
the authorities are given the power to permit, after the lapse of a speci- 
fied period of time, the patented invention to be used bya third party 
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upon payment of an adequate compensation to the patentee, if the latter 
fails to work the invention in the patent country; and there are still 
other countries the laws of which provide that interested parties may 
petition for a compulsory license or for revocation of the patent alter- 
natively. 

Thus, the original function of the compulsory licensing clauses was: 
to replace the compulsory working provisions by a more efficient legal 
remedy. It appears, of course, to be the most logical corrective for 
someone who is not prepared to work the patented invention in the 
patent country, or is incapable of doing so, to be compelled to make 
the invention available, on a royalty basis, to others who petition for 
the permission to use it. Yet the experiences of foreign countries indi- 
cate an exceedingly small measure of success not only with revocation 
but also with compulsory license provisions as legal measures for the 
purpose of promoting domestic activity. 


Remedies Against Suppression of “Dependent”? Inventions 


Thus far the compulsory licensing legislation has proved an undeni- 
able failure. However, the affair took an unexpected turn in several 
countries, including Germany, where the legal remedy got quite an- 
other function through assuming the highly important rôle of inter- 
vening, to the benefit of the public, between conflicting inventions. 
A given patent may cover an invention which is dependent on a pre- 
viously patented invention inasmuch as said invention cannot be ap- 
plied industrially without using the earlier invention, that is to say, 
without infringing the prior patent. In this state of affairs, the owner 
of the prior patent has the power to prevent the working of the depend- 
ent invention by denying the request for a license, being, of course, 
likewise prevented from using the later invention without a license under 
the subsequent patent. The later inventor has then no other choice than 
to await the expiration of the prior patent or to submit to all conditions 
of its owner. Here is in fact a category of so-to-speak “suppressed” 
inventions. 

Those consequences are legitimately resulting from the patent system. 
There are, however, special circumstances in which this situation be- 
comes prejudicial to the interests of the public. The dependent invention 
may, for instance, be very important, whereas the invention covered by 
the prior patent made only an insignificant or no practical contribution 
at all to industrial progress. Under such conditions it is not justifiable 
from the viewpoint of the general benefit to leave the control over the 
dependent invention to the prior inventor unconditionally for the whole 
lifetime of his patent. 


1946] REIK: COMPULSORY LICENSING OF PATENTS 817 


This is, moreover, by no means a singular case, but a typical repre- 
sentative of a group of cases of the same or of a closely related nature, 
the characteristic feature of which class of cases consists in the condition 
that the use of a previously patented invention by others than the 
patentee reveals itself in the course of time as an urgent need of the 
public. Accidentally the facts of the case may be such that it is the 
domestic use of a patented invention which is not being industrially 
applied at all or only being worked abroad, that is imperatively de- 
manded to the general benefit. 


Other Grounds for Compulsory Licensing 


But non-working is not the only reason for compulsory licensing 
legislation and does not justify such legislation by itself. Moreover, 
the grant of a compulsory license in consequence of non-working is by 
no means the legal case which most frequently occurs and most urgently 
calls for redress, but is in fact only one specific case out of a more 
comprehensive class having the common attribute that the immediate 
need of the nation outweighs the absolute right of the patentee to ex- 
clude all others from in any way utilizing the patented invention 
throughout the lifetime of the patent. 

To the best of my knowledge, the Austrian patent law of 1897 was the 
first to consider such anomalous circumstances in the legislation. Ac- 
cording to the first paragraph of Section 21 of that law, the owner of a 
patent, covering an invention that cannot be carried into practice 
without the utilization of a previously patented invention, shall be 
entitled to ask the owner of the prior patent for a license at any time 
after the expiration of three years from the publication of the patent in 
the Official Gazette, on condition that the said later invention is of con- 
siderable industrial importance. Paragraph 2 of Section 21 provides 
that on granting the license asked for, the owner of the prior patent 
shall reciprocally be entitled to obtain a license from the owner of the - 
later patent. Furthernore, apart from this exchange of licenses between 
owners of patents that are correlated in the specified manner, the 
Austrian patent law provides in the third paragraph of Section 21, that 
any trustworthy party may apply for a license, even in the absence of 
the specific prerequisite according to paragraph 1, on condition that the 
grant of the permission to use the invention to others than the patentee 
seems necessary in the public interest. If the patentee refuses to grant the 
license, in all those cases, a compulsory license shall be granted to the 
petitioner by the Patent Office, upon adequate compensation and secur- 
ity, on such terms as are thought expedient (paragraph 4 of Section 21). 

The provisions according to paragraph 1 of Section 21 of the Austrian 
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law of 1897 has been adopted in Norway and Poland; provisions sub- 
stantially corresponding to those of both the paragraphs 1 and 2 have 
been entered into the patent laws of Bulgaria, Greece and Italy; the 
whole compulsory licensing clause of the Austrian law, including the 
license in the public interest according to the third paragraph, was 
incorporated into the Swiss law of 1897 by the Supplementary Acts of 
1926 or 1928. Here the jurisdiction is given to the courts. 


Compulsory Licensing in Germany 


By the German Act of 1911, the legal remedy provided in Section 21 
of the Austrian law of 1897 has been adopted in a more general and 
thereby simplified form. 

In abolishing the working clause of the first German patent law of 
1877 (which was retained in the Supplementary Law of 1891), the fol- 
lowing compulsory license clause was introduced into the Act of 1911 
as the first paragraph of Section 11: “If the patentee refuses to grant a 
license for using the invention to another who offers to pay an adequate 
compensation and to give adequate security, the permission to use the 
invention may be conferred on said other party by adjudication (com- 
pulsory license) if such permission seems necessary to the public inter- 
est. The granted license may be limited or subject to special conditions.” 

The second paragraph of Section 11 deals with the revocation of the 
patent. Yet no patent can now be revoked for the single reason that the 
patented invention is not being worked in Germany; revocation is 
reserved to cases in which the patentee, while omitting to work the 
patented invention in Germany, did put it in practice, exclusively or 
mainly, outside the Reich and its possessions. The practical meaning of 
the provision is next to nothing: since 1911 only one application asking 
for the revocation of a patent has been made. 

Jurisdiction was given to the Patent Office whose decisions were 
subject to an appeal to the Supreme Court (Deutsches Reichgericht). 
The compulsory licensing provision was revised under the nazi regime 
by the Act of 1936 where it appears as Section 15. The changes made 
have no bearing on the questions here being discussed. The only modifi- 
`- cation as to the substance consists in that the authorities appointed to 
give the decision ‘on whether or not a compulsory license has to be 
granted (Patent Office and Reichsgericht, respectively) were no longer 
competent to judge of the preliminary question as to whether the public 
interest is at stake. Those authorities were bound to grant the license if 
the government of the Reich, which had to be consulted in each par- 
ticular case, declared that this was necessary for protecting the general 
good. That declaration was not appealable. It is evident that this change 
ordered by a totalitarian government is not worthy to be followed. 
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Determination of the Public Interest 


That system of obligatory licenses in the public interest has been 
applied in Germany without inconvenience since 1911. 

Though the language of Section 11 lacks distinctness in this respect, 
it was well settled in the German jurisdiction that the decision as to the 
grant of the compulsory license is not left to the arbitrary discretion of 
the authorities: they must consider whether the public interest demands 
the grant of the license and, if the answer is affirmative, they are obliged 
to grant it. It is also generally accepted that only a non-exclusive license 
is to be conferred on petitioners under the compulsory licensing clause. 
By a decision of the Supreme Court of Germany the rule has clearly been 
established that the grant or denial of a compulsory license shall not be 
used for political purposes or result from political considerations. 

A decision passed in 1934 by the Supreme Court of Patent Appeals 
of Austria states generally that the granting of a compulsory license is 
not excluded by the fact that the applicant has a private interest in 
getting it; but, besides this, such granting must satisfy a public want. 
German decisions formulate the same thesis by saying that the com- 
pulsory license is not devoted to satisfying private requirements of 
competitors, but destined to serve the public welfare. 

Before now going into individual cases, it is to be noticed that there 
are no basic differences between the judgments passed under Section 11 
of the Act of 1911 and those passed under Section 15 of the patent law 
of 1936, or between the judgments given before and after 1933, re- 
spectively. This gives evidence of the reliability of the exceedingly 
simple legal definition of compulsory licensing in the German patent 
law. Even in the time of vast judicial disorder existing after 1933 the 
single determinant “in the public interest” continued to serve as an 
imperturbable compass bar. 

The existence of the public interest has generally been affirmed if 
the domestic demand for a patented article was not being met to an 
adequate extent. However, it is held that this applies only to cases in 
which. a serious need of the public had remained unfulfilled; there is, 
consequently, no legitimate claim to compulsory license in cases con- 
cerned with fancy articles, such as finery, jewelry, toys and the like. 

In detail, the following reasons for granting a compulsory license have 
been admitted by German decisions (the figures in Aiia indicate 
the year of issuance): 

Improving the reliability of operation (1927); ; or safety of traffic 
(1934); or safety of workmen (1919, 1926, 1928); promotion of public 
health (1929, 1935); reduction of cost of wil goods (1930); improved 
provision of the domestic market (1918); prevention of shutdowns of 
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plants (1926, 1931, 1934); improvement of the balance of trade through 
promotion of the export business (1923, 1928, 1934, 1935). 

Still in most cases the matter stands thus that the petitioner owns a 
patent which cannot be practiced without infringing a prior patent, 
and which therefore is doomed to lie dormant if the owner of that prior 
patent refuses to give the later inventor a license. This is the class of 
the “dependent” inventions. 

In these cases that occur most frequently, the judgment is being 
formed in carefully weighing against each other the progressional value 
of the two inventions involved. It is obvious that a trifle of a modifica- 
tion or even an unimportant improvement of the first invention should 
not enable the second inventor to obtain a compulsory license. Neither 
should the owner of the master patent be empowered to suppress a 
subsequent invention of much higher importance throughout the whole 
lifetime of his patent. A decision of the German Supreme Court, given 
on January 6, 1916, hit the nail on the head in stating: “Intolerable is 
the situation that two patentees should be permitted to prevent each 
other and the public from using a valuable invention.” Hence it is to 
be seen that also under such circumstances, just as in the cases that 
have been dealt with above, it is the conflict of the absolute right of the 
patentee with the demands ofthe public that decides the matter. 

According to the state of the jurisdictional practice and the theory in 
Germany, there is no chance whatever of getting a compulsory license 
by simply relying on the fact that the later patent is useless unless the 
master patent will expire or its owner will be compelled to permit the 
use of his invention to the later inventor. In every single case it must 
carefully be examined whether the industrial application of the depend- 
ent invention is seriously requested for the common good. On the other 
hand, it is by no means a sine qua non that the later invention is pro- 
tected by patent; the same conditions apply in cases where the depend- 
ent invention is not patented. : 


Sample Decisions on License Applications in the Interest of “Dependent” 
Inventions 


All along since 1911, the Reichspatentamt and the Reichsgericht 
have applied those doctrines in a considerable number of decisions, 
partly granting compulsory licenses, partly dismissing the applications. 
The following special cases are being adduced to illustrate the nature 
of the diagnosis reached by using the public interest as an indicant for 
drawing the line between restrictions to be accepted as legitimate con- 
sequences of the patent system, and those calling for redress because of 
provoking, sometimes through incidental circumstances, an intolerable 
restraint of the public. 
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1. Typewriter. The Reichspatentamt rejected the application for a 
compulsory license, arguing that the patent sued on was of fundamental 
importance while applicant’s patent was held to cover only a trivial 
modification of the previously patented invention; the Reichsgericht re- 
versed the decision without inquiring into that question, but relying on 
the fact that, as a consequence of the war, the domestic demand for the 
patented article could not resonably be met by the owner of the prior 
patent, an American firm, who nevertheless refused the grant of a 
license (1918). 

2. Production of Oxygen. The petitioner was held to have offered to 
the industry a new practical device producing oxygen with the recovery 
of argon as a by-product; the industrial application of said device was 
barred by a prior patent. The second invention was considered to be of 
considerable value for the public and a compulsory license, therefore, 
granted (1916). 

3. Cement Kiln. A previously patented grate was prohibiting the 
carrying into practice of the new construction. An advance over the 
prior art was acknowledged which was held to be important for the 
public inasmuch as a reduction of the stress exerted on the furnace walls 
was achieved by the new device. The license was granted (1921). 

4. Aluminum Alloys. It was held that petitioner’s alloy was some- 
what superior to that subject of the prior patent which was infringed 
by the use of the subsequently proposed composition. In view of the 
struggle for existence the industry concerned had to go through at that 
time, the compulsory license was granted (1921). 

5. Lid Catch for the Buckets of Blast Furnace Bucket Hoists. Only one 
of the suggested modifications of the previously patented apparatus 
proved to be a considerable improvement and even this one appeared to 
be useful only under very special and rarely occurring conditions. It 
was held that, therefore, the public was not critically interested in the 
grant of a compulsory license and the application dismissed (1921). 

6. Ductile Tungsten Filament. The defendant, an American firm, was 
owner of the pioneer patent for the ductilization of tungsten wire by 
cold-hammering. Some German companies, one of which had obtained a 
patent for the substitution of cold-rolling for cold-hammering in the 
service of the said method, made applications for compulsory licenses 
for the cause that the modified process was within the scope of a generic 
claim of defendant’s patent. The grant of the licenses was denied be- 
cause there was no positive improvement on the original invention 
established by evidence, and the interest of the public consequently not 
held to be involved decisively (1924). Incidentally, it may be noted that 
the American patentee had given license to a German company which 
on her part had granted several licenses under the patent to other firms. 
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7. Alternating current sean er. The. vacuum bulb of the patented 
mercury arc rectifier by Cooper. Hewitt was made of glass. The peti- 
tioner suggested to ‘build it fr rom metal with the view of rendering the 
rectifier usable for higher. current intensities, and had obtained a patent 
for some embodiments of that: conception. The Reichspatentamt dis- 
missed ‘petitioner’s claim for the reason that the Cooper Hewitt patent ' 
was for a pioneer invention while petitioner’s diversification had only 
little progressional significance. The Reichsgericht, on the other hand, 
granted the license, attaching weight to the fact that the later inventor 
took a different course which the original inventor was not disposed to 
choose; in other words, created much more than a trivial modification 
of the original invention. 

The quoted decisions may suffice to illustrate by example that the 
German compulsory licensing clause clearly describes the state of facts 
to be established, leaving not more to the discretion of the court in judg- 
ing upon the facts than every legal definition inevitably does. 

The above cases are quoted from the Code annotated by Edward 
Pietzcker, retired Justice of the Supreme Court of Germany, published 
in 1929. On page 400, Pietzcker emphasizes that no exception was to be 
taken against the language of the provision in the Act of 1911, and that 
the number of applications for compulsory licenses was steadily increasing. 

From the preceding statements, it follows as a matter of course that 
the state of facts of the “dependent” inventions as defined in paragraphs 
1 and 2 of Section 21 of the Austrian patent law falls within the scope 
of the general rule of the German law that uses the “public interest” as 
the sole determinant, and that consequently the said cases need not be 
specifically considered in the compulsory licensing provision of the law. 


Non-patentable Inventions 


In confronting the compulsory licensing clause of the German law. 
with the legal situation in the United States, it must be borne in mind 
that by the German law, food substances and condiments, medicines 
and substances obtained in a chemical way are generally excluded from 
patent protection, and only process claims are permitted which cover a 
distinct method of manufacturing substances of those kinds. Neverthe- 
less, in Germany also the need for a compulsory licensing system was 
urgently felt. First of all it occurs also with process patents that the 
absolute right of the patentee must yield to the necessities of the public. 
Furthermore, the need for a compulsory license in the public interest 
may not only arise with some specific kinds of inventions but as a gen- 
eral desideratum. . 

Exceptions similar to those made in the German law are provided in 


1946] REIK: COMPULSORY LICENSING OF PATENTS 823 


numerous countries such as in Austria, Gzechoslovalca: Yugoslavia, 
Hungary, Poland, Portugal, Finland, Norway, New Zealand and 
Russia. Other patent laws exclude only medicines ‘or chemical sub- 
stances, or substances obtained in a chemical:way and intended for use 
as foods and medicines (Great Britain, Canada), or medicines and foods 
and methods of producing foods (Denmark), or ee and foods. 
save special methods of preparing them. ` 

It would appear as if the protection by patent of Jie subetauees 
as such rather impairs the national welfare than promotes it. Permitting 
new substances obtained in a chemical way to be monopolized by a 
patentee, no difference how the substance may be prepared; is by far 
likelier to dampen inventive activity than to arouse it, for in these cir- 
cumstances every improvement of the original manufacturing method 
falls with necessity into the sphere of control of the owner of the product 
patent. The fact that the development of the dye industry in France 
remained so very far behind the evolution of that branch of art in 
Germany was generally attributed to the condition that the French 
patent law grants protection to the dye itself. 

Thus, it is not my intention to argue for retaining within the scope of 
patent protection the substances exempted by the German law. On 
the contrary, the barring of chemical substances in particular from being 
patented as products, appears to be a desirable change in the United 
States patent laws. What I am actually intending to emphasize here is 
that, however one may wish to proceed in the matter of those exceptions, 
the patent law reform should give priority to the compulsory licensing 
legislation. 


Practical Use of Compulsory Licensing 


Those opposing the incorporation of a compulsory licensing system 
‘into the patent laws of this country emphatically refer to the infre- 
quency with which compulsory licensing provisions are invoked in 
foreign countries where they are available, particularly in Great Britain 
and Canada. The logical consequence of the conclusion that the rare 
use that is being made of special forms of compulsory licensing systems 
in other countries would prove that no compulsory system whatever 
was necessary to the United States, is evidently most questionable. But 
this interference, wrong as it is in general, goes especially astray with 
regard to the German legislation: for quite at variance with statements 
made in hearings before the Committees of Congress, the compulsory 
licensing systems of Germany on the one hand, and of Great Britain and 
Canada on the other, are substantially different. 

It is perfectly correct, also with reference to Germany, that most 
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existing compulsory licensing systems universally presuppose that 
someone who has improved a patented invention is not entitled to get a 
compulsory license from the owner of the basic patent just for that reason 
alone. Yet the assertion made in connection therewith as if it were a 
statutory condition in all these systems that the owner of the basic pa- 
tent has abused his monopoly corresponds with the British and Can- 
adian. laws in their present form, but is definitely wrong relative to the 
German law. The only condition imposed by statute in the German Act 
of 1911 is that, in addition to the private motives of the party applying 
for a compulsory license, there are reasons based upon public policy that 
call for allowing the petition to pass. 


- The British System Compared with the German 


In subsection 2, paragraphs (a) to (f), Section 27 of the British Act 
of 1919, as amended by the Acts of 1928 and 1932, define the circum- 
stances in which a patentee is to be considered as having abused his 
monopoly rights. Paragraphs (a) and (b) are concerned with the abuse 
by inactivity, paragraph (c) with the abuse by not satisfying the do- | 
mestic demand, paragraph (d) with the abuse by the refusal to grant 
licenses; paragraphs (e) and (f) deal with offenses which fall under the 
anti-trust legislation of this country and have, therefore, no application 
to the matters that concern us here. For these six classes of offenses there 
are three remedies given: The comptroller (whose official position corre- 
sponds to that of the Commissioner of Patents) may order the patent to 
be indorsed with the words ‘‘Licenses of Right,” which means that any 
person is then entitled as of right to a license under the patent, or he 
may order the grant to the applicant of a license—which may be an 
exclusive license under certain circumstances—or he may even order 
the patent to be revoked. | 

There are consequently in the United Kingdom penalties provided 
for the six classes of abuses defined which go far beyond compulsory 
licensing, the only remedy offered by the German Act of 1911 in case 
of necessity if the patentee legitimately refuses to grant a license to an 
applicant. Yet, on the other hand, the German provision much excels the 
. British system by its range of application and practicability, the point 
being in Germany whether the patentee, in refusing the grant of a 
license, damages the public interest, and whether or not this is his fault. 
Thus, the only question to be investigated is whether in the absence of a 
voluntary agreement the public interest demands that exceptional 
measures be adopted, authorizing the petitioner to apply the patented 
invention on a royalty basis. This question is easily and safely answered, 
and the adoption of this solitary criterion definitely eliminates the 
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danger that the compulsory licensing system could be misused for 
gratifying selfish ambitions and particularly for hurting the smaller 
man. 

In conformity with the different trends of the provisions under dis- 
cussion, the determinator “in the public interest” that governs the 
German provision, is only mentioned as an accessory or altogether 
omitted among the facts to be established according to Section 27 
of the British laws. In paragraphs (a) and (b) of subsection 2 the said 
condition is missing, in paragraphs (c) and (d) mixed up with the pre- 
vention of abuse of monopoly rights, and in paragraph (d), moreover, 
coupled as a secondary condition with the prerequisite that the do- 
mestic trade or industry as a whole, or applicant’s existing trade or 
industry, or the establishment of a new trade or industry is prejudiced 
by the denial of the license; and, what is still more inexpedient, the 
general condition is introduced by a proviso to the whole subsection 2, 
that for the purpose of determining whether there has been any abuse 
of the monopoly rights under a patent, it shall be taken that patents 
for new inventions are granted not only to encourage invention, but to 
secure that new inventions shall so far as possible be worked on a com- 
mercial scale in the United Kingdom without undue delay. 

All things considered, it appears not doubtful that paragraph (d) of 
subsection 2 of Section 27 of the British Act, though defining a compul- 
sory licensing system, does not define the essence of the compulsory 
licensing clause of the German Act now in force. Based on this provision, 
the rule has been established by a British decision that the working of a 
new invention may, in some cases, constitute the establishment of a new 
trade or industry, even though it depends upon the working of existing 
inventions, This kind of reasoning sheds a bright side-light on the inci- 
sive differences between the compulsory licensing clauses under com- 
parison. 

Apart from all other considerations, it is obvious that at all events 
the circumstantial provisions of Section 27 complicate the legal pro- 
cedure. And it may further aggravate the procedure that the British 
law leaves it to the opinion of the comptroller to refer the case to an 
arbitrator. 

To sum up, the infrequency with which the compulsory licensing 
provisions are invoked in Great Britain is in first instance due to the 
extremely complicated and expensive proceeding. Furthermore, the 
British provisions, in spite of their prolixity, do not help in situations 
urgently calling for redress which are within the reach of the German 
legal definition. 

It follows that the small number of applications for a compulsory 
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license in Great Britain is of no consequence whatever with regard to the 
desirability of incorporating some system of compulsory licensing in the 
public interest into the United States patent laws. 


Canadian Experience 


Quite the same applies to Canada, since the Canadian sections relat- 
ing to abuse of monopoly as amended in 1935 substantially follow the 
British Acts of 1919, 1928 and 1932. The cases of abuse as set out in 
Section 65 of the Canadian laws in their present form agree in every 
detail with paragraphs (a) to (d) of Section 27 of the British law. 

On one occasion it has been advanced as an argument against the 
adoption of some compulsory licensing legislation in this country, that 
in the eleven-year period from 1925 to 1936 only nine applications for a 
compulsory license were decided upon. in Canada. Regarding this argu- 
ment, it is to be noted that up to 1935, in the first ten years of the 
eleven-year period concerned, there was in force in Canada the Patent 
Act of 1923, under the provisions of which a compulsory license was to be 
granted if the patentee failed to satisfy the reasonable requirements of 
the public by adequately manufacturing the article or carrying out the 
process in Canada. In addition to that license on the ground of non- 
working, the Commissioner was only entitled to grant a compulsory 
license in case the invention subject of the patent sued on was intended 
for, or capable of, being used for the preparation of food or medicine. 

No word need be wasted about the fact that it does not serve the 
purpose of elucidating the matter to present the infrequent use of those 
extremely restricted forms of obsolete Canadian compulsory licensing 
legislation, in opposition to the introduction of every legislation of that 
kind into the patent laws of the United States. 


Arguments Pro and Con 


Compulsory licensing in the public interest is the only legal way 
inoffensively to keep under control the reward of temporary freedom 
from competition granted to owners of patents, since it is the ultimate 
design of this privilege to promote the common good, and the said re- 
stricted form of compulsory licensing legislation exclusively serves the 
very same purpose. It is true that it would seriously vitiate the effect- 
iveness of the patent system in the development of industry, though 
not “reduce patent protection to naught” as it is sometimes argued, if 
anyone could obtain a compulsory license to use a patented invention 
in return for an adequate compensation. Yet this is altogether false 
with regard to making a patented invention available for use to qualified 
applicants in case public interests demand such exceptional licensing. 
There is, conSequently, no need to wait until a classification of patents 
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into major and minor groups has been established in order to permit 
compulsory licensing only with respect to minor (or improvement) 
inventions. Such kind of classification would indeed present a difficult, 
if not insoluble, problem; and above all it is obvious from what has been 
set forth above that the result obtainable in this way would be utterly 
unsatisfactory. 

It is an uncontested fact, admitted in the hearings before T.N.E.C 
by leaders of the biggest industrial research departments, that few 
inventions causing fundamental changes in the development of an art 
are likely to come from the huge industrial research organizations. Re- 
search work that is financed by the profits of large corporations is 
principally “applied” research that aims at developing and improving 
the methods and devices in current use, so to speak, as insurance 
against displacement from a dominant position through developments 
and perfections originating from outsiders (William D. Coolidge, Di- 
rector of Research Laboratory, General Electric Co.). Inventions that 
really mark big changes in the art usually come from independent in- 
ventors. It may, of course, be quite natural that research organizations, 
the existence of which is rooted, after all, in the profit motive, are con- 
servative, if not averse to starting radically novel ideas. 

In an essay on the “Deficiencies of American Patent Law,” Alfred E. 
Kahn raises the questions: “If, then, we must depend on ‘outsiders’ for 
the revolutionary inventions, do they... receive adequate support 
and protection?” and “Ts it safe to leave to businessmen the power to 
reject or accept radical technical innovations with no outside pressure 
to force them to give the projects serious consideration?’ As far as the 
outsiders are concerned, Kahn contents himself with stating that it 
may well be argued that independent inventions will be forthcoming in 
any case because of the inventor’s love of his work and the prospect of 
fame, fortune, or a position of authority in the growing industrial re- 
search laboratories. Although this argument is sound by itself, there is 
no reason to let the matter rest there instead of making an active effort 
to strengthen the position of the independent inventor. Then, proper 
compulsory licensing legislation appears to be the suitable remedy: 
one of the principal objectives of such legislation is to adapt the patent 
system as exactly as possible to the purpose of protecting inventors who 
essentially contributed to the progress of an art against oppression by 
the owners of prior patents, in case the personal benefits of the latter 
are in discord with the general welfare. If compulsory licenses once had 
become available, it would no longer be in the power of a group in con- 
trol of a particular field either to compel an important improvement 
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patent to lie dormant for the whole lifetime of one or more prior patents, 
or to force the subsequent inventor to surrender his invention “at small 
cost” to the group, and enable it “then to thus increase its control and 
continue its monopoly” (Dr. Vannevar Bush, President, Carnegie In- 
stitution of Washington). Concurrently, compulsory licensing in the 
public interest will in general produce the “outside pressure” required 
for directing patent practices into channels of especial social importance. 

Last, but not least, compulsory licensing in the public interest will 
also function in the proper sphere of patent legislation an as antidote 
to abuses of monopoly rights by patent consolidation canelen pooling 
and cross-licensing of patents. 


II. Patent Pooling and Cross-Licensing 


There are different types of patent pools, which term denotes the 
gathering together of diversely held patents under a system of common 
ownership or, more usually, of cross-licensing agreements. The accord 
may select few or only the dominant firms of an industry, or may in- 
clude all the firms in the industry. All patents the members owned at 
the time the pool was formed, as well as all patents to be acquired in 
the future during the term of the agreement, may be placed in the pool, 
or the new patents excluded from the agreement, or even patents of un- 
usual importance altogether excepted. As a rule the members are licens- 
ing one another without compensation. 

The knowledge has prevailed that an aggregation of such kind of 
diversely held patents under a single control turns out to the advantage 
not only of the parties belonging to the pool, first of all by reduction or 
elimination of patent litigation, but also promotes the general benefit 
by both the mediate and the direct accomplishments of such patent 
structures. It is plain that people who have accumulated an immense 
number of patents in a given field would ruin themselves financially if 
they started suing one another, and that such wasteful fighting would 
not work for the public interest, either. And it is equally clear that no 
individual company would be able to expend by itself the tremendous 
sums now devoted to the experimental team work done in corporate re- 
search laboratories, work which intensively facilitates and stimulates 
inventive activities—the basic purpose of the patent system-—and, 
moreover, removes obstacles to prompt industrial exploitation of inven- 
tions and prevents unproductive duplication. Through centralization of 
research work done by people skilled in different arts and codperating 
under control, it happens that one man working in a field seemingly very 
remote from the field of action of another fellow, makes an important 
contribution to the work of the other (Dr. William D. Coolidge, Gen- 
eral Electric €o.). Finally, the free exchange of ideas and information 
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between rival laboratories is a tremendous accelerator of new develop- 
ment. 

Were it possible, without granting inventors an exclusive privilege 
for seventeen years, to provide them with an efficient stimulus to de- 
velop inventions and to disclose their new ideas promptly to society, for 
instance through giving them rewards by the state, the useful effects 
would considerably surpass those of the patent system. However, the 
English philosopher John Stuart Mill, in discussing this possibility 
nearly one hundred years ago, came to reject it especially because of 
the difficulty of fairly rewarding the inventor in this way according to 
the utility of his invention. There seems nowadays a still more serious 
obstacle in that speculative capital would not back new inventions 
without the patent protection. And, above all, the right of exclusive ex- 
ploitation is by far the most desirable reward for inventors from the 
viewpoint of public policy because of forcing industry to carry on 
research work tirelessly as a defensive measure against becoming out- 
flanked by competitors. 

Consequently, there is nothing to replace the patent system with 
equal, let alone with better, results. And pooling together with cross- 
licensing eliminates inherent drawbacks of the patent system, without, 
abandoning its essential advantages, thus serving its major purposes in 
a higher degree—in the first place for its membership, of course. Under 
this limitation, one may be disposed to consent to Alfred E. Kahn’s 
opinion that in effecting technological advance under modern condi- 
tions the pool is a distinct Improvement over the patent system as 
originally contemplated.? 

Yet, it is unavoidable, on the other hand, that the huge patent con- 
solidation arising from pooling and cross-licensing occasionally serves 
as a cloak for bad patent practices: 


Closed Pools 


He who devised a new invention is of course a competent specialist 
to develop improvements thereon, and if those improvements happen 
to be material, they will naturally give rise to an extension of the 
monopoly. This is a necessary consequence of the patent system that is 
to be accepted. However, there is no denying that the patent pooling 
and cross-licensing agreements gravitate towards strengthening and 
expanding the monopoly beyond the right of control legitimately inci- 
dent in the patent system. Especially the patent structures of big in- 
dustries that comprehend thousands of patents, as a just result of col- 
lective and codperative industrial research work, it is true, but to some 


2 American Economic Review, Vol. XXX, No. 3, p. 491. ° 
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extent also through the inherent facility of absorbing improvements 
coming from outsiders, give as it were a perpetual monopoly in an ad- 
vancing art. There are indeed pools which make laudable exceptions, 
but, as a rule, a group which holds the patent control on a particular 
field will feel tempted to use its might for the purpose of permanently 
shutting out competitors from the given field. “Why allow another 
fellow to get in? We would do everything we could to keep him out from 
getting in with all the patents we had, and my guess is the other fellows 
would act about the same way with their patents” (Clarence C. Carl- 
ton, Vice President, Motor Wheel Corporation, Lansing, Mich.). Such 
a kind of domination having its origin from a forced growth of the mon- 
opoly certainly discourages invention and retards technological prog- 
ress, and hence defeats the ultimate purposes of the patent system. 

Those noxious consequences of patent pooling and cross-licensing 
have been discussed at great length but nothing has been done for meet- 
ing them through legislative action in the proper field of the patent 
laws, because no way has been found to check abuses without weakening 
the impetus of the pool systems to technological progress. Kahn proposes 
the question: Can this new system be so regulated as to retain benefits 
and avoid evils?—but he offers no positive solution, either. 


Remedies 


It has been admitted by highly qualified advocates of patent pooling 
and cross-licensing agreements, such as Dr. Vannevar Bush, that a 
closed pool is undesirable which has no provision whatever for the en- 
trance into it of a newcomer who brings with him an addition to the 
situation, however valuable it may be. This disclosure leads straight to 
the conclusion that legislation could help minimize the bad effects of 
patent pools by making “‘open” pools mandatory and regulating the 
principal conditions of the admission of newcomers. The title to being 
admitted into a patent pool formed on its founders’ own initiative, could, 
for instance, be given by law to outsiders on condition of their bringing 
in a basically original invention or a substantial improvement, bearing 
on the object of the pool. Jurisdiction with reference to the claim itself 
and the specific provisos may be given to the Commissioner of Patents, 
who would have to hear and determine the cause at the request of the 
applicant in case the pool refuses to admit him or the parties concerned ` 
cannot settle the condition by mutual consent. 

A further legal remedy against the danger that patent pools produce 
effects that are contrary to the fundamentals of the patent system, 
could be found in making it obligatory that the exchange of licenses 
take place upon payment of adequate compensations, and that a speci- 
fied minimunt rate of the royalties go to the inventor. The authority to 
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settle the controversy——in case the parties do not come to terms—-may 
equally be given to the Commissioner of Patents, whose decision may 
be subject to an appeal to the Court, in either case. 

It is evident that in order to make every progress available to all 
members of the pool, it ought to be made statutory that the open pools 
comprehend not only the existing patents of the members without any 
exception, but also all the patents the members may take out after the 
time the pool was formed. 

Robert E. Wilson, enthusiastically pleading for patent pools in his 
address delivered in 1943 upon receiving the Perkin Medal, raised the 
question as to why free cross-licensing agreements covering entire in- 
- dustries would not be still better than the existing cross-licensing ar- 
rangements between individual companies which are actively engaged 
in research.? Wilson’s answer is in the negative. The main difficulty, he 
argues, is that such arrangements would run up against human nature. 
When some individuals or companies realize that their competitors will 
have the same rights they have to anything new which they may de- . 
velop, they frequently decide to leave most of the expense of research 
and development to the other fellow and hope for a free ride for them- 
selves. Other companies which, as a matter of principle, continue their 
research, sooner or later become irritated when the fruits of their re- 
search are appropriated by others who have contributed nothing. Yet, 
Wilson proceeds in admitting that where, as in the petroleum industry, 
each new important field of development generally becomes the basis 
for one or more cross-licensing arrangement with different participants 
depending upon who has pioneered in the field, which arrangements are 
open to newcomers “who can contribute substantial patent assets,” it 
is an altogether healthy thing. Consequently, through the compulsory 
provision that reasonable royalties ought to be charged between the 
members or units of such open pools, Wilson’s only misgivings against 
rendering pools accessible to qualified newcomers would be done away 
with. In addition to an impetuous augmentation of personal reputation 
of an inventor who made a useful contribution to the progress of the 
entire industry or to the part thereof joined in interest, but not screened 
from competitors by the pool, the economic reward would grow in pro- 
portion as members of the pool take share in a given invention, and thus 
the maximum service in stimulating inventive activity be provided. 

The establishment of such open, though not industry-wide, pools 
would result in a peaceful coöperation to a vigorous development of the 
given art without a weakening of competition. There is, in fact, no in- 
trinsic reason why competitors should not unite their efforts to derive mutual 


3 Otto R. Barnett, Patent Property and the Anti-Monopoly Laws (Indianapolis, 1943), p. 546. 
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advantage and to obtain maximum utilization of the resources of the nation, 
instead of working against one another. From the viewpoint of public 
policy, this appears to be the most desirable state, provided only that a 
just. solution of the technicalities of admission of newcomers and of the 
compensation in general be sought for and found. This is indeed a deli- 
cate problem, but when once good disposition to such action had been 
arrived at, this question could certainly be settled satisfactorily. 

Although open patent pools have voluntarily been put into effect in 
important industries with wholesome results, such kind of regulation 
will be long in appearing as a coercive measure because of going to the 
roots of the patent system. Up to that time, the institution of compul- 
sory licensing in the public interest, a legal remedy well established in 
the patent systems of industrially important countries, would prove to 
be helpful also against ill usage of patent pooling and cross-licensing, 
through its operation as well as through its mere existence. 


THE PROBLEM OF BANK-HELD GOVERNMENT DEBT 
By Hopart C. Carr* 


A consequence of the methods used in financing the war has been the 
acquisition of a tremendous amount of government securities by the 
banking system of the country. A matter of grave concern at the time, 
the banks’ holdings are now in the forefront of the discussion about 
combating inflationary tendencies. Out of several plans dealing with 
government security portfolios of the commercial banks, that of Pro- 
fessor Leland has been singled out for attention here,’ but since his 
suggestions are similar to some of the others the analysis has a wider 
application.’ 


1. The Consequences of Large Bank Holdings of Government Securities 


Professor Leland’s main argument rests upon the contention that the 
independence of bank action resulting from large bank holdings of 
government securities weakens the effectiveness of measures for con- 
trolling inflation and arresting the development of deflation. Whenever 
they want to expand loans, banks have only to sell government securities 
or to allow some of their holdings to run off; to increase excess reserves 
in critical times, they need only to follow a similar course. To the 
Treasury such independence is dangerous because of the size of the 
floating part of the debt and because of the prospective continuation of 
deficit financing in view of the “aftermath” of war and the possibility of 
depressions in the future. The debt already in the hands of the banks is 
costly to the Treasury—the average coupon of bank-held marketable 
securities in December, 1945, was about 1.68 per cent—and any meas- 
ures designed to lessen this cost by i increasing the floating portion of the 
debt would add to the danger by an increase in the banks’ independence. 


2. Solutions Offered by Professor Leland 


Two alternatives are offered to meet the situation and, perhaps in- 
cidentally, to relate the cost of credit creation by the government more 


* The author is associated with the Domestic Research Division of the Federal Reserve 
Bank of New York. The opinions he expresses are entirely personal. 


1 Simeon E, Leland, “The Government, the Banks and the National Debt,” Commercial and 
Financial Chronicle, January 17, 1946, pp. 242, 281-84. 


2 Roland I. Robinson, “Monetary Aspects of Public Debt Policy,” Postwar Economic Studies, 
No. 3 (Washington, Board of Govs. of the Fed. Reserve System, 1946). Lawrence H. Seltzer, 
“A Uniform Treasury Certificate ‘as Bank Reserve,” Commercial and Financial Chronicle, 
February 28, 1946, pp. 1087, 1116-17. Melvin G. de Chazeau and others, Jobs and Markets 
(New York, McGraw-Hill, 1946) , Pp. 63-65. 
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closely to the cost of banking services. In brief, the first plan involves 
the exchange of the banks’ present holdings for a special nonmarketable 
security to be required as reserve against either the volume of deposits or 
their increase during some given period.’ In the event of a decline in 
deposits, the special security would be redeemable and discountable at 
the Reserve Banks at rates to be set at the Reserve Banks’ discretion. 
The interest paid would be low but might be varied according to condi- 
tions which, at times, might make it desirable for the banks to hold more 
than the minimum reserve. These securities would be redeemable at the 
pleasure of the government and have no definite maturity date. 

The ability to discount the securities would permit individual banks 
to obtain reserves when necessary but the over-all volume of credit, it is 
claimed, would be governed by the reserve requirements. The special 
reserve requirements would be fixed in a way that would preserve some 
flexibility in the banks’ portfolios through retaining part of their ordi- 
nary Treasury securities. Enough of the special securities would be 
required, however, to deprive the banks of their dominating influence on 
the government security price structure. 

The second plan advanced by Professor Leland is a somewhat more 
sophisticated version of the Patman bill.* Under this alternative the 
Treasury would be given the power to borrow directly from the Reserve 
Banks all funds needed to fnance the government. The Treasury could 
then borrow enough to pay off its obligations to commercial banks. To 
offset the expansion of Federal Reserve credit, the Reserve Banks would 
be empowered to establish reserve requirements for nonmembers and to 
raise requirements for all banks to the necessary level. Interest would be 
paid on these reserve balances. Both the requirements and interest rate 
would be left to the discretion of the Reserve System but Treasury 
approval would be necessary. The interest paid to the Reserve Banks 
on the Treasury’s direct borrowings would be related to the expenses 
incident to this plan; a recapture provision in the form of a franchise 
tax on the Reserve Bank earnings could be enacted to drain off any 
earnings resulting from too liberal a rate. 


3. Initial Steps Required by the Alternative Proposals 
Both plans presuppose that government security reserve requirements 


3 This suggestion is similar to several others including one made by Lawrence H. Seltzer in 
the Journal of the American Statistical Association, March 1940, pp. 24-36. 


4 H.R. 90, 79th Cong., Ist sess. Professor Leland recognizes more clearly than Representative 
Patman that the scope of the plan would have to be extended beyond merely providing the 
Treasury with the power (and the funds) to redeem the banks’ securities. In the Patman bill, 
for example, no mention is made of the need to control the tendency toward an expansion of 
bank excess reserves generated by the increase in Federal Reserve Credit. 
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apply to all commercial banks; otherwise, in all probability, the ends 
desired could not be achieved. Professor Leland suggests that banks 
collaborate with the government in working out a solution. These plans, 
however, offer no clear-cut advantages which would lead all banks to 
comply of their own free will with the provisions. It is doubtful that 
the banks would underwrite any such proposal when the requirements 
to be imposed are undetermined and to be variable at the discretion of _ 
the Reserve Banks and when no specific rates either on the special 
securities or the reserve balances have been suggested. If the require- 
ments and rates were written into the legislation some of the claimed 
advantages would disappear because of the limitation on the discretion- 
ary power of the Reserve Banks. And even if that price were paid to 
obtain agreement on adoption among a large number of banks, the 
legislation would have to be forced on some. To accomplish enoe 
compliance, however, Congressional enactment might or might not be 
sufficient. Most assuredly any such measure would be challenged in the 
courts on the question of state’s rights. 

In order to achieve conversion of the banks’ present holdings of mar- 
ketable securities into another, more restricted type of asset, Professor 
Leland’s first proposal is far superior. Under this plan the banks would 
be compelled immediately to exchange their holdings of ordinary govern- 
ment securities for the special securities and little or no Reserve Bank 
action would be necessary assuming that each bank would have a suffi- 
cient amount of ordinary government securities to meet the new require- 
ments. Some banks, however, might not have the requisite amounts and 
would have to buy the new “reserve securities’ by liquidating other 
assets, e.g., loans or other securities or perhaps (excess) reserves. Just 
how serious the problem might be if the requirements against de- 
posits were the same for all classes of banks is illustrated in the following 
table even though it covers only insured nonmember banks. (The ratios 
used are those suggested by Professor Seltzer, 65 per cent of demand 
and 50 per cent of time deposits.*) Up-to-date figures might show a some- 
what improved situation in the event that government security holdings 
of the banks in the critical classes grew faster than deposits since June, 
1945. l 

Professor Seltzer, recognizing that flat percentages might have the 
results depicted in the table—namely, that whole classes of banks 
would be deficient in their security holdings—suggests that require- 
ments could be varied among the banks. Action could be taken to elimi- 
nate deficiency classes of banks by making deposit size the basis of any 


8 Laurence H. Seltzer “A Uniform Teny Certificate as Bank Reserve,” Commercial and 
Financial Chronicle, February 28, = pp. 1087, 1116-17. 
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differentiation’ but there would probably still be individual banks whose 
holdings were insufficient. A further troublesome feature: banks with a 
large proportion of time deposits might still be hard pressed to find in- 
come to meet their expenses and might be compelled to reduce substan- 
tially or eliminate entirely payment of interest on time deposits. To take 
care of this situation the plan might be modified by dropping any con- 
sideration of a special requirement against time deposits or, if that 
proves not to be feasible, by allowing a higher rate on the required spe- 
cial securities against such deposits. — 


COMPARISON OF SPECIAL SECURITY REQUIREMENTS? AND GOVERNMENT SECURITY 
HOLDINGS or NONMEMBER INSURED BANKS BY Deposit Size, JUNE 1945 


(In millions of dollars) 
Holdings of 
Special U. S. govern- FERRA t 
Deposit size in dollars ened ment pecuri: écurie uae 
require- ties—direct of banks 
ments* and ened 
guaranteed quirements 
250,000 or less 12 8 — 4 101 
250,000- 500,000 183 136 — 47 749 
500 ,000~ 1,000,000 777 668 —109 1,719 
1,000,000- 2,000,000 1,682 1,511 — 171 1,929 
2,000,000- 5,000,000 2,428 2,295 —133 1,340 
5,000 ,000-10, 000,000 1,626 1,646 20 414 
10,000, 000-25 ,000 ,000 1,146 1,193 47 133 
25,000 ,000-58 , 000 ,000 599 648 49 29 
More than 50,000,000 964 1,052 88 19 


a Based on 65 per cent of demand and 50 per cent of time deposits, excepting interbank de- 
posits. 

The terms of the exchange would also present difficulties. If a par for 
par exchange were offered, the banks would have to write off whatever 
premiums they carried on their holdings of ordinary government securi- 
ties. In June, 1945, the amount of these premiums approached 800 
million dollars for all commercial banks; for individual banks the write- 
off might be serious, involving capital impairment. If a book value ex- 
change were resorted to, the debt would be increased and some banks 
would be given substantial profits. 

The Patman-type proposal is less clean cut. Presumably the Treasury 
would have to wait until each security matured before liquidating the 
banks’ holdings; at least nothing is stated that would lead to a different 
conclusion. Presumably also the banks’ holdings of ordinary govern- 

6 Lowering the requirement against demand deposits by steps of 5 percentage points starting 


with the class of banks with 2 to 5 million dollars (so that the smallest class of banks have a 
requirement ratio of 40 per cent) would virtually eliminate all deficiency classes. 
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ment securities would be frozen as of some given date (although nothing 
is said about such action); otherwise, the motive for thé banks to reach 
out for longer term securities would be almost overwhelming. Even if 
such a freeze were provided for, it seems unlikely that banks would hold 
each security to maturity although much would depend on the rate of 
interest paid on the new reserve balances. In any event, the process of 
depriving the banks of most of their holdings of marketable securities 
would be long and complicated and the Treasury mene probably realize 
savings in interest only slowly. 

‘This plan would lead to other difficulties when reserve requirements 
were raised as securities were redeemed, difficulties which would stem 
from the differences in the distribution of deposits in banks and of 
government securities. Some banks would have ample funds from the 
redemption of securities to meet the increased requirements; others 
would need additional reserves: To balance their increased require- 
ments the latter class of banks would, in effect, be forced to sell 
securities to the former. Such a movement of securities, however, would 
not be without its compensating features. In the early years of the plan, 
banks losing securities (and gaining reserves) most rapidly would be 
those which had invested their funds more largely in short terms; the 
banks needing reserves would be those which had taken a longer posi- 
tion. Since the interest paid on reserve balances would probably be low, 
banks with the shortest maturities would face an early drop in income. 
The market sale of securities by the reserve-deficient banks would tend 
to even out this discrepancy in earnings. 

Still another, but relatively minor, problem would have to be faced 
if the second proposal were adopted. Each time the Treasury redeemed 
bank-held issues and created new reserve balances with the Reserve 
Banks the reserve ratio of the Reserve Banks would decline. The volume 
of the banks’ holdings is so great that reserve requirements of the Re- 
serve Banks would have to be lowered, perhaps even abolished, unless a 
return flow of currency or inflow of gold of sizeable dimensions occurred 
in the meantime. 


4. The Two Plans in Operation 


After the process of exchange or liquidation had been completed each 
plan would have to meet the requirements of the economy. The wide- 
spread shifts in the geographical and personal distribution of ownership 
of funds in accomplishing the nation’s business and the rise and fall of 
the pool of deposit money involve significant transfers among bank as- 
sets and liabilities under the present system; the rôle of any modification 
of that system should be that of facilitating the functioning of the econ- 
omy or at least not to stand in the way. i 
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The first plan with its special security requirements would satis- 
factorily meet the problem of dealing with deposit shifts. Under this 
plan a bank losing deposits to another could arrange for shifting the spe- 
cial securities to it, provided the destination of the funds were known. 
Otherwise, the Treasury would act as an intermediary. The bank losing 
deposits would find after it had provided for the loss of reserves—per- 
haps by discounting—that it had redundant special securities; the bank 
getting deposits as well as the reserves would need additional special 
securities which would be supplied by the Treasury which would have 
come into possession of the certificates through redemptions by the 
bank losing deposits. i 

In case a general expansion or contraction of deposits took place, 
operation of the first proposal would lead to complications compared 
with the present system. Under this scheme a bank gaining deposits not 
transferred from another institution (arising, say, from a return of cur- 
rency from circulation) so that both reserves and deposits were enlarged 
would need to trade some part of the reserves gained for the required 
amount of special securities. Another part of the funds acquired would 
be frozen to meet the ordinary reserve reqirements, thus leaving only a 
small fraction of newly gained reserves as a basis of further credit expan- 
sion. This would be true only ¢f the Treasury did not spend the proceeds 
it had received from the sale of special securities; otherwise, another 
secondary deposit expansion would occur. What the Treasury would do 
with the receipts would depend on the stage of the business cycle in 
which the original gain of reserves occurred. Presumably if business con- 
ditions were close to a cyclical peak the Treasury would have a balanced 
budget and would, therefore, retire the ordinary debt; if depression were 
threatening or developing, the budget would probably be unbalanced and 
the funds would be used for ordinary purposes. Any use would result in 
successive increases in deposits and special securities, a complication 
that none of the authors of this and similar proposals seems to have taken 
sufficiently into account. 

An expansion of deposits without a gain of reserves would be even 
more complex because of the involvement of Federal Reserve credit. 
Suppose that in the original instance an expansion of deposits took place 
by way of a loan, the banks expecting to obtain Federal Reserve credit 
to make up for their increased requirements: the first proposal would 
call for Federal Reserve credit to buy the special certificates and to meet 
the rise in the usual required reserves. Part of the funds arising from in- 
creased Federal Reserve credit would go to the Treasury in payment of 
special securities; the Treasury then would have to decide how to spend 
the proceeds, the effect of which would be to give rise to further credit 
expansion. 
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Contraction of deposits under Professor Leland’s first plan would also 
precipitate a relatively involved chain of repercussions. A shift of de- 
posits into currency would deprive the banks of reserves, a circumstance 
which under the first plan would be met only in part by the lowering of 
the ordinary required reserves. In the last analysis all the other funds 
would have to be obtained by expanded Federal Reserve credit, even 
those which the banks would initially receive from the Treasury from 
cashing their special securities. The redemption of these securities would 
impose a drain on Treasury funds which would necessitate additional 
financing, perhaps by withdrawals from War Loan deposit accounts, per- 
haps by sale of other securities. In either case the banks would need to 
pay reserve funds into the Treasury, thereby. giving rise to a need for 
Federal Reserve credit. 

A more likely cause of contraction of deposits during a deflationary 
period, however, would be a reduction in bank loans. Under the first plan 
this would be accompanied by a fall in the banks’ reserve requirements 
(both special and ordinary). Unless the banks were induced or permit- 
ted to hold special securities in excess of their requirements the Treasury 
would have to raise the funds to redeem them presumably through sale 
of other securities to the banks. If it were desirable on balance to move 
securities into the banks, even more would have to be sold. 

The genesis of many of the technical problems involved in the first 
plan advanced by Professor Leland lies in its special Treasury security 
requirement and the resulting flows of funds between the banks and the 
_ Treasury as deposits shift about, or expand, or contract. His second pro- 
posal with its similarity to the Patman bill has no such special security 
requirement so that its operation is much like the present system. Re- 
serve requirements, it is true, would be very much higher than now but 
Treasury receipts or, expenditures would not be involved in the move- 
ments of deposits. 

Transfer of deposits—without a change in the total amount—under 
this plan then would have the same effects as today except that a greater 
proportion of reserve balances and-a lesser proportion of other assets 
would be involved in a shift of deposits of any given size. Similarly the 
reserves received by the banks when currency returned from circulation 
or the gold stock increased would be largely frozen by a rise in their 
requirements (because of the expansion in deposits); the secondary 
credit expansion would be limited by the small excess reserves which 
would remain. Should deposits increase without a gain of reserves—say 
by way of loan expansion—the banks would have to provide for the 
resulting great enlargement in their required reserves. In no case—in 
contrast to the special security proposal—would the Treasury have 
- acquired any spendable funds. . 
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A contraction of deposits and reserves—say, from a growth in cur- 
rency circulation—under the Patman-type plan would be largely com- 
pensated for by the resulting fall in the banks’ required reserves. If the 
banks had no excess reserves to balance the remainder of the loss of 
reserve funds, additional Federal Reserve credit would be called for but 
the amount of such credit would be only a small portion of total reduc- 
tion in reserves and deposits. Should the contraction be confined to 
deposits, a substantial portion of reserves would be freed as the high 
requirements against the deposits were relaxed. 


5. The Relation of the Two Plans to Debt Management and Credit Control 


From the standpoint of removing the commercial bank holdings of 
government securities from the market, the special security plan seems 
far better than the second; it would lead to more calculable and prompt 
results with fewer complications in the process. After that initial step has 
been completed, however, credit control through debt management 
could be accomplished with greater facility under the second pro- 
posal. Under this proposal the Treasury’s excess of cash income in times 
of full or high employment could be used to destroy deposits and reserves 
as securities held by the Reserve Banks were retired. The money market 
would be tightened as securities moved to the Reserve Banks, or loans 
were called, or borrowings from the Federal Reserve Banks were in- 
creased so that the banks could replace the reserves lost through the 
debt redemption processs. 

In times of impending or actual deflation, if expansion of deposits 
were desired, the Treasury could finance its deficit with ease under the 
the Patman-type plan. Reserves and deposits could be increased simul- 
taneously by spending the proceeds from direct sales of securities to the 
Reserve Banks. Whether the banks would use the excess reserves thus 
created to give rise to a secondary deposit expansion would be depend- 
ent on many factors, including the rate of interest on the idle reserve 
balances at the Reserve Banks (which could be manipulated) and rates 
obtainable from other investments. One of the features of the plan— 
payment of interest on idle reserve balances—might prove to be a draw- 
back since it might deter the banks’ venturesomeness in expanding their 
loans or investments at such times. 

Use of Treasury surpluses to retire Treasury debt in good times would 
not be as simple under a plan requiring a special security reserve as in a 
proposal of the Patman type. If ordinary securities were redeemed, most 
of the deposits received by the Treasury through its excess of Income 
would be returned to the banks (since ordinary debt would be predomi- 
nantly in the hands of nonbank investors); someof the surplus would have 
to be retaineti to retire the special securities which the net decrease in 
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deposits would call for. To destroy the deposits by redeeming special 
securities would be possible but, if the full amount of excess income were 
to be used, the special security requirements would have to be reduced 
(if the bank had no excess holdings)and, at the same time, ordinary re- 
serve requirements would have to be raised. Debt retirement under this 
plan in contrast to the Patman-type proposal would not destroy re- 
serves and thus, if ordinary requirements were not increased, the banks 
would be given excess reserves. This course—lowering special security 
requirements while raising the ordinary type—might be disturbing be- 
cause of its apparent internal inconsistency. 

In the face of deflationary developments the process of creating de- 
posits by the Treasury could be accomplished by the sale of ordinary 
securities directly to the banks. Such procedure would have the disad- 
vantage of partially restoring the banks’ importance in the market for 
such securities. Another course which could be followed would be to 
raise the special security requirements of the banks, an action which 
would entail the lowering of ordinary required reserves (if the money 
supply were to be increased). Still another alternative would be to make 
the rates on special securities so attractive that the banks, if given the 
opportunity, would invest in them above their minimum requirements. 
Possibly a different kind of special security could be issued for that speci- 
fic purpose. 

Considered in the light of debt management, both the special security 
plan and the Patman-type proposal have a common shortcoming; nei- 
ther of them makes any attempt in the face of inflationary forces to move 
government securities into the hands of nonbank investors. They might, 
however, provide the means for persuading the Treasury that, in view 
of the interest savings realized, it could afford to offer long-term, high 
coupon bonds to nonbank investors and use the proceeds to retire debt 
held by commercial banks or the Federal Reserve Banks as the case 
might be. Whether such an alternative, even if accompanied by higher 
rates on government securities generally, would stop nonbank holders 
as a group from monetizing a portion of the debt is dubious, but it would 
at least facilitate the purchase of a part of the debt by some of them 
and thus deter them from adding to that part of the money supply— 
namely, the active part—which would be bidding for relatively short 
supplies of goods. 

Whether or not either plan would reduce bank earnings and the Treas- 
ury’s interest cost depends in the main on two factors; the rates which 
were established on the special securities or reserve balances and the. 
effect of such rates on those on other types of bank earning assets. 
At the outset it is clear that bank earnings and the interest cost of the 
Treasury would tend to be decreased. Under present conditions it is in- 
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conceivable that the rates paid to banks by either plan would not be 
set at a lower level than the present average coupon of 1.68 per cent. 
Over a long period, rates might possibly be fixed with a greater weight 
on credit control possiblilities than on the cost to the Treasury; even so 
the tendency might be toward reduction of both earnings and interest 
charges. 

Any rate which was lower than those obtainable from other kinds of 
‘earning assets would obviously tend to lower the banks’ income. Every 
deposit-creating purchase of an earning asset would involve (if the banks 
had no excess reserves) the giving up of other earning assets to the Re- 
serve Banks, partly to acquire reserves to meet ordinary requirements 
and partly to meét special or additional requirements; if the inter- 
est paid on special securities or reserves were lower than the rate 
on the other assets, bank earnings would be reduced. Together, the 
increases in the two requirements would be a high proportion of the 
deposit-generating asset and the prospects of lower yields might make 
the banks overcautious in their lending activities and in this way 
curb earnings even further. In other words, the initial amount of 
Federal Reserve credit needed to finance the acquisition of such an 
asset under both plans would be greater, and might very well deter 
the individual bank from making a loan. The amount of deposit 
expansion which would eventually be financed by the initial increase 
in Federal Reserve credit would differ between the two proposals. 
Under the special security plan it would cover as much deposit growth 
as now (assuming ordinary requirements to be unchanged), but only 
after the Treasury had fully spent the proceeds from the sale of the 
special securities; under the second proposal the necessary amount 
of Federal Reserve credit would initially and eventually be much higher 
per dollar of deposit expansion. 

The effect of interest rates on special issues or reserves on other rates 
is difficult to assess. It may be that all short-term rates would be set at 
whatever level the special rates were fixed’ although this appears quite 
unlikely. It may be that it will prove to be impossible all down the line 
to insulate rates on government securities from rates on other types of 
credit. In that case, rises in loan rates might eventually be reflected in 
rates on government debt, at least on the rates on the ordinary type. 


7 A suggestion of Ralph A. Young of the Board of Governors at the January, 1946, meeting 
of the American Economic Association. 


POST-WAR INFLATION AND FISCAL-MONETARY 
POLICY IN JAPAN 


By KENNETH K. KURIHARA* 


Japan’s return to a normal economy is a point of great concern not 
only to the Japanese but also to the Allied Command. General Mac- 
Arthur and his economic advisers are confronted with the delicate task 
of remolding the Japanese economy in such a way that the long-range 
political interests of the Allies are promoted without an undue strain on 
the economic welfare of the Japanese people. Of all the Allied economic 
directives thus far issued to the Japanese government, those relating to 
inflation are by far the most predominant. For post-war inflation is not 
only threatening the economic security of the Japanese people but is 
also deterring the Allied effort to expedite democratic processes in that 
country. For this reason Japan’s present economic policy is centered 
around the problem and methods of reversing the inflationary trend, 
and the Allied Command is actively supporting such a policy on the 
part of the Japanese. . 

Post-war inflation in Japan is a special kind of price instability that 
can be understood only against the background of war financing and in 
the context of a military defeat. The concrete techniques, mechanics, 
and effects of various anti-inflation measures adopted by Japan can best 
be appraised in a similar setting. The effective control of inflation is the 
crucial test of any post-war government in Japan as well as a measure 
of the success of Allied economic guidance. Much has been written on- 
the problem of post-war inflation in Japan, but thus far no systematic 
analysis has been made of the ways and means of controlling inflation 
that have been adopted by that country. Therefore, the purpose of the 
present paper is to show how Japan, under Allied guidance, has tried to 
overcome the inflationary crisis. 


Underlying Inflationary Factors 


During the war inflation was kept under control by rigid price control, 
production control, and other economic controls. But with the end oi 
the war those controls were relaxed or removed only to bring to the 
surface the cumulative effect of those underlying forces which ir- 
restistibly drove Japan into an inflationary crisis, namely, (1) deficit 
war financing and (2) general scarcity. The former led to extraordinary 


* The author is an instructor in economics at Princeton University. e 
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currency expansion and, hence, the increased money demand, while the 
latter was intensified by increasing military needs and then greatly 
circumscribed by a military defeat. These forces were present, in vary- 
ing degrees, in all warring countries, but in the case of Japan they as- 
sumed an extreme form because of the desperate character of its totali- 
tarian war economy. These basic factors formed a background against 
which inflation ae 


Deficit War Fi inancing 


First, it is necessary to indicate the puol nature ead method of 
war financing in Japan. According to an official source,! borrowing ac- 
counted for 80 per cent of the total outlay of £222 billions for financing 
the so-called “Great East Asia War” from December, 1941, to August 
1945. Thus, instead of relying increasingly on taxation to finance the 
war, as other countries did, Japan resorted almost exclusively to borrow- 
ing. In other countries borrowing served the double purpose of financing 
the war and of curbing inflation, but in Japan it only aggravated in- 
flation. For the Japanese method of borrowing was such that more 
money was injected into the income stream than was taken out of it.? 
Japanese borrowing during the last war was particularly inflationary in 
effect because (1) the Diet never placed any restriction on the amount of 
government bond issue and (2) virtually all of each bond issue was ab- 
sorbed by the Bank of Japan and other banks, not by the general public. 

Between 1941 and 1945 war bonds were issued to the amount of 120 
billions.’ This laid a basis for post-war monetary expansion. The bond 
issue progressively mounted even after the August surrender, namely, 
¥4 billions in August, ¥5 billions in September, and ¥7 billions in 
October.’ At the beginning of the “China Affair” in 1937, Bank of Japan 
notes in circulation totalled ¥1.8 billions. This figure Jumped to 365.9 
billions. at the beginning of the “Great East Asia War.” By the end of 
the war, August 15, 1945, Bank of Japan notes had increased to ¥32 
billions.® In other words, they expanded at the rate of more than 6 
billions annually. Owing to the withdrawal of bank deposits, the pay- 


1A Diet announcement (Hokubei Shimpo, New York, Nov. 15, 1945). 


2 Regardless of financial markets, the governmént issued every month bonds underwritten 
by the Bank of Japan, which credited the government with its own notes. As the government 
spent these credits, money flowed into the hands of individuals, who deposited it in their own 
banks. These banks in turn used the deposits to buy a portion of the bond issue from the 
Bank of Japan, and corresponding amounts of currency were withdrawn. But a residue of each 
bond issue remained in the Bank of Japan, and cumulatively larger amounts of currency were 
left in circulation. 

3 Sekai Shuho, Tokyo, Dec. 22, 1945, 

4 Mainichi, Osaka, Oct. 22, 1945. 


5 Hokubet Shimpo, May 4, 1946. 
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ment for war goods under contract, and other payments by the govern- 
ment, the Bank of Japan note issue continued to increase after the end 
of the war, as shown in Table I. 


TABLE I—CIRCULATION OF BANK OF JAPAN Nores, May-Dec., 1945" 


(In millions of yen) 

Month Amount 
MBY (oii wawaedeenses ees 23,207 
JUNC Seo AONT 26,181 
DULY ee Seid E wend tek oock 28,456 
Pakoe E E E E E wen 42,300 
Sepe DET are EnEn TAVERNA 41,426 
Ble dola o E E ER E E E ten 43,128 
Noveme erserii neran isie 47,096 


a Finance Ministry estimate (Nippon Times, Tokyo, Dec. 4, 1945). 


General Scarcity 


Monetary expansion, however great, could not have entailed inflation 
had the supply of peace goods increased pari passu with the demand for 
them toward and soon after the end of the war. To begin with, the war 
economy had kept the production of civilian goods to an intolerable 
minimum. To make the matter worse, merchants and farmers hoarded 
a considerable amount of goods in anticipation of higher prices. New 
output was coming forth very slowly, partly because of bottlenecks in 
raw materials and transportation, but largely because more than half of 
the country’s manufacturing facilities had been destroyed by the war.’ 
With the end of the war, production control was removed and producers 
were no longer required to produce and sell at official prices. Restrictions 
imposed on imports were still another retarding factor. The prospect 
of paying reparations in goods made many large manufacturers hesitate 
to reconvert their manufacturing equipment to peace production. 

In other countries which faced post-war inflation the supply situation 
was somewhat improved by the acquisition of capital equipment and 
raw materials on reparations count as well as by relief shipments from 
elsewhere. France, China, and Belgium are cases in point. Being a 
defeated nation, Japan could expect no such net additions to domestic 
production. Rather, Japan was confronted with the necessity of paying 
reparations to the Allies in capital equipment and other goods. For 
instance, on January 21, 1946, the Allied Command seized more than 
400 Japanese war plants for eventual use in reparations. This action ad- 
mittedly prevented a considerable amount of capital goods from being 
used for peace production. It was because of the inability to improve the 


® Mainichi, Oct. 5, 1945. s 
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supply situation immediately that Japan turned to fiscal and monetary 
considerations in order to combat the inflationary trend. 


The Inflationary Trend 


In spite of continued price control and rationing the mounting pres- 
sure of extraordinary currency expansion and commodity scarcity in- 
evitably manifested itself in higher general prices and in the higher cost 
of living in particular. One writer’ estimated that the general cost of 
living in Japan was twenty times as high at the end of the war as it was 
on Pearl Harbor Day. Between the surrender in August, 1945, and May, 
1946, the average cost of living rose 850 per cent.® Table II shows that 
general prices increased more than sixteen times during five years of the 


war. 
TABLE II —GENERAL PRICE Inpex, 1941-456 


Year Index 
JWI 1941 oc tee riarann tS 100 
TUN IMZ see nd cane chan eens 190 
DCC. LOA E EE an 242 
Dot: IIa i tinna a a 324 
Octo IUS saene eee away tae 1616 


a Commerce and Industry data for 1941-42; Bank of Japan data for 1943-45. 


Even such an increase does not reveal the degree of inequality suffered 
by the individual recipients of fixed or low incomes. The Bank of Japan 
survey estimated that between 1943 and 1945 the average black market 
price increased 34 times.’ Inasmuch as the consumer had to depend on 
the black market in addition to rationed goods, such a tremendous in- 
crease in black market prices must have affected him more than an 
increase in general prices would seem to indicate. 

According to the Allied report of April 11, 1946, in January, 1946, 
“take-home” earnings were 300 to 400 per cent over the 1937 level. 
Practically all the money thrown into the war industries went into the 
pockets of the people as salaries and wages, the idle money being freely 
spent for purchasing scarce goods and thus inviting inflation. Wartime 
savings, which the government had encouraged, and hoarded cash were 
thrown back into the income stream as the saver and the hoarder sought 
to convert their cash into goods for fear of rising prices. Thus, during 
the few months following the August surrender there ensued a mad race 
between consumer spending and prices. 

7 Miles W.- Vaughn, United Press correspondent in Tokyo, Washington Daily News, Wash- 
ington, D.C., Oct. 23, 1945. 

8 New York Times, May 26, 1946. 

9 Yomiuri Hoslti, Tokyo, Nov. 11, 1945. 
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Anti-Inflation Measures 


As the pressure of inflation on the living levels of the people increased, 

there grew tremendous popular agitation against inflation. All the 
newly organized political parties proposed, among other things, conflict- 
ing anti-inflation measures. Economists recommended, and in some cases 
even demanded, immediate action to arrest inflation.” The various 
measures proposed by political parties, economists, and the press were 
predominantly of a fiscal and monetary nature. Most of them seemed to 
be resigned to accept the view that there was not much hope for in- 
creasing production in any immediate future, and therefore emphasized 
the need for decreasing the money demand. As a result of popular agita- 
tion and under Allied pressure, the Japanese government adopted meas- 
ures calculated to stop inflation eventually, if not immediately. For 
purposes of analysis the measures taken may be divided into monetary 
and fiscal. Non-monetary measures will be discussed as a supplement to 
the monetary measures. 


Monetary Measures 


On February 16, 1946, the government ordered all banks to limit 
monthly cash withdrawals from savings accounts to ¥300 per family 
head plus £100 for each dependent. “War sufferers” were allowed to 
withdraw a family aggregate of ¥5,000 and candidates for the Diet to 
withdraw up to 25,000 per person for campaign funds. The measure 
provided for an emergency withdrawal of £2,000 for a wedding or a 
funeral. Medical and hospitalization expenses could be withdrawn from 
bank accounts upon the presentation of evidence. Withdrawals against 
pay checks were limited to 500 per wage earner. Savings accounts 
beyond these maximums were frozen each month. In general, the 
government prescribed 500 as a maximum for per capita consumer 
spending per month. 

The maximum withdrawal of #300 plus ¥100 per dependent proved 
to be too high to cut down consumer spending drastically. Assuming the 
average size of Japanese families to be five, every family could withdraw 
from bank accounts a total of 700 to spend every month. Every 
salaried man or wage earner was expected to live within the limits of the 
prescribed maximum of 500 a month. But it has been found that the 
average wage earner spends more than that maximum, owing to the high 
cost of living.“ The biggest loophole was the fact that business men and 
farmers were allowed to withdraw unspecified extra cash on “business 

10 Cf, Prof. Hyoe Ouchi, Tokyo Imperial University, his radio address of Oct. 17, 1945, 
“Advise to the Finance Minister”; also Prof. Yasuji Kazahaya, Kyushu Imperial University, 


“The Basic Nature of Japanese Public Finance and its Democratization,” Sekai Skuho, Dec. 
22, 1945. 


u Keizai Shimbun, Tokyo, April 26, 1946. ; * 
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count” in addition to the continuous cash income that they were enjoy- 
ing. 

In view of the failure of frozen savings to bring down prices the 
government revised the above regulations on April 1, 1946. According to 
the revised regulations, the previous maximum of ¥300 per person has 
been reduced to ¥100, the family total of 345,000 for “war sufferers” has 
been suspended, and entrepreneurs’ bank accounts have been blocked. 
These changes are a considerable advance over the old regulations, and 
are likely to decrease effective demand appreciably. The freezing meas- 
ure may discourage savings and hence increase spending. But such 
spending resulting from the mere failure to save is greatly circumscribed 
by the fact that there are not enough things for which to spend. The 
measure is effectively anti-inflationary as far as the present saver- 
consumer is concerned, for obviously a maximum cash withdrawal of 
¥100 a month does not go very far in terms of prevailing prices. 

Total national savings were estimated at ¥170 billions in September, 
1945.2 Although some of these savings were in the form of time deposits, 
the rest were demand deposits as liquid as cash. Therefore, the govern- 
ment announced at a September 5, 1945, Diet session that it would pay 
particular attention to the matter of payment of savings and that at 
least £60 billions would have to be saved during the fiscal year 1946 in 
order to decrease inflationary pressures and to facilitate foreign trade. 
Whether or not such enormous savings will have the desired effects 
mentioned depends on how much will materialize in new investment, 
especially in the production of urgently needed goods and exports. A 
sound savings policy, therefore, requires that the immediate objective of 
reducing consumer spending be carefully codrdinated with the more 
. fundamental purpose of i increasing production. That is to say, during 
inflation the freezing of savings must not be made to preclude the pos- 
sibility of new investment. The blocking of entrepreneurs’ bank ac- 
counts, for instance, is presumably designed to prevent speculation or 
spending for consumption. But it will unwittingly retard production if 
entrepreneurs’ current earnings are not sufficient for erpanig business 
or starting new enterprises. 

Besides freezing savings, the government called in old currencies by 
issuing the “new yen.” The holders of old money above the denomina- 
tion of ¥10 were required to turn it in between February 25 and March 
2, 1946. The government further declared unexchanged old money null 
and void after the latter date and any private exchange dealings there- 
after subject to a fine of ¥10,000 or less or to imprisonment not exceed- 
ing 3 years. The exchange was yen for yen, but it blocked amounts above 


12 Finance Ministry estimate, Hokubeżt Shimpo, Nov. 15, 1945. 
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specified maximums. The public institutions received in new money all 
that they turned in, but business firms could exchange only such 
amounts as would be necessary for current business operations. In- 
dividuals were allowed to exchange a maximum of ¥100 per person at 
any one time upon the presentation of a rice ration book. 

Before the exchange some ¥60 billions was in circulation, but 10 days 
after the exchange period the figure went down to ¥15.2 bilions." The 
difference had been largely blocked and partly demonetized or lost. But 
this drastic decrease in the circulation of money was short-lived, for 
money was expanding daily at the rate of £700 millions around the end 
of February, 1946.“ By April 13, 1946 the circulation of money had in- 
creased to 23.6 billions.“ However, inasmuch as savings withdrawals 
are now more rigidly controlled, monetary expansion will doubtless slow 
down. Since the velocity of money usually increases during inflation, a 
decrease in the circulation of money may be somewhat counterbalanced. 
In fact, the common practice of trading on credit was reported to have 
greatly increased since the “new yen” measure went into effect.! Such 
a tendency will of course increase the velocity of money. Inasmuch as 
paper money (treasury notes, Bank of Japan notes, and other bank 
notes) and coins are commonly used for daily transactions in Japan, the ' 
new restriction of cash holdings must have had a great restraining in- 
fluence on consumer spending. Available evidence shows that such was 
actually the case after the exchange started." 

Another monetary anti-inflation measure was taken as a result of the 
Allied directive of April 8, 1946, ordering the abolition of the ‘‘desig- 
nated bank” system. Early in 1945 the Finance Ministry “designated” a _ 
few large banks as exclusive agencies to extend almost unlimited credits 
to war industries and at the same time it prohibited loans to non-war 
industries. After the end of the war former war industrialists on the 
government’s approved list could still obtain preferential loans from 
these banks even if the credits thus obtained eventually went into 
speculative channels. That is to say, they allegedly used the loans to buy 
up scarce consumers’ goods with a view to selling them later in the black 
market. Thus, the ‘designated bank” system presumably contributed 
to inflation in two ways, namely, (1) in that it made large-scale specula- 
tive spending possible and (2) in that it prevented the otherwise possible 
financing of consumption-goods industries. The abolition of the ‘‘desig- 
nated bank” system, therefore, means that bank credit will henceforth 


13 New York Times, April 1, 1946. 

M4 Loc. cit. 

16 Hokubet Shimpo, May 5, 1946. 

18 Thid., March 23, 1946. 

1 Loe. cit. = 
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be made available to consumption goods industries. The measure is 
expected to speed up general reconversion considerably. Thus, it will 
influence inflation largely through its influence on production. 

There are other favorable developments of a monetary nature. On 
November 1, 1945, the Bank of Japan revised the standard discount and 
loan interest rates, and abolished the preferential treatment accorded to 
the notes of war industries. Under the new ruling, notes of war industries 
are excluded from the daily interest of 9 vin for commercial note dis- 
counting.’® The loan interest rate on the security of debentures relating 
to Manchoukuo or to war industries notes has been raised from 9.5 
rin to more than 1 sen. The interest rate on the overdraft on current 
deposits has advanced from 1 sen to 1.1 sen. In general, the monetary 
authorities (the Finance Ministry and the Bank of Japan) are presently 
pursuing a policy of extending liberal credit to producers, especially 
those of urgently required goods and services. 


Fiscal Measures 


The government had committed itself to a lability of some £56 
billions payable to war industries, insurance companies, and individuals, 
and had paid out ¥6 billions after the end of the war. In spite of bitter 
public criticisms the Shidehara administration insisted on paying in- 
demnity to war industries on the theory that such a policy was neces- 
sary to speed up general recovery. The Allied directive of November 24, 
1945, approved indemnification on condition that the payments be 
frozen in special accounts at the Bank of Japan to be withdrawn with 
Allied approval. It also required the return to the national treasury and 
the freezing of all indemnity payments above 5,000 made after August, 
1945. 

The freezing of indemnity payments has the effect of diminishing in- 
flationary pressures because it prevents an immediate flow of huge public 
funds into the income stream. To the extent that war indemnity pay- 
ments are cancelled by taxes, inflationary borrowing is minimized. 
Furthermore, the freezing of indemnity payments has a better effect on 
business incentives than a drastic policy of abandoning them would 
have. To the extent, therefore, that business incentives are improved by 
a policy of paying indemnity to corporations, production may be in- 
creased and thus reduce inflationary pressures. This is perhaps why the 
Alied Command has agreed, on principle, to the payment of war in- 
demnity. 

A more positive measure against inflation is the new capital levy and 
the property value increase tax commonly known as “a war-profits tax.” 


18 Rin= 1/10 ofa sen; sen=1/100 of a yen. 
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The capital levy against corporations has been abandoned because of the 
inflationary implications of paying with debentures. As.a result of a 
series of amendments, a capital levy is applicable against every in- 
dividual owning cash, land or securities worth more than £30,000, with 
a flat exemption of 3,000. The rates range from 10 per cent on amounts — 
under ¥40,000 to 85 per cent on amounts over 50,000,000. The es- 
timated revenue from this source is #80 billions. As for the property 
value increase tax, it covers Increases in property values between 1940 
and 1946. The rates range from 60 per cent on amounts under ¥100,000 
to 100 per cent on amounts over ¥300,000. This tax, however, is de- 
ductible from the capital levy. Furthermore, property continuously 
held during the period, except securities, is exempted. The tax is ex- . 
pected to yield approximately 15 millions. 

For purposes of collection tax-payers have been divided into three 
classes, namely, Class A consisting of property owners with more than 
¥500,000, Class B with 3£100,000 to 34500,000, and Class C those below 
100,000. The order of collection is Classes A, B, and C. They are all 
expected to pay most of the property taxes within the fiscal year 1946, 
but because of the need to liquidate holdings some delayed payments 
are considered inevitable. For this reason two years is set as a limit. 
Thus, both the period and the method of collection are calculated to 
have anti-inflationary effects. Moreover, the revenue from these prop- 
erty taxes will go a long way toward balancing the budget, thus prevent- 
ing inflationary public borrowing and spending. It is probable that some 
property owners will dishoard the supply that they hold in order to pay 
the taxes. This would increase the total commodity supply and, hence, 
keep prices down. Against this must be weighed the possibility that the 
taxes may somewhat reduce business incentives and thus retard produc- 
tion. , 

The Allied directive of November 24, 1945, also required the termina- 
tion of payment of all military service pensions after February 1, 1946. 
This measure is to remove an annual burden of ¥1.5 billions. In terms 
of the estimated outlay for the fiscal year 1946, this sum represents a 
nearly 11 per cent saving. The measure materially helps toward bal- 
ancing the budget and also prevents a net addition to the money supply. 

Perhaps the most important fiscal measure against inflation is the 
new policy of balancing the national budget. For deficit financing has 
been the greatest single cause of inflation. The 1946 budget consists of a 
total revenue of ¥13,328,391,000 and a total outlay of #12,813,885,000." 
In contrast, this latter figure amounts to only 12 per cent of the total 
outlay approved for the fiscal year 1945. Taxation dominates the 


19 Yomiuri Hochi, Dec. 6, 1945. ° 
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revenue side. According to Finance Minister Shibusawa, the estimated 
total revenue for the fiscal year 1946 consists of 77 per cent from taxes, 
14 per cent from government business, and the rest from unspecified 
sources.”° This great reliance on taxation is as it should be during in- 
flation, but the government plan to increase consumption taxes has been 
severely criticized.* However, it is undeniable that consumption taxes, 
together with property taxes and other levies, supplement the monetary 
measures already mentioned in reducing the money demand. A great 
deal depends on how much and how soon these taxes will absorb the 
excess of cash balances. 


Supplementary Measures 


Supplementary anti-inflation measures have to do mainly with the 
supply side. The Allied directive of September 22, 1945, gave priorities 
to the production of food, clothing, and housing in the allocation of raw 
materials, equipment, and labor. The government has abandoned the 
price control of fresh foodstuffs in order to stimulate food production, 
and has also stopped the rationing of clothing. Thus, both the Japanese 
government and the Allied Command are encouraging the production of 
consumers’ goods. Some encouraging results were already discernible 
toward the end of 1945.” 

Nevertheless, the production of consumers’ goods still lagged behind 
that of producers’ goods. For instance, coal output in February, 1946, 
reached 35 per cent of the 1935-37 average and electric power 90 per 
cent, but manufactured goods only 9 per cent.* It is interesting to note, 
in this regard, that the Mitsubishi plant in Kyoto, which produced 
planes during the war, has started automobile production and that 
other former war plants are following suit. However, these are excep- 
tional cases, for the production of consumers’ goods is being carried on 
largely by medium and small factories which have survived air raids. 

Foreign trade approved by the Allied Command, though small in 
extent, will also improve the supply situation. The total value of ex- 
ports for 1946 is estimated at 25 per cent of the 1934-39 average. The 
foreign exchange thus obtained is to be used to pay for the imports 
essential to the maintenance of “the minimum standard of living.” A 
net addition to the supply of goods, which imports imply, will help keep 


20 Loc. cit, 

21 See Prof. Y. Kazahaya, op. cit. 

2 Soon after the surrender some 50 textile factories started producing civilian clothes. 
(Mainichi, Oct. 3, 1945.) Toward the end of 1945 pots and pans, electric plates, buckets, 
needles, shoes, matches, electric bulbs, radios, bicycles, and other consumers’ goods began ap- 
pearing in the market, though in small quantities. (Nippon Times, January 6, 1946). 


43 New York Times, April 1, 1946. 
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domestic prices down. This addition is not likely to be offset by a net 
loss incident to commodity exports, for such exports exclude those com- 
modities which are urgently required by domestic consumers. More- 
over, imports are expected to have the effect of frightening merchants 
and farmers into dishoarding much of the supply that they hold in 
anticipation of higher prices. The United States is at present supplying 
a certain amount of food to Japan in order to “protect American forces 
against starvation riots.” This American food policy in Japan also helps 
to reverse the inflationary trend. 

The new land law is likely to affect inflation. According to the new 
law all farm rentals must be paid, not in kind as was the case before, but 
in money. In view of the fact that farmers have paid in the past as much 
as 70 per cent of their rentals with crops, the amount of cash that they 
now need for the payment of rent will be proportionally large. In order 
to obtain cash farmers would dishoard the stock on hand or sell new 
produce to urban areas. This would increase the food supply in urban 
areas and hence keep the cost of living in those areas from rising. More- 
over, the resultant transfer of income from towns to the country would 
reduce urban purchasing power, and consumer spending with it. On the ` 
other hand, the change in the method of payment from kind to money in 
rural areas may become such a big institutional factor in the velocity of 
“money as to offset the above anti-inflationary effects somewhat. 


Conclusion 


The foregoing analysis of the various methods of controlling inflation 
in Japan shows that, on the whole, these methods are too indirect and 
too negative to be highly effective in the immediate post-war period. 
Thus far monetary measures have proved more effective than fiscal 
ones simply because it takes time for the full impact of the latter to 
make itself felt. Of all the measures taken, the balancing of the budget 
is of crucial importance. The net results thus far have been to keep 
inflation from assuming greater proportions. But this must be considered 
a success in view of subnormal production. Japanese experience com- 
pares favorably with French, Belgian and other European experience. 
It should be mentioned that the degree of success Japan has achieved in 
combating inflation is a favorable commentary on Allied economic 
policy. 

In order to overcome inflation completely much more is required than 
fiscal and monetary measures. Fiscal-monetary policy needs to be 
coördinated with price, wage, and production policies. The present 
system of rationing is not coupled with rigid price control. Black market- 
ing can be minimized by more rigid price control, although it cannot be 
eliminated except by increasing production. The abolition, of production 
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control was premature, indeed. Thus far the newly organized trade 
unions have refrained from strikes in order not to retard production. 
But they will in time demand higher wages to match the higher cost 
of living. Yet there is no wage policy on the part of the government to 
forestall the possibility of a race between wages and prices. If inflation 
persists despite all the measures taken, Japan may find it necessary to 
adopt such rigid economic controls as proved effective during the war. 

There are non-economic factors which are conducive to the eventual 
control of inflation in Japan. The unified Alied Command under 
American leadership facilitates the execution of the Japanese govern- 
ment’s anti-inflation program. The inclusion in the Diet of more demo- 
cratic elements as a result of the recent general election is bound to have 
a favorable influence on the effort to control inflation. Increasing politi- 
cal stability will raise business confidence and hence encourage greater 
production. The growing democratic movements in other countries will 
certainly have favorable repercussions in Japan. These developments are 
likely to affect the Japanese economy even in relatively short periods, 
with the result that the fiscal and monetary measures against inflation 
will be greatly reinforced. 


ECONOMICS IN THE WAR PERIOD* 
By PauL T. Homan 


I. Pre-War Trends in Economic Thought 


Economics is sometimes regarded with some show of envy by other 
social scientists because of its reputation for having a more precise 
analytical discipline than they have ready to their hands. This is no 
doubt in a degree true, but the advantage is not at all times very clear 
to economists who are struggling against the weaknesses and imper- 
fections of their discipline and trying out exploratory innovations. So 
‘far has the experimental spirit carried during the past three decades 
that it is hardly correct to say that there exists an agreed discipline of, 
economic analysis. Rather there is a series of more or less inter-related 
disciplines in a degree complementary, in a degree competitive, with 
some difference of opinion concerning what is complementary and what 
competitive. 

Since all sciences except mathematics are compounded of a body of 
objective phenomena, a body of analytical method wherewith to estab- 
lish or state the relations between phenomena and a statement of estab- 
lished relations, an essential preliminary to analysis is to delimit the 
phenomena or aspects of phenomena which are the subject of analysis. 
It is perhaps in the supposed existence of an economic criterion or 
benchmark, even more than for its analytical technique, that economics 
has been the object of envy. This criterion was historically the principle 
of “value” based upon rational self-interest. Since, however, the curios- 
ity of economists has not been limited to aspects of phenomena falling 
within that principle, the boundaries of the science remain vague, in 
particular as they encompass the non-rational areas of behavior and the 
areas of collective action, or as they comprehend relations which are 
not to be approached through a psychological principle. 

A great deal of what is included within the scope of economic litera- 
ture does not, in fact, involve very much in the way of theoretical anal- 


* This paper was written by request for inclusion in a forthcoming volume dealing with 
social and humanistic disciplines, 1939-1945, soon to be published by the American Council of 
Learned Societies. It is printed in the Review by kind permission of the Council. The circum- 
stances under which it was written make it highly imperfect both in topical analysis and 

bibliographical reference. While persons who have seen it in draft have, nevertheless, suggested 
that publication in the Review would be useful to economists who-have not been able to follow 
the wartime literature, I must urge that it cannot serve as a substitute for careful scrutiny 
of the book reviews and the book and periodical lists which have appeared in the Review. 
For the failure to mention important books, I can only plead inability on short notice to es- 
tablish satisfactory acquaintance with the merits of al books over the whole range of eco- 
nomic publications.—P.T.H. + 
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ysis. It is largely descriptive, establishing the institutional picture—as 
in describing the character of the banking system, the financial markets 
or the War Labor Board—and identifying particular types of economic 
problems. Since there are many such areas, some of them extremely 
complex, economists tend to become specialists in terms of their interest 
in institutions and, to the extent that this is so, while contributing to 
knowledge, they may contribute but little to the broader analysis of 
economic relations. It is, however, in the latter field that what may be 
called the development of economic thought and science takes place, a 
process generated by a very few ingenious minds though elaborated by 
many. — 

In the inter-war years various trends of thought, or fads, to take the 
worst view of some of them, were given expression. While it is difficult 
to disentangle them, the following series expresses roughly the character 
of the developments. 

1. The most pronounced trend, speaking negatively, was away from 
reliance upon analysis of the processes of the atomistic market as the 
primary content and concern of economic theory. 

2. In point of time, just after the first world war, the positive trend 
was that designated as “‘institutional,” carrying with it emphasis upon 
(a) descriptive monographs, (b) non-rational psychological factors and 
therewith a blurring of the distinctions from other disciplines, (c) quanti- 
tative (statistical) analysis, (d) as a central analytical problem, the 
explanation, or at least description, of the business cycle in unorthodox 
terms, and (e) the application of economic analysis to problems of social 
control. . . 

3. In minds less prone to unorthodoxy there was still a growing recog- 
nition of the hiatus which separated three areas of theoretical analysis, 
namely, value theory, monetary theory, and cyclical theory. 

4. In the more classical tradition, the partial equilibrium analysis 
_ of Marshall was broadly supplemented by the introduction into Ameri- 
can thought of the general equilibrium theory and therewith a tendency 
to conduct theoretical analysis in more completely mathematical terms. 

5. Also related to the classical tradition, there was a departure from 
the competitive and monopolistic assumptions of equilibrium theory 
and a development running in terms of “imperfect” and “monopolistic” 
competition—a development which led to emphasis upon the “theory 
of the firm” rather than of the broader market and tended to so great a 
fragmentation of analysis as seriously to threaten the whole foundation 
of general theory. 

6. Early experiments in cyclical theory opened out into a general 
effort to establish a theory of economic dynamics which was capable of 
introducing the time element and of establishing the temporal relation- 
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ship between variable economic quantities. The approaches were both 
statistical and mathematical. 

7. It was a long-standing frustration on the part of many economists 
that economic theory gave no answers directly applicable to questions 
of economic policy, and the dynamic analysis was looked to for some 
change in this situation. 

8. During the years immediately prior to the second world war the 
tune of economic analysis was very largely called by Keynes whose 
Treatise on Money, first, but more particularly his General Theory of 
Employment, Interest ond Money, made the only connected attack upon 
a number of the points enumerated above. While the mold of the 
General Theory was that of equilibrium analysis, its suggestiveness lay 
in the field of dynamics. Its emphasis lay away from the so-called micro- 
economic analysis of classical theory and toward macro-dynamics, or 
the explanation of temporal changes in economic aggregates such as 
aggregate savings, investment, demand and employment. By finding 
answers in terms of monetary and fiscal policy, it provided a bridge 
(however treacherous) between theory and policy. 

9. Oriented by Keynes toward aggregates and toward policy, much 
economic analysis has recently centered around the development of 
techniques whereby the nature and magnitude of aggregate economic 
adjustments can be experimented with in hypothetical figures and into 
which it is hoped that real data can be introduced as an instrument for 
economic prognostication, policy and control. 

10. It may be truthfully said that, at the beginning of the second 
world war, however usefully economists may have been employed in 
other lines of description and analysis, in so far as they were concerned 
with problems of general economic theory they were largely (a) exploit- 
ing and extending Keynes’s theory as a substitute for other theory, (b) 
adapting Keynes into their pattern of thought, or (c) attempting to 
exorcise the Keynesian “‘errors.’ 

11. The net result of the intellectual ferment of the inter-war years 
was to create a great variety of ingenious devices for extending economic 
analysis and to present many economic relations and problems in new 
lights without having led to any general consensus concerning what would 
be ephemeral and what permanent. The conceptual instruments and 
analytical techniques of economics had been greatly enriched, but the 
degree of their direct applicability to questions of policy was problem- 
atical. The setting for new applications of analysis to policy had been 
the years of depression. While the new analytical apparatus was appli- 
cable to other circumstances, its policy applications to other circum- 
stances were by no means clear or unambiguous 

12. Bearing upon the narrower technical sphere of theery and anal- 
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ysis were the broader questions of basic economic philosophy. It is 
not to be doubted that many economists, especially younger ones, had 
little emotional loyalty to the capitalist system as they knew it and 
were in some sense arranging their thoughts in relation to a more con- 
trolled economy which they thought to be either inevitable or desirable. 

13. The intellectually fascinating territory which economists had 
been exploring just prior to the war had the effect of engrossing them in 
their own discipline, so that the strong trend just after the first world 
war toward a closer association with the other social scierices had been 
largely dissipated. This fact had certain deplorable consequences in that 
many young economists, while achieving a remarkable technical com- 
petency in economic analysis, operated within an unduly superficial 
social context. 

In such a condition economics entered the war and in much the same 
condition it emerges from the war, since the circumstances during the 
war were not such as to engender much theoretical development. Along 
the way, however, some economists have had the opportunity to try out 
their concepts and methods, in the analysis of wartime problems and 
post-war prospects. A notably able group of younger economists has 
emerged, and it is in the areas of discussion and argument which they 
carry on among themselves that interest now largely centers. 

As always happens, any discussion of trends in economic theory exag- 
gerates the differences among economists. It has often been observed, 
however, that the more concrete the phenomena and the more restricted 
the relations to which any group of economists must address themselves, 
the more nearly their practical judgments coincide. So it has been during. 
the war, and large numbers of economists have worked together in 
unity and harmony in a great variety of tasks for which their type of 
training in critical analytical thought had prepared them well. 


Il. Wartime Economic Publications 


That the concrete subject matter of economic study is varied and 
complex is illustrated by the fact that in the American Economic Review 
publications are classified under 22 headings, many of which are them- 
selves multiple. Since publication continued at a relatively high level 
during the war, it is clearly impossible in short compass to give a com- 
prehensive review of the wartime literature. Attention will therefore be 
limited to identifying certain trends in the literature and to noting out- 
standing publications, at the unavoidable cost of seeming invidious in 
matters of including and excluding particular titles. 


Books 


Relatively little is to be found in the more conventional areas of 
theoretical writing. In the history of doctrine, J. J. Spengler produced a 
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noteworthy volume on French Predecessors of Malihus (1942), G. J. 
Stigler brought out Production and Distribution Theories, the Formative 
Period (1941) and S. L. Levy, a volume on N.W. Senior (1943). E. 
Whittaker produced a general textbook in this field. | 

A. W. Marget in 1942 published the second volume of his monu- 
mental Theory of Prices which included an elaborate refutation of the 
Keynesian “heresies.” Other volumes of considerable merit which 
carried forward pre-war trends of theoretical discussion were The Theory 
of Competitive Prices (1942) by G. J. Stigler, Monopolistic Competition 
and General Equilibrium (1940) by R. Triffin, and Anticipations, Uncer- 
tainty and Dynamic Planning (1940) by A. G. Hart. A unique, formida- 
ble and quite unclassifiable mathematical contribution to economic 
analysis, especially with respect to the interesting economic problems 
of monopolistic competition, appeared in The Theory of Games and Eco- 
nomic Behavior (1944) by J. von Neumann and O. Morgenstern. 

Certain other volumes, though oriented toward special subject mat- 
ters, were also of particular interest as developments or applications of 
analytical method. Among these may be especially noted A Theoretical 
Analysts of Imperfect Competition, with Special Reference to Agricultural 
Industries (1941) by W. H. Nichols, General Equilibrium Theory in In- 
ternational Trade (1944) by J. L. Mosak and International Trade and the 
National Incomé Multiplier (1943) by F. Machlup. 

Perhaps the most ambitious theoretical work published in the war 
years was Economics of Control (1944) by A. P. Lerner, which repre- 
sented the apotheosis of the extensive pre-war writing on “welfare 
economics.” Though incorporating a Keynesian viewpoint, it deals 
broadly with the basic problems of optimum allocation of economic 
resources, attempts to define the proper réle of government in this 
process, and without equivocation assigns to economists the rôle of 
formulating and evaluating economic policies in the social interest. In 
, defining the rôle of government, Lerner relies heavily upon the use of the 
fiscal powers, developing his theory of “functional finance,” and in that 
respect the book merges into the literature of business cycles and ‘‘full 
employment” noted below. In somewhat the same orientation but of 
more limited scope is Price Flexibility and Employment (1944) by O. 
Lange. Another volume of outstanding interest is The. Theory of Capital- 
ist Development (1942) by P. M. Sweezy. 

A considerable number of general textbooks appeared during the war 
in new or revised form of which, it may not be too invidious to suggest, 
Economic. Analysis (1941) by K. E. Boulding and Economic Analysis 
and Public Policy (1943) by M. J. Bowman and G. L. Bach have a spe- 
_ cial interest by reason of incorporating the newer analytical techniques 
into elementary instruction. The same-may also be saideof The Social 
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Framework of the American Economy by J. R. Hicks and A. G. Hart, 
adapted from Hicks’s British original. 

A considerable literature developed in what may roughly be called 
the field of business cycles, some of a strictly theoretical and analytical 
character, some merging into discussions of war finance and the prob- 
- Jems and policies of the post-war world. Just prior to the war there had 
been two notable contributions to this field, Business Cycles (1939) by 
J. A. Schumpeter and Prosperity and Depression (revised 1941) by G. 
Haberler, the latter contributing a noteworthy summary of the recent 
literature of the subject. A republication of outstanding articles in the 
. field was presented in Readings in Business Cycle Theory (1944). 

Pre-war thought in this field, giving effect in various degrees to the 
Keynes influence, was represented by a group of books published after 
1940: Fiscal Policy and Business Cycles (1941) by A. H. Hansen, Invest- 
ment and Business ‘Cycles (1941) by J. W. Angell, Full Employment 
(1941) by J. H. G. Pierson, Deficit Spending and National Income (1941) 
by H. H. Villard, and The Creation of Purchasing Power (1942) by D. 
McC. Wright. Hansen’s volume crystallized a great body of earlier 
analysis in the Keynesian vein to suggest the broad use of the fiscal 
powers of government as a means to economic stability. Pierson’s book 
placed its emphasis upon the use of such powers to support aggregate 
consumption directly, rather than upon the usual Keynesian device of 
supporting investment to offset savings. The type of analysis presented 
by such books was widely popularized, even vulgarized, in lesser works. 
A number of textbooks and other contributions to cyclical discussion 
appeared especially in the early years of the war. 

The literature which proposed to utilize the borrowing powers of the 
government without assignable limit as the instrument for achieving 
and maintaining full and stable employment provoked a reaction, both 
against the assumptions upon which their long-range outlook was pred- 
icated and against the presumably dangerous consequences of the 
proposed policies. This counterattack is not well represented in much 
writing of high quality, but may be seen at its most emphatic in The 
` Bogey of Economic Maturity (1944) by G. Terborgh and The New Philos- 
obhy of Public Debt (1943) by H. G. Moulton. Such views also have 
been vulgarized and have given rise to defenses of the status quo which 
are no part of the sober judgment of the responsible economists. 

The type of literature outlined immediately above, while technical 
in character, has points of contact with certain other deep-seated con- 
flicts of social and economic philosophy, which may be roughly described 
as lying between those who are less addicted and more addicted to the 
liberal philosophy, in the old-fashioned meaning of the phrase. This 
divergence ofe view is more easily illustrated in the English literature. 
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Hayek’s Road to Serfdom brought rejoinders in book form from Finer 
and Wootton, while the liberal writings of Hutt and Fisher, for example, 
run strongly counter to those of Keynes, Beveridge, Kaldor, and the 
Oxford Institute of Statistics authors of The Economics of Full Employ- 
ment. The variations of theme between more planning and less planning 
are too numerous to review briefly, but the two orientations are quite 
clearly discernible. In the United States, the most extreme statement of 
the liberal viewpoint during the war was in two books by L. von Mises, 
Omnipotent Government (1944) and Bureaucracy (1944). Sober analysis 
of the social problems of a liberal world are to be found in Soczal Goals 
and Economic Institutions (1942) by F. D. Graham and Capitalism, 
Socialism and Democracy by J. A. Schumpeter. Toward the “planning” 
side were a number of volumes of which The Unfinished Task: Economic 
Reconstruction for Democracy (1942) by L. Corey, is representative. 

As the circumstances first of the defense program, and then of the 
actual state of war, overtook the United States, the attention of econo- 
mists turned increasingly to the economic problems of war. Several 
general books and symposia on the economics of war appeared and a 
certain amount of rather desultory writing upon the physical aspects 
of preparation for war. The most elaborate and cogent economic analysis 
of the early war years was, however, devoted to the fiscal aspects, in 
particular to the problem of inflation. Oddly enough, or perhaps because 
it had been adequately done before, there was very little discussion like 
that during the first world war about how a war is “really financed” as 
between present and future generations as a result of taxing or borrow- 
ing. The shades of Pigou, Bickerdike, Seligman, Hollander, Davenport, 
et al. took care of this problem. 

Much of the best discussion of the fiscal problems of war took place in 
the periodical literature. Much of it also was done in unpublished memo- 
randa in government offices. There were, however, a number of sub- 
stantial books on the subject, including Paying for Defense (1941) by 
A. G. Hart and E. D. Allen, Fiscal Planning for Total War (1942) by . 
W. L. Crum, J. F. Fennelly and L. H. Seltzer, A Treatise on War Infla- 
tion (1942) by W. Fellner and Taxing to Prevent Inflation (1943) by C. 
Shoup, M. Friedman and R. P. Mack. Even in this field, Keynes rather 
led the way with ideas presented in his How to Pay for the War as well as 
concepts from the General Theory. 

Theories of the process of inflation ran generally in terms of the gen- 
eral amount of demand for goods relative to their supply. After “full 
employment” is reached and output is no longer expansible, expansion 
of government war spending (or private investment) over what people 
will be willing to save at full employment, will give rise to an “‘inflation- 
ary gap.” The government will get its war material, but only by bidding 
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up prices. But the price rise only ‘‘closes the gap” in a momentary sense. 
The higher value of output and sales constitutes the profit or wage in- 
come of the community, and again there is an incipient inflationary gap. 
Thus, inflation would tend to proceed at some compound-interest rate, 
the exact speed depending upon the magnitude of war spending in 
comparison with civilian saving, the extent to which wage demands 
rather than profits absorb the higher costs, the time-lag between the 
receipt of income and its expenditure, forward speculation, etc. The 
prescribed preventatives ran to extremely severe income and spending 
taxation or heavy borrowing—forced if necessary—out of incomes which 
would otherwise be spent on consumption. 

In practice, the fiscal measures adopted were much less severe than 
those proposed by economists. Since inflationary developments were far 
less marked than was feared, one is in retrospect compelled to conclude 
that almost all economists underestimated the extent to which direct 
controls and increased production could hold the price line and organize 
the war effort. : 

One interesting by-product of the wartime fiscal analysis was some 
very interesting technical development in the processes of analyzing 
and anticipating changes in the national income. There developed some 
difference of professional opinion as to whether it is preferable to use 
rough objective data largely admixed with personal judgment or to use 
precise but arbitrary data as the basis for forecasting.. 

The arts of national income and employment forecasting became even 
more engrossing as economists began to look forward to the post-war 
period and to consider the character and magnitude of the readjustments 
to be made therein and the means to rapid reabsorption of the working 
population in peacetime pursuits. Not very much of the elaborate dis- 
cussion of these matters has reached book form. A good deal of the 
analysis followed the ‘‘offsets-to-savings”’ method of income analysis— 
but with widely varying results. The pattern of saving against income 
was estimated from past data on national income, consumption, and 
savings, and from family-budget studies. Allowances were made for 
backlogs of war-deferred demand for consumers’ durables and for the 
accumulations of wartime liquid wealth and savings. Investment fore- 
casting was recognized as more difficult. One school tried to use past 
statistical regressions against incomes. Others objected to this, saying 
that this only gave one back in concealed form the saving schedule and 
not an invesiment schedule. They preferred to use their qualitative 
judgment. In general, though not uniformly, the former method pro- 
duced optimistic guesses, while the latter ordinarily came out with 
relatively low long-run private investment and a need for aggressive 
fiscal policy. e 
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The pessimists went awry in their forecasts of a deep slump and large 
unemployment immediately following the war primarily because con- 
sumption expenditure, particularly in the non-durable categories, 
turned out to be very much greater than anyone had expected from 
previous patterns. There is irony in the fact that those who were most 
right during the war—as compared to the repeated forecasts of the 
“wolf of inflation” by reason of underestimation of the country’s pro- 
ductive capacities and the efficacy of direct controls—later proved to 
be most wrong. It would appear that forecasting is still a black art. 
But economists who strongly believe in fiscal means of maintaining full 
employment must assume the possibility of improvement in this respect, 
since timely anticipation is the very heart of the effective use of such 
means. It is, indeed, upon this practical question, rather than upon the 
validity of the theoretical analysis, that the judgments of many econ- 
omists part company. 

A convenient introduction to some current methods of national in- 
come and national product accounting, including the relations between 
' public expenditure, private investment and consumption is to be found 
in National Budgets for Full Employment (1945) published by the Na- 
tional Planning Association. Various aspects of post-war programs and 
prescription are to be found in Present Savings and Postwar Markets 
(1943) by S. H. Slichter, Markets after the War (1943) by M. Livingston, 
Demobilization of Wartime Economic Controls (1945) by J. M. Clark, 
Postwar Economic Problems (1943) and Economic Reconstruction (1945) 
both edited by S. E. Harris, Financing American Prosperity (1945) 
edited by P. T. Homan and F. Machlup, and The Economics of Peace 
(1945) by K. E. Boulding. Problems of post-war economic policy have 
also been dealt with in a highly competent fashion in a series of studies 
sponsored by the Committee for Economic Development, including a 
valuable summary policy statement in Jobs and Markets (1946). 

The great potential importance of national income accounting lends 
special weight to the fundamental scientific works of S. Kuznets, Na- 
tional Income and Its Composition, 2 Vols. (1941) and National Product 
in Wartime (1945), as well as to the later volumes in the series, Studies 
in Income and Wealth, published by the National Bureau of Economic 
Research. In this connection, mention must also be made of the ex- 
pansion and improvement of national income studies in the Department 
of Commerce and publication in the Survey of Current Business of in- 
come data which was basic to current discussion of the economic out- 
look. 


1 The form of the preceding five paragraphs is largely based upon notes supplied by Pro- 


fessor P. A. Samuelson. A 
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_ The preceding survey perhaps adequately presents the primary trends 
in economic literature during the war, but it leaves out of account many 
useful, and a few notable, books in various special fields. 

There was a considerable amount of publication in the field of eco- 
nomic history of which by far the most notable was M. Rostovtseff’s 
three-volume Social and Economic History of the Hellenistic World 
(1941). C. W.' Wright completed his long-awaited Economic History 
of the United States (1941). 

After 1939 there appeared the two-volume survey of Government and 
Economic Life (1940) edited by L. S. Lyon. Notable earlier articles were 
republished in Readings in the Social Control of Industry (1942). The 
numerous hearings and monographs of the Temporary National Eco- 
nomic Committee also appeared, giving rise to a considerable grist of 
later books on the institutional structure of the American economy. A 
supplement to the American Economic Review containing articles on 
the work of the TNEC was issued in 1942. 

Outstanding, but difficult to classify because it is several books in 
one, is N. J. Silberling’s encyclopaedic Dynamics of Business (1943). It 
might perhaps be placed with the cyclical literature since it analyzes 
trends, cycles and time relationships since 1700 and their bearing upon 
government and business policies, giving emphasis to the inconsistency 
of the manner in which capital and credit resources have been used with 
continuous and orderly expansion. In the field of business organization 
and practice, outstanding titles have been Price Making in a Democracy 
(1944) by E. G. Nourse and Business as a System of Power (1943) by R. 
A. Brady, the latter a relentless unveiling of the textbook story of 
business as a system of service. 

In the monetary and international fields one finds The Gold Standard 
Reinterpreted (1940) in two volumes by W. A. Brown, Jr., Exchange 
Conirol in Central Europe (1943) by H. S. Ellis, excellent textbooks by 
H. L. Reed, G. N. Halm and L. V. Chandler and other useful studies by 
J. Viner, E. Staley, A. H. Hansen, N. S. Buchanan, C. B. Hoover, P. T. 
Ellsworth and others. The extensive discussions surrounding the inter- 
national monetary conferences gave rise to descriptive and analytical 
accounts by G. N. Halm and M. A. Heilperin. 

There was extensive publication in the field of labor economics, with 
special interest attaching to Union Policies and Industrial Management 
(1941) by S. H. Slichter, The Dynamics of Industrial Democracy (1942) 
by C. S. Golden and H. J. Ruthenberg, Wage Determination under 
Trade Unions (1944) by J. T. Dunlop, and the third and final volume 
of the monumental Economics of Labor by H. A. Millis and R. E. 
Montgomery. In a notable volume, From Relief to Social Security (1941), 
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Grace Abbott epitomized a critical decade of the development of 
thought on this subject. 

Finally, certain spheres of technical interest remain to be mentioned. 
A substantial amount of work was done, especially at the National 
Bureau of Economic Research, on the development of statistical cost 
functions, pioneered by J. Dean, epitomized in Cost Behavior and Price 
Policy (1943) and discussed controversially in the periodical literature. 
Some considerable progress was made during the war in the statistical 
techniques for measuring economic relations and in this connection the 
work of T. Haavelmo and others at the Cowles Commission will no 
doubt receive increasing attention. Among the outstanding publications 
of the Commission were The Probability Approach in Econometrics by T. 
Haavelmo and Studies in Mathematical Economics and Economeirics. 
W. W. Leontief’s “tableau” of the economic system in his The Structure 
of the American Economy and other publications presented an extremely 
interesting innovation in economic analysis. 


The Economic Journals 


The preceding survey of economic publications in book form is far 
from telling the whole story. Much of the seminal thinking in economics, 
as well as more pedestrian material, is normally published in the eco- 
nomic journals. The same was in a measure true during the war, although 
it was in considerable degree impaired by the fact that most of the econ- 
omists who might have contributed most effectively to current dis- 
cussion were employed in war agencies and either not in a position to 
publish or otherwise too busily engaged to do so. 

All the economic journals succeeded in maintaining regular publica- 
tion during the war, the American Economic Review at about its normal 
size and the Quarterly Journal of Economics, the Journal of Political 
Economy and Econometrica at less than normal size. 

Running far ahead of all other topics in number and volume was that 
of public finances and fiscal policy in a great variety of ramifications. 
During the early period of the war considerable attention was given to 
the inflationary potentialities of wartime borrowing and expenditures 
and to analysis of the inflationary process and of the so-called inflation- 
ary gap. A good example is a paper on “The Inflationary Gap” by 
Walter Salant. Later the discussion turned to problems which may gen- 
erally be described as “the burden of the debt” and to various detailed 
aspects of fiscal policy and administration. 

Beyond this the contents of the journals ran very largely to the normal 
pattern of special institutional studies of one sort or another. Just before 
and after the beginning of American participation in the war, there was a 
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considerable run of articles on monetary reform and on a variety of as- 
pects of industrial organization and policy, much of it an aftermath of 
the investigations of the Temporary National Economic Committee. 
Later the articles were more topical to the war economy, as in papers on. 
price regulation, labor controls, raw materials controls, and forward 
glances toward liquidation of war economy or advanced proposals for 
annual wages. Illuminating and interesting in detail, none of these 
articles stand out as especially striking contributions to thought or 
knowledge. 

The articles in the conventional spheres of theoretical analysis were 
not numerous nor especially distinguished. There was a considerable 
spate of articles on ‘‘the stability of equilibrium” and upon “the multi- 
' plier,” two articles on “The International Trade Multiplier” by L. A. 
Metzler being especially outstanding. Useful contributions to methodo- 
logical discussions were made by a number of writers. 

The Keynesian theme ran strong in much of the periodical literature, 
not, however, to any great degree in abstract theoretical developments, 
but rather in the orientation of discussions of fiscal policy on the one 
hand and in the formulations of models for use in economic forecasting 
on the other. In this connection mention may be made of an article on 
“Fiscal Policy and Income Determination” by P. A. Samuelson. In a 
rather outstanding appraisal, D. McC. Wright brought to focus the 
terms upon which Keynes might be absorbed into the fold of economics, 
rather than routing and replacing the flock. 

Toward the end of the war and just afterward, there crept into the 
journals what were, indeed, but faint echoes of the methods and results 
of experiments in forecasting by which government economists were 
attempting not merely to prognosticate the post-war employment and 
production conditions, as a basis for reconversion policies, but also to 
lay the basis for more permanent types of “national budgeting.” Articles 
by A. Smithies and J. Mosak on “Forecasting Postwar Demand” and 
by Hagen and Fitzpatrick on “National Output at Full Employment in 
1950” illustrate developments in this interesting field. 

The mildly interesting and relatively mediocre character of the con- 
tents of the journals during the war, especially in its later stages, was in 
marked contrast to the intense intellectual effort, inventive ingenuity 
and tough controversy which was concurrently going on among the more 
able government economists. The circumstances of wartime presented a 
sort of impasse in that enough fertile thought was going into inter-office 
memoranda to fill whole issues of journals on various economic subjects, 
but it could not be presented to readers at large either because it was 
included in restricted documents or because those responsible were too 
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preoccupied to prepare manuscript for publication, or both. The fer- 
ment of thought and analysis, and its implications for basic policy, have 
therefore only begun to be fully conveyed to the broader ranks of econ- 
omists in post-war periodical articles. 


Ill. The American Economic Association 


During the years since 1939, the post of President of the American 
Economic Association has been held by F. C. Mills, S. H. Slichter, E. G. 
Nourse, A. B. Wolfe, J. S. Davis, and I. L. Sharfman in that order. 
During the war years it was impossible on account of transport diff- 
culties to hold the usual annual meetings but, even so, local meetings 
. were held in Washington where so many of the country’s economists 
were concentrated. The programs were for the most part devoted to 
analysis of the economic problems of war and of the post-war period. 
Annual volumes of papers and proceedings of normal pre-war size were 
‘issued as supplements to the American Economic Review. 

During the war years the Association engaged in an unusual number of 
activities through special committees. These included committees on 
Book Reviewing, Re-publication of Articles, Economists in the Public 
Service, Research, Source Book of Economic Statistics, Undergraduate 
Teaching of Economics and Training of Economists, and Development 
of Economic Thinking and Information. The last-named committee has 
proposed a periodic volume to be known as the Review of Economics and 
as a first volume a review of contributions to economics during the war 
years as an aid in the “reconversion” of economists. 


IV. Wartime Activities of Economists 


The exigencies of the organization for war were such as to constitute a 
draft of a large fraction of the economists and economic statisticians for 
wartime service in government agencies—not only of economists of 
established position and reputation, but also of younger men down to 
most of the graduate students who were not caught in the military drait. 
For satisfying this demand for economists, the events of the years since 
1933 had furnished a substantial foundation, in that considerable num- 
bers of economists had been concerned with initiating and staffing the © 
economic measures of the Roosevelt administration, and there had been 
built up in Washington a staff of civil servant economists distributed 
through numerous agencies. These furnished a pool which was freely 
drawn upon to staff‘the expansion of wartime agencies. 

Starting in 1940 there began, in addition, an invasion of the colleges 
and universities to recruit economic advisers and consultants for the 
Advisory Council on National Defense. As this body subdivided into 
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the various “‘defense” agencies in 1941, the demand increased and, after 
Pearl Harbor, reached such proportions that many campuses were 
largely stripped of their teaching personnel. 

Roughly, the services called for can be divided into five broad fields, 
those concerned with (1) price control and rationing, (2) the physical 
preparation for war, (3) the fiscal and financial aspects of war, (4) the 
mobilization of manpower, and (5) economic intelligence. 

Without doubt the sphere in which economists played the largest part 
was that of price control and rationing. The system was largely con- 
ceived and put into operation by economists who for a period made up 
the bulk of its administration as well as its technical staff. The first chief 
was Leon Henderson, a government economist. Early recruits were 
Donald H. Wallace and Paul M, O’Leary who rose to high adminis- 
trative posts in the Office of Price Administration, the latter becoming 
the chief rationing officer of the United States. J. K. Galbraith became 
chief price control officer. Richard Gilbert became head of a far-flung 
‘research organization. It is, however, invidious to mention names, be- 
cause the roster of OPA contained so large a number of the best-known 
economists in the United States. Some like J. M. Clark, who were not 
regular members of the organization, served as part-time consultants. 

The use of economists in the OPA was by no means confined to the 
administrative and research staff in Washington. They were equally 
drawn upon to staff, and frequently to head, the regional offices. The 
predominance of economists in the operations of OPA came to an end 
when, in response to the furore which was whipped up against “the 
professors,” the Congress in 1943 passed a provision which debarred 
them from high administrative posts, in the sphere of price control. 
Many moved away to other activities, but a great number remained, 
some in high advisory posts and others at every level in research, an- 
alytical and secondary administrative posts. Economists were without 
question the architects and builders of OPA, one of the most essential 
and in a broad sense successful of the war agencies. 

The place of economists in the War Production Board was of necessity 
much less marked since the organization of the nation’s productive 
resources for war was primarily a task for members of industry. Even 
so, the part played was very large. Economic statisticians in particular 
had a large part and devised and operated the system of statistical 
records upon which the central planning and control of war production 
was dependent. At the head of this work was Stacy May aided by R. R. 
Nathan, E. B. George, M. A. Copeland and other able lieutenants, with 
a staff running into hundreds. The central control instrumentalities, 
such as the Requirements Committee and the Controlled Materials 
Plan, were largely devised and staffed by economists, some of whom took 
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important administrative posts and one of whom, Lincoln Gordon, 
eventually became Program Vice Chairman. The Combined (Anglo- 
American) Boards were similarly staffed primarily with economists and 
statisticians. T. Blaisdell served as U. S. Minister in London, heading 
the Mission for Economic Affairs during the latter part of the war. 

Less extensive, but still marked, was the part played by economists in 
the other agencies concerned with the physical aspects of war, especially 
in their planning and control aspects, such as that of R. M. Bissell in 
the War Shipping Board, C. A. Dearing in the Office of Defense Trans- 
portation, and Isador Lubin in the Munitions Assignment Board, 

Of similar character and importance were the positions of Wiliam 
Haber, J. D. Brown and others on the side of planning the utilization of 
the labor force in the War Manpower Commission and the War Produc- 
tion Board, of the many economists in the service of the War Labor 
Board, and of L. Currie, F. V. Coe, J. W. Angell and others in the activi- 
ties of the Foreign Economic Administration. 

On the side of fiscal and financial affairs, the technical staffs of the 
Treasury Department, the Bureau of the Budget, and the Federal 
Reserve Board were expanded and exerted a broad influence upon 
policy. Under the leadership of Harry White, economists worked out 
the American plans for international financial institutions, represented 
the country at the Bretton Woods Conference, and.have taken impor- 
tant posts in the new organizations. In addition to the services of their 
regular staffs, the Treasury called in such experts as C. A. Shoup, and 
the Federal Reserve Board such as A. H. Hansen, G. Haberler and 
H. S. Ellis, to engage in fundamental studies. R. Trifin performed out- 
standing work for the Federal Reserve Board in connection with the 
reorganization of central banks in Latin America. 

Not the least important, but least publicized, field of wartime service 
for economists was the far-flung research conducted in direct support of 
military operations, partly in the Board of Economic Warfare, but 
_ mainly in the Office of Strategic Services, an operation which brought 
some economists, especially E. S. Mason, into the upper tiers of intelli- 
gence officers. W. Riefler served as U. S. Minister in charge of economic 
warfare in London. 

The armed services, while they greatly T E their statistical 
services, did not call upon economists in any degree comparable to the 
civilian ‘agencies, though scattered through their analytical branches 
were a considerable number, especially younger men in uniform. 

In the aftermath of the war, one striking development has been the 
movement of economists into the vastly expanded economic sphere of 
the State Department. This movement started during the war, es- 
pecially in preparations for making the peace. It has more recently led to 


870 THE AMERICAN ECONOMIC REVIEW [DECEMBER 


the transfer of scores of economists into the department and the occupa- 
tion of key administration positions by E. S. Mason, W. L. Thorp, Clair 
Wilcox and other well-known economists. 

There is perhaps little use in calling the roll of other agencies. It 
can be succinctly stated that the mobilization of the nation’s resources 
for war presented an environment which gave broad scope for the 
specific knowledge and analytical traits which are induced in an econo- 
mist’s training, and provided also the opportunity for the development 
in many of high administrative faculties. In this respect, the way opened 
-for economists in wartime service was, in degree, quite beyond that for 
persons brought up in any other academic discipline except, perhaps, for 
physical scientists in various fields of research, eRe that of atomic 
research. 

This is, let it be hastily added, not to be said in reverse. The fact 
is that the broadened economic functions of government, themselves in 
some considerable degree related to the consequences of war, promise a 
continuingly large place for economists in the public service, and this 
fact poses some of the most practical questions that will have to be. 
considered with respect to the future training of economists. 

Most young economists under thirty were drawn into the armed forces 
and not many over fifty went into government service except upon a 
part-time consultative basis. It was therefore the qualities of the rela- 
tively young economists which were put to the test by the war. In 
infinitely varied ways these proved to be on the whole qualities well 
adapted to the tasks assigned. 

Wartime experience occurred, however, within a closed philosophical 
framework, so to speak. Aims and ends were given. Only means were 
sought. Wartime experience therefore provides no light upon the 
capacity of economists to provide, in the practical setting of public 
events, their capacity to bring guidance to the trend of peacetime- 
economic activities of government. There are those who say that this is 
no function of the economist, as the carpenter is not expected to con- 
ceive a house. Strictly speaking, no doubt this position can be defended. 
But someone must conceive a house and, politically speaking, it is 
nobody’s business to train the architect. Training in economics should 
provide a better apprenticeship than most, and if architects fail to de- 
velop from this school, it will be due to the absence of really large in- 
tellects in the field or defects in their training which stunt the imagina- 
` tion and the will to conceive. It is, nevertheless, not to be doubted that 
the training of economists provides a pool from which to meet the call 
for expanded technical a in peacetime activities of the govern- 

ment. 


Wartime expenenee, it may properly be supposed, represented an 
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important stage in the evolution of the relation of economists to society. 
Looking to the future, it appears certain that they will occupy a much 
larger place in public affairs than heretofore,,a new range of responsibil- 
ities which will, however, in no sense impair the critical and analytical 
functions which they have always performed in the free intellectual 
atmosphere of the universities. 


V. The Colleges and Universities 


From what has already been said about the great absorption of 
academic economists into the public service, the situation in the colleges 
and universities may be readily inferred. A very large proportion of the 
teachers were in absentia. At home, graduate students were practically 
non-existent and upper-division students also gradually disappeared in 
the draft. Normal teaching duties were thus reduced to a minimum. 
With most younger men gone, the remaining professors undertook 
elementary courses or were drawn into abnormal duties. On many 
campuses this consisted of providing special types of instruction to 
Army and Navy students, such as “area courses” for personnel assigned 
to military government courses or, together with teachers garnered from 
many. departments, presenting courses in American history, elementary 
mathematics or other subjects for students in uniform. 

A number of ‘professors, mainly in graduate schools, were able to 
offset their partial leisure by part-time participation in public duties, 
while others stuck to their prior scholarly pursuits with a few notable 
results in publications and others to be anticipated. 

All in all, however, the campus picture is largely one of a hiatus and 
even those who remained, as well as those who left, will have a task of 
intellectual rehabilitation for their particular types of research and in- 
struction. i 

The fact that graduate students of economics practically disappeared 
from the universities for a period of five years presents a peculiar prob- 
lem in the recruiting of teaching staff after the war. It would have been 
serious enough standing alone. But it is exaggerated by the fact that the 
government service provides a large continuing field of employment for 
- young economists at levels of pay and with financial prospects far 
greater than that presented by academic pursuits. Consequently, many 
of them will never return, adding to the deficiency created by the 
generation which never materialized. This double deficiency exists in 
the face of the largest student population and the greatest need for 
younger staff which the universities have ever known. 


COMMUNICATIONS 


Prices in the Soviet War Economy 


The rôle and behavior of prices in a socialist economy have long been 
discussed by economists and the literature of the past several decades in- 
cludes the writings of von Mises, Hayek; Robbins, Barone, Lange, Taylor 
and others.! Actual study of this subject through observation of the 
economy of the U.S.S.R. has been difficult in recent years because of the 
extreme paucity of published price data. This article attempts to contribute 
to the factual base of this discussion by presenting the fragmentary material 
available on price behavior in the Soviet Union during the past war. 

Two contradictory conclusions on this subject may be cited. One is the 
statement of a recent American writer that “the extent of the wartime 
price advance” in the U.S.S.R. has been “‘undeniably greater than in the 
United States and Great Britain.’ On the other hand, a Soviet economist 
has written that the U.S.S.R. succeeded in stabilizing the great majority of 
prices during the war and actually reduced prices in many branches of 
industry, thus achieving a far greater degree of price stability than did the 
capitalist nations participating in the conflict.2 Which of these views is 
correct? To answer that question we shall consider the information avail- . 
able on wartime prices in the U.S.S.R. 

It will be helpful to distinguish and discuss separately two categories 
of prices. The first group may be defined as consisting of all prices other 
than those paid by individual final consumers, including, among others, 
prices of raw materials, of manufactured products at all stages of fabrication 
and distribution except final retail sale, and of the great bulk of foodstuffs. 
In the main these are prices paid by the government directly or by govern- 
ment-owned enterprises. The second category consists exclusively of prices 
paid by individuals purchasing commodities for their own consumption. 
It will be shown below that the behavior of those two groups of prices has 
differed quite sharply in the U.S.S.R. during the past war and that the 
different views quoted above arise largely because the two writers are cen- 
tering their attention upon different categories. 


1 Cf. B. E. Lippincott, editor, On the Economic Theory of Socialism (Minneapolis, 1938), 
- pp. 3~38, for a summary of this discussion, 

2T. A. Sumberg, “The Soviet Union’s War Budgets,” Amer. Econ. Rev., Vol. XXXVI, 
No. 1 (March, 1946), p. 116. ; 

8 L. Maizenbergs “O Tsenoobrazovanii v Sovetskoi Ekonomike” (On Price Formation in the 
Soviet Economy), Planovoye Khozyaistuo, No. 6 (Nov.-Dec., 1945), p. 67. 
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As is well known, a basic feature of the Soviet planned economy is state 
control of all prices in peace and war. Most prices are fixed directly by 
government agencies, while those which are left free to fluctuate under the 
impact of supply and demand forces are accorded this ‘treatment because 
and only for so long as their freedom of movement is deemed to be in the 
state’s interests. The conscious utilization of prices to assist the govern- 
ment in attaining its economic objectives has been the customary procedure 
in the U.S.S.R.4 

During the past conflict the price mechanism in the Soviet Union was 
naturally employed to facilitate the war effort. Prices played an ancillary 
rôle in the process of converting the Soviet economy from peace to war since 
the nature of that economy made it possible to effect most of the required 
changes by direct administrative order. As will be seen below, price manipu- 
lation was used to furnish incentives for maximum output of essential 
commodities. In addition, Soviet price policy from 1941 to 1946 helped cope 
with the U.S.S.R.’s domestic inflation problem along lines quite different 
from those employed in other belligerent countries. 

With respect to the first group of prices defined above, the Soviet govern- 
ment during the war followed a policy of maintaining stability of base 
prices, and in some cases it even lowered base prices during the latter part 
of the conflict. Increases in base prices were apparently very rare, being 
confined to those products which were not only vital to the war effort but 
were also produced under special cost conditions. In the Commissariat of 
Ferrous Metallurgy, for example, relatively high prices were set for those 
products requiring high manpower inputs per unit, in order to improve the 
relative profitability of these products and provide plant managers with the 
incentive to produce them even though manpower was extremely tight. 

But while keeping the great majority of base prices stable, the directors 
of the Soviet economy sought increased production by introducing a com- 
prehensive system of premium and penalty payments which were added 
to or subtracted from the base prices for certain portions of each productive 
unit’s output. Among the objectives specifically sought through this system 
of supplementary payments were production at or above the state plan and 
production of commodities having higher quality than minimum require- 
ments. As will be seen from the specific examples given below, the efficacy 
of these premium payments to stimulate output resulted from their rela- 
tive generosity as compared with base prices. 

Illustrative of the manner in which the premium payment system worked 
is the case of spare parts for the production of which above plan the govern- 
ment authorized payment of double the base price, though all output up 
to the plan level continued to be paid for at the original base price.® The 
same pricing technique was applied in agriculture as is evidenced by the 


4 Alexander Baykov, The Development of the Soviet Economic System (Cambridge, 1946), 
pp. 367-68. 


5 Maizenberg, op. cit., pp. 61-62. 
€ Loc. cit. s 
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price schedule for sugar beets produced on certain collective farms. The 
following premiums were paid these farms (on a per hectare basis): for each 
quintal of beets delivered above eighty but below 100, 100 per cent of the 
basic delivery price; for each quintal from 100 to 120, 200 per cent of the 
basic delivery price;.for each quintal above 120, 300 per cent of the basic 
price. Above plan deliveries of sugar beets were also rewarded by premium 
payments in the form of sugar sold at very low price. Thus for each quintal 
of sugar beets, up to ten, delivered above the per hectare plan, 600 grams of 
sugar were turned over to the collective farm, while for each quintal above 
ten in excess of plan, 800 grams of sugar were provided by the government.’ 
From these representative examples, it is clear that productive enterprises 
could greatly increase their profits by even modest succeess in securing 
output in excess of the state plan. 

Greater attention to quality of product was sought by the payment of 
premiums for output superior to basic requirements and by the deduction 
of penalties from base prices for output not meeting these requirements. 
In the case of aviation gasoline, for example, the critical characteristic 
was octane rating, while in the case of coal it was ash content. 

It has been pointed out above that in general the Soviet government did 
not raise base prices for raw materials, manufactured products, food or 
other commodities which it, or productive enterprises, bought. It is impor- 
tant to note that during the course of the war important price reductions 
were ordered for significant groups of products. One Soviet writer reports 
that by the beginning of January, 1944, the government had saved about 
35 billion rubles because of decreased prices.® The significance of this sum 
can be grasped from the fact that it equals over 10 per cent of total budget- 
ary expenditures for defense in the years 1941-43 inclusive.® Since most 
of these reductions are credited to increased productivity in the metal- 
lurgical and armaments industries, it seems likely that the Soviet Union, 
like the United States, achieved substantial unit cost reductions as output 
of planes, tanks, and other weapons was put on a mass production basis 
_ during the war.'? 

It should not be inferred from the above, however, that it was stability 
or decrease of unit costs in most major industries during the war which made 
it possible for the U.S.S.R. to keep prices of manufactured products stable. 
Actually costs went up significantly In many major Russian industries 


7 A. Chuvikov, editor, Spravochnik Predsedatelya Kolkhoza (Handbook for Collective Farm 
Chairman), (Moscow, Selkhozgiz, 1944), pp. 40-41. While the particular premiums cited 
above applied only to certain groups of Soviet farms, the patterns they indicate were common 
as devices to stimulate farm output. 

8 Akademiya Nauk Soyuza SSR, Referaty Nauchno-Issledovatelskikh Rabot za 1944 g. 
Otdeleniye Ekonomike i Prava (Reports on Scientific Investigations in 1944, Section of Eco- 
nomics and Law), (Moscow, 1945), p. 15. 

? Sumberg, Amer. Econ. Rev., Vol. XXXVI, No. 1, p. 115. 


10 Cf. A. G. Zverev, O Gosudarsteennom Byudzhete SSSR na 1945 god + Ispolnennii Gosu- 
darstvennogo Byudzheta SSSR za 1943 god (Concerning the State Budget of the U.S.S.R. for 
1945 and the Execution of the State Budget of the U.S.S.R. for 1943), (Moscow, 1945), p. 
8 for data on wartime increases in productivity. 


1946] COMMUNICATIONS 875 


during the war, the natural result of the economic dislocations brought on 
by the conflict. The industries producing iron and steel, coal, oil, and power 
apparently witnessed significant cost increases." In these industries, obvi- 
ously, maintenance of the old pre-war price quotations was achieved only 
at the expense of any profits that may have formerly been obtained. The 
‘reduction of production costs in these industries has apparently been made 
a primary post-war objective, with the government taking stern measures 
to insure strict accounting and adherence to the state financial plan. The 
result of these measures is apparent in the report that in the second quarter 
of 1946 planned production-cost declines were achieved by the iron and 
steel industry of the U.S.S.R. and by the coal industry of the western 
regions.” 

If we conclude, as seems justified by the material reviewed above, that 
Soviet prices in the first category remained rather stable during the war, 
the claim advanced by the Soviet writer cited above can be understood. 
In comparison we may note that the Bureau of Labor Statistics index of 
wholesale prices advanced about a third from 1940 to 1945. Premium pay- 
ment schemes were employed to some extent in this country, as in the case 
of non-ferrous metals, and subsidy payments were paid to producers of 
other commodities, particularly farm products, but it seems likely that the 
United States experienced a-much sharper rise of general wholesale prices 
than did the U.S.S.R. To what extent the greater stability of basic Soviet 
prices was offset by the much wider use of premium payments, it is impossi- 
ble to judge because of the lack of necessary data. 

Turning to prices paid by consumers at the retail level, however, a differ- 
ent and more complex picture is to be found. The most general statement 
that can be made on the basis of the scanty available data is that from 1940 
to 1945 the level of Soviet retail prices increased by very much more than 
one-fourth, although by the latter year they had fallen far below their 
wartime peak. This general statement, however, conceals a complex 
situation which requires detailed exposition. 

Within a month after the German invasion of the U.S.S.R., rationing of 
urban food and consumers goods was instituted throughout the Soviet 
Union.“ A differential rationing system was set up to distribute food, the 

11 Data on cost increases for particular commodities are rare but one report indicates that 
between 1941 and 1944 raw material production costs for the People’s Commissariat of Con- 
struction rose as follows: brick 31.3 per cent, sand 8.0 per cent, crushed stone 20.5 per cent, 


quarry stone 44.7 per cent, cement 6.5 per cent, and lumber 26.3 per cent. Cf. V. Grossman in 
Planovoye Khozyaisivo, No. 3 (1946) p. 42. 


2 Moscow Daily News, July 31, 1946. 


13 This conclusion may be reached in the following fashion. From data in the Fourth Five- 
Year Plan, it may be inferred that the value of all retail trade in 1940, expressed in prospective 
1950 U.S.S.R. prices, is about 215 billion rubles. The actual volume of retail in 1940, however, 
was 174.5 billion rubles, according to a report delivered by the Chairman of the State Planning 
Commission on February 18, 1941. Comparing these two valuations of the same physical 
volume of trade in different sets of retail prices, it may be seen that the planned 1950 level is 
some 23 per cent above the actual 1940 level. It is stated in the Fourth Five-Year Plan that 
the 1950 prices will represent a lowering of prices prevailing in 1945, 


146M. Dobb, Soviet Planning and Labor in Peace and War (New York, no date), p. 63. 
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amounts assigned different individuals depending upon the kind of work 
they did. The largest rations went to workers in armaments and heavy 
industries while the lowest rations went to housewives and children. Rela- 
tive to the energy output required of the Soviet urban population, the 
rations were not overly generous and they were reduced several times during 
the war. The food situation was made still worse by the fact that not infre- 
quently the full amounts of rations were not issued so that meat, fats and 
oils, and sugar were often completely missing from many persons’ diets. 
The available evidence suggests that during most of the war almost all 
consumers’ goods were as scarce as or scarcer than many foods and these 
rations too were frequently unfulfilled. One American correspondent es- 
timated in early 1943 that fewer than ten out of a thousand civilians had 
been able to purchase a new item of clothing during the preceding year." 
For our purpose, however, the most important fact is that all commodities 
received through the ration system were paid for at low pre-war prices. 
This fact has been cited by some Soviet economists as proof that the sta- 
bility of the ruble was maintained during the war and real wages did not 
sink inordinately.!’ 

The diminution of food and civilian goods available for civilians resulted 
both from the loss of important productive areas, such as the Ukraine, 
to the Germans in the early years of the war, and from the diversion of 
almost all remaining production of many commodities to the immediate 
needs of the greatly expanded Soviet armed forces. At the same time that 
these forces reduced most sharply the quantities of goods available for sale, 
civilians in the U.S.S.R. found themselves in possession of increased money 
incomes. Hours of work were lengthened with accompanying payment of 
higher overtime wages; bonus piece-work wage systems were frequently 
adopted and provided very high premium payments for above plan out- 
put; special subsidies were issued to workers moving from their homes east- 
ward with evacuated factories; these and other factors increased the dis- 
posable income in the hands of city people. The result was what a Soviet 
economist has referred to as the “temporary lack of correspondence... 
between. the monetary incomes of the population and the volume of goods 
available through the state and cooperative trading establishments... .”7}8 

Although efforts were made to reduce the “inflationary gap” in the 
Soviet economy by imposition of a special wartime income tax and by 
launching intensive campaigns to secure government bond purchases, the 
excessive money incomes of the population were soon reflected in the few 
markets where goods could be purchased outside the ration system.!® The 


18 Walter Graebner, op. cit., p. 165. 

16 Thid., p. 162. Š 

17 Akademiya Nauk Soyuza SSR, op. cét., p. 10. 

18 Maizenberg, op. cit., p. 66. 

39 This discussion omits those sources of non-rationed goods which are not relevant to a 
study of the price system, such as the mass victory garden movement which contributed mil- 
lions of tons of potatoes and vegetables to urbanites’ diets, and also barter, particularly of 
ee consugners goods for food, which was practiced extensively in the early years of 

e war. 
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chief of these until 1944 was the so-called free markets, or bazaars, where 
trading took place between individuals. A second, less important, source of 
goods was the state commission stores which sold second-hand goods for 
individuals and charged a 10 per cent commission for this service. , 

The free markets are sometimes termed “black markets” in correspond- 
ents’ accounts but they are actually entirely legal institutions to which col- 
lective farmers may bring their produce, or rather that portion of their 
produce remaining after they have fulfilled their delivery obligations to the 
state, and sell for whatever price the market permits. The effect of infla- 
tionary pressure on these markets has been summarized by a Soviet econo- 
mist who wrote, ‘Collective farm markets did not increase their role in 
supplying the population with products but to a significantly greater 
extent absorbed the monetary means of the urban population.’”* Although 
the Soviet authorities regularly collect data on prices in these markets,” 
these have never been published, so that we must turn to the fragmentary 
accounts published by correspondents who have priced the Moscow market 
at different times. Table I summarizes price movements to 1944. 


TABLE I.-—-RATION AND FREE-MARKET Prices FOR CERTAIN Foops rn Moscow, 


1941-44 
(In rubles per kilogram) 
Ration l Free-Market Prices 
Food Prices a aes gn ee, i a 
Late 1942 Late 1943 May, 1944 
Bread 16 100 130 805 
90> 

Meat 12 500 (*) 450° 

6004 
Sugar 5 1,000 1,100 800 
Butter 28 (*) 1,100 1,100 
Grain 2-6 (*) . 110° (*) 
Eggs (each) 0.65 15 20 27 
* Not available. a Black bread. b White bread. 
o Beef. 2 Pork. * Flour. 


sources of data: Ration prices and free-market prices for late 1942 are taken from H. C. 
Cassidy, Moscow Dateline (Boston, 1943), p. 320, except for egg prices. The ration price for 
eggs and all of the late 1943 quotations are from Edgar Snow, People on Our Side (New York, 
1945), p. 167. The late 1942 free-market egg price is from Graebner, Round Trip io Russia, 
(Philadelphia, 1943), p. 167. Free prices in May, 1944 are from Harrison Salisbury, Russia on 
the Way (New York, 1946), p. 75. All prices apply to Moscow markets, the trends in which are 
believed to have been representative of the country as a whole. Prices have been rounded 
in converting from dollars to rubles. 





20 Akademiya Nauk Soyuza SSR, op. cit. 


21 Soviet enumerators in a representative sample of cities regularly collect data on prices and 
volume of goods in collective farm markets. Cf. Tsentralnoye Statisticheskoye Upravleniye 
Gosplana SSSR, Slovar Spravochnik po Sotsialno-Ekonomicheskoi Statistike (Dictionary- 
Handbook of Social-Economic Statistics), (Moscow, 1944), p. 180. 
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It is evident that by late 1942 most of the impact of Soviet inflation had 
already been felt in the free markets. This resulted from the complete 
mobilization of all resources for war which took place immediately after 
the German invasion. Consequently, the price changes between 1942 and 
1944 were relatively minor as compared with those between the pre-war 
period, as represented by the ration quotations, and late 1942. The sharp- 
ness of the free-market price rises during the first year and a half after 
the U.S: S.R. entered the war was certainly many times greater than the 
increase in legal food prices in either the United States or Great Britain. 
The height of the Soviet price increase seems unlikely to have been matched 
even if comparisons were made between pre-war food prices in the United 
States and Great Britain and black market prices prevailing during the 
wal, 

Undoubtedly the high free-market quotations restricted access to its 
unrationed food to a relatively small number of highly paid persons such as 
high officials, successful writers and artists, etc. The average Moscow 
worker, earning usually well under 1,000 rubles monthly” could buy little in 
this market, and that little infrequently. 

Several motives were probably behind Soviet toleration of the free col- 
lective farm market. First, since the prices farmers received for the great 
bulk of their produce sold to the government were even lower than the 
ration prices in Table I, the opportunity to sell even a small amount of food 
on the free market permitted many farmers to augment their incomes con- 
siderably. No doubt this served to mollify peasants who might otherwise 
have been more reluctant to deliver the great bulk of their output to the 
state at pre-war prices. As a result of the very high prices obtainable on the 
free markets some farmers became relatively quite wealthy. Around 
Christmas, 1942 a government drive to acquire excess currency in the hands 
of farmers for the war effort produced four billion rubles within a short 
time after farmers were asked to contribute funds for armaments. Indi- 
vidual farmers sometimes gave as much as 250,000 rubles.” In a very real 
sense, the consumer who patronized the free market may be said to have 
subsidized the government’s farm price stabilization program which made 
it possible for the state to maintain the low ration prices cited above. 

Another salutary effect of the free market in food, from the Soviet 
government’s point of view, was the fact that its existence helped maintain 
some purchasing outlet for the ruble and therefore served as an incentive for 
city workers to earn as much as they could by:maximum output. If there 
had been nothing to buy for one’s income—aside from the insufficient quan- 
tities of rationed goods which required only a small expenditure of rubles— 
the effectiveness of premium prices and piece-rate wages as output stimuli 
would certainly have been reduced, if not entirely eliminated. Under the 
extreme conditions of scarcity which prevailed in the U.S.S.R. during 
1941-44, the marginal satisfaction accruing from even very occasional 
access to the free market was undoubtedly very high and its availability 
was a factor in the maintenance of worker morale. Simultaneously this 

2% Salisbury, op. cit., p. 77. 

23 Cassidy, op. cit., pp. 321-22 and Pravda, December 9, 1942. 
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market served as a drain upon theinflated volume of urban civilian income. 

Representative price data for consumers goods (usually second-hand) 
sold in the free market are not available, but the general information at 
hand indicates that these soared too. Many sales of such goods took place 
in or near the farmers’ markets, but the government sought to organize 
this trade somewhat by setting up a network of commission stores. Buyers 
could purchase used clothing, utensils, and other non-food items here 
without ration coupons; the price minus the government’s ten per cent 
commission went to individuals who had. owned these goods previously. 
In May, 1944 typical prices in these Moscow stores were as follows: 1,200 
rubles for a pair of men’s shoes, 3,600 to 4,200 rubles for a pair of good qual- 
ity women’s shoes, and 350 rubles for an aluminum pot.” Like food prices 
in the farmers’ market, these quotations placed such second-hand goods 
far beyond the reach of most urbanites. 

In the spring of 1944, the supply of food and consumers goods at the 
disposal of the government began to increase, reflecting in part the improved 
military situation. To put this increased supply of goods at the disposal of 
the public, chains of commercial stores and restaurants were opened through- 
out the U.S.S.R. Ration cards were unnecessary in either type of establish- 
ment, but the prices charged in them approximated the free collective farm 
market and commission store levels. From the very first these stores offered 
substantial discounts to various groups of Soviet citizens, particularly 
Army officers and winners of decorations for outstanding military or civilian 
service. Although they received no discounts as a group, collective farmers 
were among the chief patrons of these establishments, using the money 
received from their sales on the free market to purchase rare foods and new 
consumers goods.” 

Soon after their opening, the commercial stores began to reduce their 
prices on food, instituting substantial reductions several times during both 
1944 and 1945 and also in March, 1946. As in the case of free-market prices, 
the Soviet government has not published data on quotations in commercial 
stores so that study of the latter prices requires the use of data collected 
by American correspondents in Moscow. The data shown in Table II 
illustrate the substantial decline which took place from 1944 to 1946. 
These drastic reductions in commercial store food prices were followed by 
similar declines in the competitive farmers’ markets, where, according to a 
Soviet statement, prices in the middle of 1945 were only 40 per cent of their 
peak 1943 quotations.” The data in Table H are not strictly comparable to 
those in Table I since the food sold in the commercial stores was of better 
quality, cleaner, and more attractively packaged than the corresponding 
food sold in the collective farm markets; also purchasers in the government 
stores were sure of receiving true weight. 

Reductions in the prices of unrationed consumer goods sold in govern- 
ment stores were fewer and slower in appearance than declines in the prices 
of unrationed foods. The most drastic price reductions in this field did not 


24 Salisbury, op. cit., pp. 76-77. 
% Washingion Post, August 20, 1944 and New York Times, April 6, 1944, 
% Maizenberg, op. cit., p. 67, 
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TABLE II.—REPRESENTATIVE Moscow COMMERCIAL STORE Foon Prices, 1944-46 





(In rubles per kilogram) 
Aug. July Sept. March 
1944. 1945 1945 1946 
Bread 275° 45 30 (*) 
Sugar 650 500 300 (*) 
Butter 800 525 370 (*) 
Meat 3205 -250 ; 200 110-120 


* Not available but known to be se lower than the September, 1945, price. 
£ White bread. 
b Beef. 


Sources of data: Prices in August, 1944 are from the Washington Post, August 20, 1944, 
Both sets of 1945 quotations are from Salisbury, op. cit., p. 76. The March, 1946 price of meat 
is from the Christian Science Monitor, February 26, 1946. Prices have been rounded in convert- 
ing from dollars to rubles. 


take place until a year after the war’s end in July, 1946. Some of the re- 
duced prices instituted then, and the percentage reductions from the old 
levels which they presented are shown in Table III. Although these reduc- 


TABLE III.~-REDUCTIONS IN PRICES OF UNRATIONED CONSUMER Goons, 1946 


(In rubles) 
Per cent Drop 
Commodity Price from Former 
Price 

Pair men’s leather shoes 810-1 ,600 42 
Pair women’s leather shoes 810-3 ,030 42 
Pair cotton stockings 30 45 
Pair silk ee 120 45 
Suit 1,600-4,000 43 
Dress 1,500-2,200 43 
Toilet soap 15-60 46 
Knitted sweater 240-1 ,000 30 


Source: New York Times, July 3, 1946. 


tions undoubtedly made unrationed consumer goods available to a greater 
number of persons than formerly, it should be noted that the effect of these 
declines was largely nullified for an important group of purchasers at the 
commercial stores. At the same time that these reductions were promul- 
gated, the discounts formerly given to various categories of persons— 
_people who had won particular awards, army officers, employees of certain 
government institutions, etc.-were abolished.?’ The overall effect of these 
changes, therefore, was primarily to equalize roughly the purchasing ability 
of these formerly privileged persons with that of individuals who had for- 


3? Pravda and Izsesizya, July 2, 1946. 
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merly had to pay the full prices. Farmers, particularly, benefited from these 
. reductions and the cuts may perhaps, in part, have been inspired by a de- 
sire to allay discontent arising among farmers as the result of price declines 
in the free bazaar markets where they sold their surplus foodstuffs. 

From their inception, the commercial stores and restaurants—and the 
dual price system which their existence required—have been regarded as 
temporary expedients to help Soviet authorities force down free-market 
prices and to pave the way for the end of rationing, as well as for the restora- 
tion of free trade at one set of prices.** To reach this objective, the U.S.S.R.’s 
government is following the same technique as was employed to end ration- 
ing in the early 1930’s. Then commercial stores were also introduced to sell 
unrationed goods at very high prices, while later successive price reductions 
brought the cost of these unrationed goods far nearer to the very low ration 
prices. Then the low ration prices were raised and rationing was finally re- 
placed by free trade at a single price level intermediate between the 
original high commercial store quotations and the very low initial ration 
prices. To ease the impact of these price increases wages of persons in the 
lower-wage categories were increased somewhat.”? 

The early indications in the last years of the war that the pattern of the 
early 1930’s would be repeated have recently been completely confirmed. 
After the series of commercial store price cuts described above, the clinch- 
ing step in this transition process was taken the middle of last September. 
At that time it was announced that the average price of rationed foods had 
been tripled, the price of black bread rising from 1 to 3.4 rubles per kilo- 
gram, of sugar from 5 or 6 rules to 60 or 70 rubles per kilogram, of meat 
from 14 to 34 rubles per kilogram, and of butter from 24 or 28 rubles to 
60 rubles per kilogram. At the same time, the high prices for these same 
foods in the commerical stores were cut once again, from 25 to 50 per cent or 
more in the case of different items. Finally to ease the transition for low paid 
workers, those earning less than 900 rubles a month received compensatory 
wage increases. These ranged from 110 rubles a month for persons earning 
300 rubles or less to 80 rubles for those earning 800 to 900 rubles.*° 

While this latest move has substantially narrowed the gap between the 
prices of rationed and unrationed goods, there will have to be further al- 
terations of these quotations before the two levels are coincident. Pre- 
sumably this will take place during the remainder of 1946 and in 1947 
until the time rationing is abolished. Quite clearly, the resultant uniform 
price level will be substantially higher than that which prevailed before the 
war. It is the result of the inflationary pressure to which the Soviet economy 
was subjected by the war-inspired scarcity of food and consumer goods. In 
these fields, certainly; the statement by Mr. Sumberg quoted at the be- 
ginning of this article was entirely correct. Soviet economists who have 


28 Maizenberg, op. cit., p. 65. 

28 L. E. Hubbard, Soviet Trade and Distribution (London, 1938), p. 55. 

80 The data above are taken from Moscow dispatches of the Associated Press and the Inter- 
national News Service, dated September 16, 1946, the day the new mesons went into 
effect, and the New York Times, September 20, 1946. 7 
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concentrated their attention on the formal stability of prices quoted for 
manufactured products and raw materials, other than those sold to con- 
sumers, have thereby sought to minimize the tremendous declines in Soviet 
real wages and incomes during the war. The latest government price and 
wage actions simply represent a realistic effort to take account of this 
decline in real remuneration as a preliminary to abolishing the current un- 
wieldy dual price Soviet distribution system. 
HARRY SCHWARTZ* 


* The research for and writing of this article were made possible by a Social Science Re- 


search Council fellowship. The author is assistant professor of economics at Syracuse Uni- 
versity. 


A Suggestion for Post-War Taxes 


I 


The character of the federal tax problem is fairly well understood. In the 
specific post-war tax proposals which have come to the writer’s attention, 
there is a high degree of agreement, implicit if not expressed, with the fol- 
lowing principles: 

1. Federal taxes should be reduced from wartime levels, but should be 
high enough to meet all post-war government expenditures. 

2. Taxes on corporations and the income derived from them should be 
drastically revised: (a) so that each shareholder is taxed once but only 
once on the earnings belonging to his shares; (b) so that income derived 
from business corporations is taxed the same as income derived from other 
types of business or from other sources; and (c) so that distribution of earn- 
ings to shareholders is encouraged rather than inhibited but making it pos- 
sible for corporation managements to retain a reasonable proportion of 
earnings when funds are needed for capital expansion. 

3. Since the taxes supporting social security benefits are no longer closely 
related to those benefits, those taxes should be combined with the regular 
tax system, with extension of social security benefits if this change in taxa- 
tion results in inequitable burdens on some classes in the population. 

4, Taxes on capital gains ought to exempt income previously taxed which 
has never been distributed to the owner, but to tax like other income those 
gains which represent income not previously taxed. 

5. Taxes on estates, gifts, and income derived from trusts need revision, 
better integration with each other, and better integration with the indi- 
vidual income tax. 

6. Most of the numerous excise or sales taxes should be abolished. 

7, Some method is needed of averaging personal income taxes over a 
period of years, in order that persons with highly irregular Incomes from 
year to year, or receiving in certain years income representing the results of 
work done over a period of years, will not be taxed unfairly. 

8. The probable level of federal government expenditures, even with the 
utmost economy, is such that the cost cannot possibly be met by progressive 
taxes on incomes larger than pre-war exemption limits, and some method 
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of taxing incomes all the way down the income scale is required. In view of 
the extensive social security benefits which accrue largely to the lower in- 
come classes, such taxation is not inequitable. Inequitable burdens in in- 
dividual cases, such as taxpayers with large families, can best be handled by 
the character of social security benefits. 

9. The process of collection of taxes, and the record-keeping involved in 
their collection, should be simplified, and withholding taxes should be uti- 
lized so far as practicable. 

Regarding means of accomplishing these aims, no such agreement ap- 
pears. Proposals put forward are in some cases recognized to be only par- 
tially in conformity with the objectives stated, and in other cases are 
actually in conflict with the specified objectives. Some of the tax problems, 
notably those relating to corporation income taxes, capital gains taxes, and 
an averaging device for personal income taxes, have been declared to be 
impossible of solution in a satisfactory manner. This view is not shared by 
the present writer, and the following suggestions are offered in the belief 
that they constitute a post-war tax program in conformity with all of the 
principles stated above. For convenience in presentation, the suggestions 
are given in the following order: corporation Income taxes, an income-at- 
source tax at a flat rate; an averaging device for individual income taxes; 
treatment of capital gains; and treatment of inheritances, gifts, and income 
received by trusts. 


II 


The following proposal for federal taxes on corporation income is de- 
scribed as though all shareholders in corporations were individuals. How- 
ever, its provisions are applicable also to shareholders which are themselves 
corporations or nonprofit associations. 

(a) A 10 per cent tax on corporation net income as a part of the income- 
at-source tax at this rate which is described in the next section of this 
article. 

(b) A tax, at the highest rate applicable to any individual i income, on any 
portion of the net income of a corporation, after payment of the income-at- 
source tax, which is not allocated to its respective shareholders. 

(c) A required report by every corporation to each stockholder of record 
on the last day of the corporation’s fiscal year, not more than three months 
thereafter, stating the amount of earnings which has been allocated to his 
` shares, the amount of this sum which has been paid to the federal govern- 
ment as a withholding tax described in the next item, the amount which has 
been paid in dividends, and the amount which has been retained by the 
corporation. 

(d) A withholding tax to be paid by the corporation at a fixed percentage 
of allocated earnings, perhaps 25 per cent, the amount of which may be used 
as a tax credit, or receipt for income tax paid, by the shareholder when 
filing hiş personal income tax return. Individuals who find that this tax 
credit, plus any other withholding taxes to which they are subject, exceeds 
their tax liability will be entitled to a refund. 
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(e) Each individual to be required to include in his personal income tax 
return the entire amount of the earnings of the corporation allocated to his 
shares, in the year in which he receives the notification, on the same basis as 
other forms of income. 

The purpose of the second (b) and third (c) items in this proposal is to 
solve the problem of uncertainty regarding ownership of undistributed 
profits, which is one of the leading objections to treating corporations like 
partnerships for tax purposes. Because of the complicated character of some 
corporations, and their various classes of stock, action by the governing 
body of the corporation is sometimes necessary to determine the earnings 
belonging to each shareholder. Even when the corporation has only one 
class of stock, the shareholder may not know the total number of shares 
outstanding nor the earnings of the company, and therefore may not be 
aware of the earnings which properly belong to him and which have been 
reinvested for him by the officers of the company. 

The other leading objection to treatment of corporations like partner- 
ships for tax purposes is the hardship incurred by shareholders in companies 
which retain all, or a large proportion, of their earnings. Stockholders in 
such corporations might be required to use income from other sources to pay 
taxes on the earnings which the corporation has retained. Owners of un- 
incorporated business concerns and members of a partnership are, it is true, 
faced with a similar problem, but with the real difference that these owners 
have the power as individuals, which the shareholder does not, to dispose of 
the assets representing the reinvested earnings or to withdraw their portion 
of the partnership profits. The fourth item above (d) is designed to eliminate 
this objection by reducing it to negligible proportions. 

The withholding tax in effect requires the corporation to distribute a 
portion of its earnings—unless the corporation fails to allocate its earnings 
and becomes subject to the unallocated profits tax—since the recipient may 
receive a refund from the government if the amount withheld exceeds his 
personal tax liability. At a 25 per cent rate for the withholding tax, only a 
very few wealthy stockholders in companies retaining most or all of their 
earnings would receive dividends smaller than their tax liability arising 
from those stockholdings. 

The proposal made here also meets other objections which have been 
raised to taxing corporations like partnerships. This proposal does not, 
as was claimed in the case of the taxation of stock dividends, tax the re- 
division into a different number of shares of property already owned by the 
shareholder. It taxes annual earnings or income. In the case of corporations 
paying out dividends larger than current earnings, and thus in effect dis- 
tributing capital as measured by the assets of the corporation at the be- 
ginning of the income period, only current earnings would be taxed. Losses 
incurred by companies in which the taxpayer has invested are automatically 
taken into his tax return and offset against other income. Errors in calculat- 
ing earnings of a corporation in a particular year, due to difficulties of cor- 
rectly estimating depreciation and other costs, are reflected in the taxes of 
individuals in that year, but this is not a serious problem in view of the 
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averaging device which is described below. Double taxation of undistributed 
earnings in the case of stock which is sold—once when earned and again as 
capital gains—is avoided by the method of treatment of capital gains which 
is proposed. Complications arising from layers of holding companies are 
avoided, since each company includes in its own earnings those allocated to 
any shares in another corporation which it owns, and uses as a tax receipt 
the report of withholding taxes paid by that corporation on the earnings of 
those shares. 


III 


The basic principle of the income-at-source tax which is proposed here is 
a recognition of two facts: (1) that all the people in the nation benefit from 
governmental services and should carry some part of the cost of govern- 
ment; and (2) that direct collection of taxes from all persons is too intricate 
and costly a task to be attempted. An income-at-source tax is far preferable 
to a sales tax, which is frequently recommended on the same grounds, be- 
cause it is more equitable, is less susceptible to pyramiding, and is less 
expensive to collect. 

An income-at-source tax, with none of the usual exemptions, would be 
the simplest type of income tax to collect. Business enterprises and other 
employers could pay monthly the tax imposed on wages, salaries, commis- 
sions, royalties, and interest, with record-keeping far simpler than is now 
required for socia] security taxes, since the payment could be computed on 
the total payroll plus the aggregate amount of royalties, interest, and 
commissions paid to individuals but not included in the payroll. The ad- 
ditional records required to segregate royalties, interest, and commissions 
paid to individuals from those paid to other business enterprises or non- 
profit associations would be relatively slight. Record-keeping for the with- ` 
holding tax on wages and salaries would be greatly reduced, since separate 
withholdings would not be necessary for persons subject under present law 
only to the normal tax, and since the income exempt from surtax could be 
raised. 

In the case of domestic servants and other persons employed by indi- 
viduals, the income-at-source tax could be payable with the latter’s personal 
income tax. A question could be placed on the individual income tax form 
regarding the amount of salaries or wages paid to servants or other em- 
ployees, with the tax thereon added to the employer’s personal income tax. 
For administrative reasons, it may be desirable to place such a question only 
on forms used by persons subject to surtax or operating their own enter- 
prises. This would in effect grant an exemption in the case of servants hired 
by persons with income'less than the minimum subject to surtax, but the 
amount of income escaping taxation through this exemption would be rela- 
tively small. 

The income-at-source tax on the net income of corporations, farmers, 
and other business enterprises filing statements of gross income and ex- 
penses of operation, would be payable annually at the time of filing those 
statements or shortly thereafter, as with present corporation income taxes 
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and personal income taxes on farmers. If partial payment of this tax is de- 
sired more promptly, in conformity with the principle of pay-as-you-go 
taxes, the procedure would not be more difficult or complicated than under 
existing law regarding declaration of estimated tax by individuals. 

An income-at-source tax of 10 per cent would not exceed the present 
federal taxes on the great majority of wage-earners, and could readily be 
introduced in such a way as to avoid any decrease in the “take-home” pay 
of wage-earners subject to social security taxes. Employer and employee 
social security taxes are now 7 per cent on wages under $3,000, and the 
normal income tax is 3 per cent with a $500 exemption for the taxpayer and 
each dependent. Wages in excess of $3,000 are not subject to social security 
taxes, but are subject to a surtax of 17 per cent in addition to the normal 
income tax, except for persons with more than five dependents. For persons 
with less than five dependents a portion of wages under $3,000 is also subject 
to the surtax. 

In only a relatively small number of cases would a 10 per cent income-at- 
source tax exceed present social security and normal income taxes by more 
than a few dollars, and for a large proportion of wage-earners such an in- 
crease would be more than offset by a moderate increase in the surtax 
exemption. Moreover, the reduction in the cost of business bookkeeping 
would be substantial, enabling business enterprises to absorb without 
significant additional cost the income-at-source tax in excess of present 
social security and withholding taxes. The law enacting the income-at- 
source tax could readily be phrased in such a way as to prevent any reduc- 
tion in “take home” pay of employees subject to both social security and 
income withholding taxes. Only in the case of wage-earners who have un- 
usually large differences between gross income and net income and who are 
now entitled toa refund of part of the tax withheld from their wages, and 
in the case of persons with relatively small incomes derived from occupa- 
tions not covered by social security taxes, would the proposed income-at- 
source tax significantly exceed their present tax. 

Since the major portion of the proposed income-at-source tax would re- 
place social security taxes levied to meet the cost of benefits not now 
provided to the entire population, a problem arises of the equity of the tax 
relative to the distribution of social security benefits. The original social 
security system made a substantial effort to relate the benefits accruing to ` 
various individuals directly to the payments made by them or by their 
employers on their behalf. However, the numerous changes which have been 
made in the character of the benefits and the types of public assistance 
which have been developed have greatly reduced the relationship between 
the payments made by each individual and the benefits to which he is 
entitled. The only way by which social security benefits and burdens can be 
fairly related to each other is to extend both to the entire population. Some 
difficult problems are involved in a general extension of social security 
benefits, but those difficulties will be lessened rather than intensified by 
- distributing the cost evenly on all incomes. ) 
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IV 


Equity in taxation requires some type of averging device. With a progres- 
sive Income tax a person with an unusually high income in one year pays 
more taxes than another person with the same income regularly spaced over 
several years. This problem is important in connection with taxes on owners 
of small and moderate-sized business enterprises, because of the likelihood 
that their income will be irregular; and especially important in the case of 
new ventures where good profits are anticipated at the start or for a short 
period after initial costs have been met but which may be subject to severe 
competition within a few years. The desirability of averaging business gains 
and losses over a period of years is recognized in the present law, where this 
is partially permitted. 

The chief practical problems encountered in developing an averaging de- 
vice for general application are to avoid producing a situation under which 
individuals would be paying taxes in years of small incomes on larger in- 
comes received in previous years and to avoid undue complications in 
calculating the amount of tax. In view of the records which taxpayers have 
had to keep in recent years, and the present records maintained by the 
Bureau of Internal Revenue, the latter is less difficult than it would have 
been a few years ago. 

The proposal made here is that a space be provided on the form used by 
persons subject to the surtax (with the 10 per cent income-at-source treated 
as the normal tax) for the amount of taxable income received in each of the 
preceding ten years, and for the average during those years. The taxable 
income for the current year is then divided into two parts: 

(1) An amount equal to the average for the preceding ten years, or the 
entire taxable income if less than that average, which will be taxed accord- 
ing to the surtax scale; and 

(2) The amount in excess of the average for the preceding ten years 
which will be taxed according to the surtax scale applicable to an income 
equal to one-tenth of that excess plus the average for the preceding year. 

Under this proposal the total tax each year will be the same as though 
this income had been received evenly during the preceding ten years, and 
taxed in each of those years according to the current year’s surtax scale. 


1 The operation of this proposal may be illustrated by the following examples: (a) the case 
of a person whose regular income in a given year is 25 per cent larger than his average income 
for the preceding ten years; and (b) the case of a person whose regular income is the same as in 
the preceding ten years, but who receives a substantial inheritance (or has a capital gain): 


a b 
1. Income subject to surtax—report year (for 6, $8,000 regular in- 
come plus $300,000 inheritance or capital gain) $10,000 $308,000 
2. Average income subject to surtax—previous 10 years 8,000 8,000 
3. Excess of current years’ surtax income over 10-year average (line 
1 minus line 2) l 2,000 300,000 
4. One-tenth of amount in line 3 i 200 30,000 


5. Total of amounts in line 2 and line 4 8,200 38,000 
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V 


The justification of a capital gains tax rests on the fact that such gains 
are in part genuine income to the recipient. The objection frequently made 
to taxation of capital gains on the ground that they are not income is not 
valid, with the possible exception of gains directly associated with a change 
in the general price level. Capital gains are as significant to the recipients 
as any other form of income. Occupancy of a strategic trading position in 
the security markets, or in other markets, and diversion into individual 
income in the form of capital gains of changes in the value of capital assets 
is essentially the same type of economic activity as occupancy of titles to 
natural resources and the diversion into individual incomes, in the form of 
rents and royalties, of changes in value resulting from the use or develop- 
ment of such resources. In fact, a strategic position in the security markets 
and diversion into individual incomes of changes in the value of corporation 
shares of stock has become one of the chief sources of large incomes. 

Nevertheless, two problems in connection with equitable taxation of capi- 
tal gains have never been adequately solved: (1) avoidance of double taxa- 
tion of the difference between the buying and selling prices of shares of 
corporation stock when that difference represents earnings which were 
currently taxed while the seller owned the stock—~a problem which would be 
greater under the corporation income tax proposed above than under exist- 
ing law; and (2) avoidance of unduly heavy taxes because of the irregularity 
of capital gains. With the method of averaging individual income over a 
period of years recommended above, the latter problem can be met by the 
inclusion of capital gains in an individual’s income tax return on the same 
basis as other income, provided the gains are first adjusted for retained 
corporation earnings on which taxes have already been paid. 

Reporting capital gains accurately is a complicated problem in any case, 
because expenses’ incurred in developing the property, commissions on 
purchase or sale or both, and other expenses connected with holding it 
should be taken into account. The additional complication introduced by 
including in these adjustments corporation earnings on which taxes have 
been paid is well worth while because of the greater equity of taxation which 
would result. For this adjustment, however, certain centralized records are 





Computation of Surtax 
(Schedule in Revenue Act of 1945) 


7. On portion equal to average for previous 10 years (7.¢., on amount 


in line 2) 1,720 1,720 
8. On portion in excess of average for previous 10 years: 
: a b 
9. Scheduled surtax on income equal to amount 
in line 5 $1,782 $17,220 
10. Excess of amount in line 9 over amount in 
line 7 62 15,500 
11. Ten times amount in line 10—this is the surtax on the income in 
excess of 10-year average shown in line 3 620 155,000 





12. Total surtax (prior to 5 per cent reduction)—sum of amounts in 
lines 7 and 11 $ 2,340 $156,720 
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desirable in order that the adjustment can be made readily and with reason- 
able accuracy. 

Since under the corporation income tax proposed above each shareholder 
will be given information regarding the earnings allocated to his shares, the 
adjustment for these earnings, when a stockholder sells part or all of those 
shares, can in theory be made by totaling the amounts for each share from 
the date of acquisition (or date on which this type of taxation of corporation 
income went into effect) to date of sale. In practice, this is not likely to 
work well, because of the difficulty of keeping for long periods of time 
the annual earnings’ statements received from the company. A more effec- 
tive procedure would be the maintenance by the Bureau of Internal Reve- 
nue of a central register of corporation stock issues and earnings, against 
which any income tax return showing profit or loss on sale of corporation 
stock can be checked. To this register every corporation would be required 
to send an annual report giving for each class of stock the information 
which it has given to its respective shareholders. For listed stocks this in- 
formation should be published each year and available at all times to any 
interested person. Whether this should also be done in the case of closely 
held corporations the stock of which is rarely sold will depend on public 
policy with respect to disclosure of earnings’ data for such corporations. 

With a central register of corporation earnings and their allocation, the 
additional instructions for making this adjustment in the capital gains sec- 
tion of the income tax form would not- be difficult. The adjusted gain or loss 
could then be carried directly to the face of the report as one of the items in 
current income. 

VI 


Justification for an estate tax is based in part upon the possibility that 
an estate may have been built up by methods under which the owner did not 
meet his fair share of taxes during his lifetime, and in part upon the ground 
that transmission of great fortunes by inheritance should be discouraged by 
.a democratic society which emphasizes individual opportunity and enter- 
prise. Neither of these purposes is well met by the present tax on estates 
graduated according to the size of the estate. 

To meet the first of these two primary purposes of the estate tax, it is 
preferable to close loopholes in other tax laws and to improve their col- 
lection, so that all types of income are taxed equitably as they are received. 
Retention of corporation earnings through a niggardly dividend policy, 
especially in the case of corporations controlled by wealthy people, has in 
the past been the most important device for building up and increasing 
large fortunes by tax avoidance. This method of tax avoidance should be 
eliminated by the corporation income tax proposed above. 

The second principal purpose of the estate tax, to discourage the develop- 
ment of a small, extremely wealthy class through inheritance and to give 
widespread encouragement to individuals to exercise their talents for busi- 
ness enterprise and ingenuity, can be achieved much better through an 
inheritance tax than by an estate tax. That is, the tax should be taken off 
the estate left by a decedent, and placed on the heir or othererecipient, with 
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the tax graduated according to the amount received rather than according 
to the size of the estate. Further, if the primary purpose of this tax is to 
foster a more equitable distribution of wealth and income, and more equit- 
able distribution among the members of each generation of the opportunity 
to participate in business enterprise, the tax on an inheritance should not 
depend solely upon the amount inherited but also upon the other income of 
the recipient. The simplest method of accomplishing this purpose—with an 
income tax which is based on the averaging of income over a period of years 
—is to include an inheritance as an item in personal income in the year in 
which it is received. 

Since the gift tax is designed chiefly to prevent evasion of estate taxes, 
gifts received should also, with perhaps a minimum exemption of a few 
hundred dollars, be included as an item in current individual income. 

Investment in tax-exempt securities issued by government and use of 
trust funds are probably the next most important methods by which for- 
tunes are built up by tax avoidance. It has long been recognized that the 
former can be eliminated only by cessation of issue of tax-exempt securities. 
Equitable taxation of the income from property held or managed by trusts 
has long been recognized as an exceedingly difficult problem because of the 
great variety in the types of trusts which have been established. It is pro- 
posed here that trusts be treated in a manner similar to that proposed 
above for corporations, with the beneficiaries in the place of shareholders. 
This method, it is believed, will achieve a reasonable degree of equity and 
will minimize administrative difficulties. 


n VII 


In summary, the proposal for post-war federal taxation which is made 
here is to consolidate into two taxes the present corporation income tax, 
individual income tax, income tax on property held in trust, capital gains 
tax, estate tax, gift tax, and all social security taxes. The proposed taxes 
are: 

(a) A normal income tax of 10 per cent collected at source on all pay- 
ments that constitute income to the recipient, with no deductions or exemp- 
tions except in the case of wages paid to personal employees by persons with 
incomes under the minimum income subject to surtax; and 

(b) An individual income surtax at progressive rates with income de- 
fined to include corporation earnings allocated to the respective share- 
holders, trust income allocated to beneficiaries; capital gains adjusted for 
undistributed earnings on corporation stocks, inheritances, and gifts—with 
an averaging device so that persons receiving from any source an exception- 
ally large income will not be taxed unfairly. 

This consolidation of income and related taxes should be accompanied by 
abolition of excise or sales taxes, except perhaps those on alcoholic bever- 
ages, tobacco and gasoline, which might be retained because of social con- 
siderations or because they are large revenue producers at small administra- 
tive expense with an impact widely distributed among the population. The 
steepness of the progressive surtax rates, and the amount of income ex- 


Fa 
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empted therefrom, will necessarily depend upon the size of the post-war 
federal government budget. Specific recommendations regarding these are 
not made here. The progression in rates, however, should not be stopped at 
an income of half-a-million dollars, as has been recommended in some pro- 
posals for post-war taxation. If the progressive principle is correct up to 
such a point, it should be continued right on up to the income of ten times 
that amount reported by one or two individuals in recent years. 
CLARK WARBURTON 


N on Savings i in Relation to Potential Markets 
I. The Problem 


Savings of individuals have expanded from a total of 48 billion dollars 
at the end of 1939 to 156 billion dollars in January, 1946. On the basis of this 
huge backlog of liquid assets (bonds, deposits, currency) some economists 
and business analysts have predicated markets for consumer goods. Notable 
among this group is Professor Sumner H. Slichter, who prognosticated post- 
war markets under the assumptions of whether savings would be ‘‘hot” or 
“warm,” assuming different degrees of price and wage controls.! Despite the 
attention devoted to the holdings of liquid assets by individuals, which will 
obviously influence the national consumption function, insufficient con- 
sideration has been given to the distribution of accumulated savings among 
the various income groups or to the attitudes of holders of these savings. 
Before a sound quantitative appraisal can be made of the translation of this 
potential purchasing power into effective demand, information of this charac- 
ter is needed. Such factors as liquidity prefercnses of individuals and the 
marginal propensity to consume suggest questions which must be con- 
sidered before an hypothesis of post-war markets can be made on the basis 
of the accumulated aggregate savings of individuals. 

It is the purpose of this paper to depict the wartime pattern of expendi- 
tures and savings by income classes, and to examine the significance of this 
empirical evidence as these factors relate to the forecasting of new markets. 


Il. Income, Expenditure, and Savings Pattern 


It should be recognized that during the war phenomenal shifts occurred 
in the distribution of families and single consumers, by income groups, and 
that family incomes attained their highest level in history in 1944.2 The 


1 Sumner H. Slichter, “Present Savings and Postwar Markets,” Harvard Business Review, 
Autumn, 1943, 


2 The income-expenditure survey conducted by the U. S. Bureau of Labor Statistics covered 
a cross section of all civilian consumers in 102 urban communities representing all regions of 
the United States and cities ranging in population from 2,500 persons to the size of New York 
City. Dorothy S. Brady, “Expenditures and Savings of City Families in 1944,” Mo. Lab. Rev., 
January, 1946, Lenore A. Epstein and Ann S. Ritter, “City-Family Composition in Relation 
to Income, 1941 and 1944,” Mo. Lab. Rev., February, 1946. Bureau of Labor Statistics, Family 
Spending and Saving in Wartime, Bull, No. 822, 1945. Also, Wartime Food Purchases, Bureau’s 
Bull. No. 838, 1945. For an analysis of the geographic redistribution and inter-regional shifts 
in income payments refer to Charles F. Schwartz, “State Income Payments i in 1944,” Survey of 
Current Business, August, 1945. 
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pattern of distribution of the average money incomes, expenditures, and 
savings of families and single persons in cities in 1944 is easily comprehended 
by reference to Tables I and II. The nature of the skewed distribution of 
money Incomes is quite evident from these tables. 


TABLE J.—AVERAGE Money INCOME, EXPENDITURES, AND SAVINGS OF FAMILIES AND SINGLE 
PERSONS IN CITIES, BY INCOME Crass, 1944 


[Preliminary, subject to slight revision] 


Annual Money Income after Personal Taxes 
Item $500 | $1,000 | $1,500 | $2,000 | $2,500 | $3,000 | $4,000 | $5,000 
Under o to to to to to to and 
$500 | $1,000] $1,500 | $2,000 | $2,500 | $3,000 | $4,000 | $5,000 | over_ 


eet | | eR MN | SNAP | Seah, 











Per cent of families and sin- 


giepersonsineachclass} 4.2 7.7 7.1 11.9 13.9 13.2 19.9 9.6 12,5 
Money income after per- 
sonal taxest.......... $291 | $764 | $1,243 | $1,769 | $2,251 | $2,747 | $3,481 | $4,406 | $7,634 
Expenditures for current 
consumption......... 594 | 939] 1,317] 1,690] 1,946] 2,375 | 2,816 | 3,428] 4,324 
eol E P SA 235 368 506 646 747 908 1,034 1,147 1,383 
Clothing ee ae EERE E åt 82 157 231 268 353 456 621 836 
Housing, fuel, light, and 

refrigeration......... 178 231 285 328 379 424 484 546 635 
Household operation... . 33 50 64 81 89 109 140 166 306 
Furnishings and equip- 

TOO oses raea 5 24 33 43 $2 84 92 131 159 
Automobile............ 6 13 36 42 61 104 122 175 171 
Other transportation.... 6 21 28 47 53 52 63 83 114 
Medical care....-...... 48 67 78 93 95 119 147 191 260 
Personal care. ......... 12 20 34 42 46 55 64 84 109 
Recreation... ennas 5 15 25 45 52 62 82 104 137 
MODBGOO scice'sc ewan bias 7 16 25 40 40 47 58 70 75 
Reading. oa ccasewces eave 8 11 15 18 21 27 32 38 43 
Formal education...... 1 2 i 8 8 14 13 29 4i 
Other. ....asusssessaos 9 19 30 26 35 17 29 43 55 

Personal taxes!......... afi 1 23 70 124 198 283 407 564 | 2,357 

Gifts and contributions... 17 3i 52 82 92 136 |. 127 211 454 

Net savings or deficit..... —320 | —206 | —126 ~3 213 236 538 767 | 2,856 
War Bondst............ 16] 62 40 117 163| 230) 323 414 | 1,193 
Life and annuity insur- 

ance premiums......, 10 20 43 50 64 8 108 141 269 
Otherf, ..aenesaesoerse —346 | —288 —209 —170 —14 —T4 107 212 1,394 

Average number of persons*} 1.42 | 1.82 2.11 2.55 2.77 3.05 3.61 3.97 4.02 
Average number of earners?| .38 .68 1.07 1.16 1.22 1.25 1.56 1.96 2,08 





Source: U. S. Bureau of Labor Statistics. 

1 Persona] taxes (income, poll, and personal property) have been deducted from income. Total money income 
may be obtained by combining the amounts shown on line 2 with those for personal taxes. 

Inheritances and large gifts are not considered current income; inheritances and gift taxes are excluded from 
personal taxes. 

2 Includes expenditures for alcoholic beverages. 

3 Includes rents for tenant-occupied dwellings and for lodging away from home, and current operation expense 
of home owners. Excludes principal payments on mortgages on owned homes. 

i Value of bonds purchased less those cashed. , 

$ These figures represent the differences between income and expenditures plus net war bond purchases and in- 
surance premium payments, Included as savings are amounts deducted for social security, retirement plans, etc., 
not available separately- : 

€ Family size is based on equivalent persons, with 52 weeks of family membership considered equivalent to 1 per- 
son; 26 weeks equivalent to 0.5 person, etc. 

7 A family member that worked for pay (as wage or salary worker or on his own account) at any time during the 
year was considered an earner. 


In 1944, it required $1,950 income after taxes for the typical city family 
of two or more persons to “break even” (Table II). Such families spent an 
average of barely 22 cents a meal per person and $30 a month for housing, 
fuel, light and refrigeration. They paid $119 during the year in taxes. After 
taxes nothing remained to buy bonds or to pay life insurance premiums, 
considered as gavings. In order to buy war bonds or pay life insurance 
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premiums, the average family with a net income of $1,950 had to draw on 
previous savings or go into debt to the amount of $168.3 

A fourth of these families depended on more than one earner. It required 
steady work, 40 hours a week for 50 weeks, at $1.033 per hour, for one per- 
son to provide $1,950 after taxes, or a total of. $2,070. This income typically 
allowed no net savings in 1944 for a family of three. Almost one-fourth 


TABLE IT.—AvERAGE Money Income, EXPENDITURES, AND SAVINGS OF Fames OF Two OR 
MORE PERSONS, IN CITIES, BY INCOME Crass, 1944 


[Preliminary, subject to slight revision] 


Annual Money Income after Personal Taxes 





Item Under | $500 | $1,000] $1,500 ‘Break $2,000] $2,500] $3,000] $4,000] $5,000 
$500 to to to even” to and 


$1,000| $1,500] $2,000] oint | $2,500 $3,000] $4,000 $5, 000| over 


simas petam |e | RARE | rindi | o | ait | te | TE | INH a | eea 


Per cent of families in each 


Classer nieu aea 1.5 5.2 5.3 10.7 | — 14.0] 14.7] 23.0] 11.2 14,4 
Money income after per- 

sonal taxesl......... $313 | $776 {$1,243 [$1,779 ($1,950 $2,259 {$2,757 $3,480 $4,408 :$7,595 
Expenditures for current - 

consumption........ 887 | 1,053 | 1,407 | 1,788 | 1,877 | 2,051 | 2,410 | 2,838 | 3,439 | 4,305 
Pood!:; vacsacesau vias 374 | '434| ‘555 | °701 | °733 | 797} (913 | 1,043 | 1,150 | 1,386 
Clothing... ...sssusaa 42 80 163 234 250 283 364 462 623 848 
Housing, fuel, light and 

refrigeration........ 257 251 298 341 359 394 430 488 $47 616 
Household operation... , 56 47 66 83 87 93 110 140 166 295 
Furnishings and equip- 

MENT. ceeneeunceaets 5 25 39 49 53 60 88 95 132 157 
Automobile........... 16 19 29 42 52 69 i05 119 177 171 
Other transportation... 7 20 26 44 46 50 5i 63 84 109 
Medical care.......... 62 88 94 105 105 104 123 149 190 265 
Personal care......... 2i 19 33 4i 43 48 56 65 $4 110 
Recreation..........4. 3 15 28 46 49 $5 63 82 105 137 
Tobacco ue eede taut 16 15 21 41 4i 41 48 59 71 76 
Reading.........05c0s 14 13 14 18 19 22 27 31 37 43 
Formal education...... 1 2 2 11 10 9 15 13 29 42 
OUR ciestiecase nas 13 25 39 32 30 26 17 29 44 50 

Personal taxest.......... 2 13 32 86 119 180 270 402 559 | 2,385 

Gifts and contributions... 26 30 47 66 73 86 119 119 203 454 

Net savings or deficit, ...] ~-600 | —307 | —211 —75 0 122 228 523 766 | 2,836 
War bonds#........... 15 81 28 82 105 147 233 316 410 | 1,206 
Life and annuity insur- 

ance premiums...... 14 25 40 59 63 70 83 109 140 263 

Otherš, ouesesrasesen —629 | —413 | ~279 | —216 | —168 | —95§ —88 98 216 | 1,367 
Average number of per~ 

SONGS. cies ceeds oe 2.45 | 2.45 | 2.78] 3.03] 3.05 | 3.10] 3.13] 3.69} 4.01 | 4.13 
Average number of earn- 

OFS AENA «35 -72 1.15 | 1.22 1.24 | 1.27 1.31 1.57 1.97 | 2.12 


Source: U. S. Bureau of Labor Statistics. 
For footnotes, see Table I. 


of the city families of two or more persons had net incomes below $1,950. 
The other three-fourths of the families, with incomes of $2,000 and over 
after taxes, typically managed to accrue some savings, primarily war 
bonds. Savings comprised up to 10 per cent of income during 1944 only 
for those whose income after taxes exceeded $3,000. The $2,000 to $2,500 
group had average net savings of about $122 (Table IT). If net savings 


8 The average family with net income of $1,950 bought war bonds and many paid on life 
insurance, gave gifts and made contributions to charity including church donations. The deficit 
represents the difference between income and expenditures plus net war bond purchases and 


insurance premium payments. 
a 


r 
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of these amounts were made in each of the previous three or four years, 
the total would be insufficient to tide most of these families through ex- 
tended periods of unemployment. Families with lower Income accumu- 
lated no reserves. To realize family incomes of $2,500 to $3,000 a minimum 
of two members worked in 28 per cent of the families. In half of the families 


AVERAGE MONEY INCOME, EXPENDITURES, AND SAVINGS 
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CHART I 


with incomes of $3,000 to $4,000 after taxes, two or more persons con- 
tributed to family funds. Net incomes of $4,000 or more meant an average 
of two workers per family in 1944. Accumulated bond holdings at income 
levels below $3,000 do not comprise much of a backlog for expenditure on 
consumer goods. 

Approximately two-fifths of all urban single individuals living independ- 
ently had incomes under $1,150 and accumulated deficits in 1944, whereas 
the average single person having an income of $1,150 was just able to “break 
even.” As a group, single persons having net incomes above $1,500 saved a 
minimum of 10 per cent of their incomes during the year. 

Income-expenditure curves, shown in Chart I, represent the relationship 
of the outlay of money income of urban families and single persons after 
personal taxes to expenditures for current consumption. The high degree of 
skewness shown in these curves and in Charts II and III throws considerable 
light upon income-consumption patterns (the consumption function for 
families and individuals)* of families and individuals at various income 


4 The family or individual consumption function should not be confused with the national 
aggregate consumption function which is ordinarily meant in the writings of John M. Keynes 
and Alvin H. Hansen. The distinction between the cyclical income consumption pattern of the 
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levels. The income expenditure curve for food is outstandingly convex and 
begins to flatten off rapidly in the middle income levels. The savings curve 
is concave upward, is the steepest of all the curves at higher income levels, 
and indicates that savings také a progressively larger share of each succes- 
sive increment to income. The curve for personal taxes is also concave up- 
ward. In contrast, the major categories of current consumption have convex 
curves. 


INCOME-EXPENDITURE PATTERN 
OF URBAN FAMILIES AND SINGLE PERSONS 
BY INCOME CLASS, 1944 


FAMILIES AND SINGLE PERSONS AGGREGATE CONSUMPTION EXPENDITURES 
PERCENT PERCENT 
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' CHART II . ' 


Expenditures on food increased as family incomes rose, partly attribu- 
table to persons eating more meals away from home and consumption of 
more food, especially higher-priced foods. Families with net incomes of 
$1,950 spent practically 38 per cent of that income on food in 1944. Average 
food costs took about half the income of that 10 per cent of the families with 
$500 to $1,500 income after taxes, whereas families with $4,000 to $5,000 
after.taxes used only 26 per cent of their income for food, despite many 
meals eaten away from home. 

A consistently higher proportion of income was spent for food in 1944 than 
in 1941, particularly at the lower income levels, even though the average 
size family was smaller in 1944 compared with 1941. Average retail food 


national consumption function and the consumption function of an individual is defined in 
Professor Hansen’s book, Fiscal Policy and Business Cycles (New York, Norton, 1941), pp. 
227-60. Also, John M. Keynes, The General Theory of Employment, Interest and Money, 
chap. 3. 


os 
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prices in cities advanced 29 per cent within this period. Similarly, retail 
clothing prices rose 31 per cent between 1941 and 1944, thus absorbing a 
larger share of income at each level in 1944. Housing costs (including fuel, 
light and refrigeration), however, remained unchanged or somewhat lower 
relative to income, except for families with incomes under $1,000 or who 
migrated to centers of war production. While workers that moved to war 
centers usually paid higher rents than prior to the war, the rent-control 
program stabilized housing costs for many families that did not move. If 


INCOME-SAVINGS PATTERN OF URBAN FAMILIES 
AND SINGLE PERSONS 


BY INCOME CLASS, 1944 


FAMILIES AND SINGLE PERSONS NET SAVINGS OR DEFICIT 
PERCENT DOLLARS 
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their income increased, this meant a smaller proportion spent on housing. 

Medical expenses took a larger portion of total income, particularly 
among low-income families, in 1944 than in 1941, probably because of higher 
medical costs and need for more care as a consequence of longer hours of 


5 It is interesting to note here that during the past half-century significant changes have 
occurred in relative proportions of income spent by families for major categories of consump- 
tion. The most striking example of this phenomenon is represented by the decreased percentage 
of average total expenditure for food over this period. This is largely attributable to progress 
in food production. While the relative proportions spent on certain other categories of con- 
sumption increased, the proportion of money outlay for housing, fuel, and light have remained 
relatively stable. In contrast to Engels law which is primarily restricted to varying proportions 
of income spent for various categories of consumption or saved by different income groups at a 
particular time, the following table (on page 897) indicates the historical development of these 
shifts in relative proportions expended for major groups of consumption or the aggregate 
budget pattern for wage earner’s families over periods of time. 
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work. Absence of new automobiles and consumer durables was reflected in 
the much diminished share of income consigned to these goods. On balance, 
outlays for current consumption represented a smaller share of income in 
1944 than in 1941 among families in the income groups above $2,000 after 
taxes. But urban families with incomes under $2,000 required a considerably 
larger share for essential goods and services in 1944 than in the earlier year. 

Urban families and single individuals having incomes over $3,000, com- 
prising 42 per cent of the total consumer units, accounted for 60 per cent of 
the aggregate consumption expenditures in 1944 (Chart II). In contrast, 
urban families and single individuals with incomes under $2,500, comprising 
45 per cent of all consumer units, made 27 per cent of the aggregate con- 
sumption expenditures. The remainder of consumer units, having incomes 
between $2,500 and $3,000, which accounted for 13 per cent of the urban 
families and single individuals, made 13 per cent of the aggregate consump- 
tion expenditures. 

The skewness of savings per se is clearly depicted in Chart III which 
shows that the high income classes accumulate most of the savings of the 
country. In contrast to the appreciable net deficits of 31 per cent of the con- 
sumer units with incomes below $2,000, Chart III reveals that 64 per cent 
of the aggregate annual savings were made by consumer units having money 
incomes of $5,000 and over, comprising 13 per cent of urban families and 
single persons of the nation. 

The pilot study of liquid asset holdings in 1945 made by the Bureau of 
Agricultural Economics corresponded to the findings of the Bureau of Labor 
Statistics. The BAE study covering both rural and urban areas indicated a 
concentration of ownership of savings and in each income class there tended 
to be a few cases of large holdings. The bulk of accumulative liquid assets 
was held not only by the middle and upper income classes but also by the 


CHANGES IN RELATIVE PROPORTIONS SPENT, FOR Major Groups, BY WAGE 
EARNERS’ FAMILIES, BY DECADES 


Per Cent of Average Total Expenditures 


Period 
: i Fuel and N Other 
Food Housing Clothing = sht Pas ditures 

1869-1879 51.3 16.8 14.9 5.9 11.1 
1880-1889 44,0 15.7 18.7 5.8 15.8 
1890-1899 42.3 14.3 15.9 6.2 21.3 
1900-1909 43.1 18.1 13.0 5.6 20.2 
1910-1919 39.9 13.7 15.6 5.2 25.6 
1920-1929 37.3 14.6 14.9 5.0 28.2 
1930-1935 32.8 16.0 10.9 nao 34.8 
1935-1939 33.9 18.1 10.5 6.4 Sisk 


Source: National Industrial Conference Board, The Economic Almanac for 1944-1945, 
p. 98. 

8 Emanuel T. Weiler, “Surveys of Liquid Asset Holdings,” Federal Reserve Bulletin, Septem- 
ber, 1945 (Washington), pp. 865-71. e 
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upper third of holders within these income classes. In Birmingham, the 
10 per cent of liquid asset holders who individually had the largest amounts 
of liquid assets owned 60 per cent of all liquid assets in the city.” Seventy- 
seven per cent of the aggregate liquid assets were held by the upper third of 
the liquid asset holders in Birmingham, Alabama, and Douglas County, 
Illinois, combined. A dispersion of the upper third of the holders of liquid 
assets, whose holdings were largest in relation to their Income, revealed that 
they were older, have smaller families, have more education, and have 
regular methods and specific purposes for saving.’ This experimental survey 
revealed first the skewness of savings per se, and, secondly that, even at 
relatively high levels of savings, holders of these assets are not likely to spend 
them readily for specific purchases of consumer goods. 


TABLE IIL.—CONCENTRATION OF INCOME, SAVING, AND Liquip Asset Horprnes IN 1945 
Total for Each Class as Percentage of National Totals 


Spending Units by OE Aenea" A Comat ar ema ara 
Percentage Classes Money Gross Net Liquid Asset 


Income Saving? Saving? Holdings? 
Top 10 per cent......... 29 53 60 60 
20 per cent.......;. 45 72 82 77 
30 per cent......... 58 84 96 87 
40 per cent......... 69 92 105 93 
50 per cent......... 78 97 111 97 
Bottom 50 per cent......... 22 3 — Íi 3 


Source: Federal Reserve Bulletin, June 1946, p. 574. 

a The spending units with the highest income are not necessarily those with the highest 
saving or asset holdings, so that different individual units may be included in each percentage 
class, 

b Gross saving comprises al] individual positive saving (income in excess of expenditures), 
while net saving is positive saving less dissaving (expenditures in excess of income). 

° Excluding currency. 


Attitudes expressed by these respondents indicated that the desire for 
economic security and advancement has been the leading incentive for ac- 
cumulation of liquid assets. They did not consider their holdings as funds 
held for post-war purchases of consumption goods. Rather than use savings, 
half of the respondents in Birmingham stated they would resort to consumer 
credit. When asked about spending out of savings, most respondents in- 
dicated that they would hesitate to cash war bonds or use time deposits for 
purchase of consumer goods. Apparently many respondents considered 
demand deposit withdrawals equivalent to the expenditures of current in- 
come, 

The national survey of liquid assets made by the BAE,’ based upon in- 


1 Ibid., p. 868. 
8 Ibid., pp. 868-69. 


® Henry H. Villard, “A National Survey of Liquid Assets,” Federal Reserve Bulletin, June, 
1946, pp. 574-80. , 


1946] COMMUNICATIONS _ 899 


terviews of spending units,!° substantiated the findings of the BAE pilot 
survey. It revealed, moreover, an apparent close relationship between the 
concentration of current saving and liquid asset holdings, and showed a 
relatively heavy concentration of these assets compared to income. While 
45 per cent of the money income in 1945 was received by the top 20 per cent 
of the spending units, these units accounted for 77 per cent of the liquid 
asset holdings. The bottom 50 per cent of the spending units, receiving 22 
per cent of the money income, held only 3 per cent of the liquid assets 
(Table ITT). | 

Although the national survey could not definitely establish amounts of 
savings people will spend, it revealed that a large proportion of the spending 
units stated they had no intention of using their liquid assets for any pur- 
poste in 1946." 

Although the Braddock Steelworker study! does not give as detailed an 
analysis regarding age groups, size of family, and other characteristics of 
the holders of savings, compared to the two BAE investigations, it tends to 
_confirm the latter findings, as indicated in Table IV. Whereas, the mean 
liquid assets of the Braddock Steelworker in January, 1945, aggregated 
about $800, these savings were concentrated in a relatively small number of 
families, as 73 per cent of the families had under $800, and 50 per cent had 
less than $400 in liquid assets. 


TIT. Some Conclusions 


The empirical evidence clearly reveals that, despite large accumulated 
aggregate savings in the country, we cannot assume that these will be 
translated into post-war purchases of goods during the next few years. 
Furthermore, it must not be assumed that a shift in the distribution of 
consumer units to higher income levels will follow the same pattern of saving 
and spending characteristic of that class. Other factors such as habits of 
living, educational training, occupation, and a conventional mode of life 
may affect the pattern of spending rather than its being determined pri- 
marily on the basis of income. The propensity of the consumer to save 
depends more on his position in the frequency distribution of incomes than 
on the number of dollars he earns. The correlation between the rate of 


10 Defined as persons living in same dwelling and member of same family pooling their income 
for major expenditures. 

11 Ibid., p. 576. 

12 United Steel Workers of America, Tke Braddock Steelworker, An Income and Expenditure 
Study for January 1945 of Steelworkers in Braddock, Rankin and North Braddock, Pennsyl- 
vania, pp. 22~28. 


13 W, S. Woytinsky, “Relationship Between Consumers’ Expenditures, Savings, and Dispos- 
- able Income,” Rev. Econ. Stat., February, 1946. Also, Dorothy S. Brady and Rose D. Friedman, 
“Savings in the Income Distribution,” paper presented at the Conference on Research in 
Income and Wealth, November, 1945. Dorothy S. Brady, “Variations in Family Living Ex- 
penditures,” Jour. Am. Stat. Assoc., June, 1938. J. Marschak, “Personal and Collective 
Budget Functions,” Rev. Econ. Stat., Vol. XXI. Jacob L. Mosak, “Forecasting Postwar 


Demand,” Econometrica, January, 1945. P 
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savings and the nominal disposable income must be considered together 
with the marginal propensity to consume within income classes. In view of 
the practical and theoretical problems involved, determination of the post- 
war consumption function for consumer goods on the basis of present liquid 
assets is a complex task. 


TABLE IV.---PERCENTAGE DISTRIBUTION OF BRADDOCK STEELWORKERS’ FAMILIES BY 
AMOUNT OF LIQUID SAVINGS ON JANUARY 31, 1945 


Per Cent of Cumulative 

Amount Families Percentage 
None 2 2 
$ 1~$ 49.99 7 9 
$ 50-$ 99.99 9 18 
$ 100-$199.99 10 28 
$ 200 ~- $299.99 10 38 
$ 300 ~ $399.99 12 50 
$ 400 ~- $499.99 8 58 
$ 500 - $999.99 23 81 
$1,000 and up 19 100 


Source: United Steelworkers of America, The Braddock Steelworker, An Income and Ex- 
penditure Study for January, 1945 of Steelworkers in Braddock, Rankin and North Braddock, 
Pennsylvania, p. 22, 


The propensity to consume and to save at various income levels is il- 
lustrated by the income-expenditure, and savings curves in Chart II. It is 
quite apparent that the income level of families and individuals is extremely 
significant as a determinant of the proportion of income consumed and 
saved.'4 A larger share of current income is saved by urban families and 
single persons in the upper income brackets than by the lower income con- 
sumer units. The high levels of liquid assets of families, single persons, and 
business organizations may tend to promote private capital formation and 
stimulate investment. An organization having large holdings of liquid 
assets, for example, may be more likely to invest in new capital formation 
than a company whose savings are small. While families and single persons 
are still saving a large part of their income they are likely to hold these 
assets and zot spend more of current income plus accumulated liquid assets. 
Some savings will undoubtedly be spent and thus affect current demand, 
but for the long term the attitude of the holders of liquid assets gives no 
promise of large-scale spending out of these savings. Nevertheless, the degree 
of economic security afforded by savings will tend to encourage more spending 
from current income and, hence, raise the level of the national consumption 
function 

A shrinkage of about 4 billion dollars, or approximately 11 per cent, 
occurred in the annual rate of savings for 1945 compared with 1944, marking 


“4 J. M. Keynes, of. cit., chaps. 8, 9, 10. Alvin H. Hansen, op. cit., chap. 11. 


15 S, Morris Livingston, Markets After the War, Department of Commerce (Washington, 
March, 1943). e 
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the first decline since 1938, despite a rise in income payments to 161 
billion dollars, the highest for any one year. Since V-J Day, however, con- 
sumer expenditures have increased while total income payments were 
slightly declining.!! This may be attributed to favorable subjecitve factors!" 
encouraging spending more out of current earnings rather than from savings. 
The proportion of consumer expenditures for durables and services is below 
the pre-war level, compared with the abnormally large percentage spent on 
consumer non-durable goods. 

Shortages of durable goods and homes partly explain the continued in- 
crease in savings deposits in mutual savings and commercial banks.!® As 
consumer goods reappear on the market, savings deposits will probably 
advance at a slower pace or level out, as a larger proportion of current in- 
come may be spent for goods and less money saved. Accumulation of savings 
are encouraged primarily by a desire for security against future con- 
tingencies, rather than to finance specific purchases of consumer durables. 
Holders of liquid assets may be expected to maintain their savings largely 
intact if they maintain confidence in the integrity and value of the dollar 
and have adequate income to make it unnecessary to use savings for current 
living expenses. If speculation, encouraged by run-away prices, occurs, how- 
ever, savings may be diverted to stocks and real estate, culminating in a 
disastrous deflation. Should this situation arise, the decade of 1929-1939 
when savings continued upward despite large-scale unemployment may be 
repeated. The best assurance for effective demand reflected in purchases of 
consumer goods focuses largely upon sustained high levels of employment, 
productivity, and real consumer incomes resting upon economic stability, 
rather than relying upon a demand created out of savings. 

The tremendous backlog of individual holdings of liquid assets are in- 
dubitably potential creators of expanding markets, and will tend to raise the 
aggregate income-consumption schedule of the nation. But in the process of 
making an appraisal of the influence of savings upon new markets, and the 
extent to which the national consumption function will be influenced, it is 
vital that the pattern of the distribution of savings among families and 
individuals in various income classes be given adequate recognition. 

i CHARLES D, Hyson” 


* The writer wishes to express his gratitude to Dr. Dorothy S. Brady and Mr. Wendell D. 
Macdonald of the U. S. Bureau of Labor Statistics, and to Professor Alvin H. Hansen of 
Harvard University for valuable comments and suggestions. 


A Note on Expectations 


The often-heard dictum that “general expectations of a rise or fall in 
prices tend to justify themselves” is hardly a self-evident proposition. In 
fact, it is almost as easy to think of contradicting examples (enlarged pro- 
duction drowning out an expected price increase) as of supporting ones (a 


1¢ Consumer expenditures in 1945 were 6.5 per cent above the 1944 level. 
17 J. M. Keynes, op. cit., chap. 9. 


18 A larger share of current savings tends to go into bank deposits, as the pressure to buy war 
bonds is reduced. . 
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stock exchange run in either direction). However, it is not difficult to sepa- 
rate the cases when the dictum is applicable from those when it is not. The 
answer turns upon whether or not the stock of the commodity concerned is 
expansible, 

First let us consider a good whose total amount is fixed. Stocks and bonds 
fall under this heading, and if the period considered is short enough to rule 
out their augmentation, particular inventories or the stock of goods in the 
economy do also. In the stock market, a general expectation of a price rise 
(fall) leads to eagerness to buy (sell), which in turn brings about the ex- 
pected rise (fall). Similarly, expectations of a general rise in the price level 
leads to eagerness to hold goods, which tends to bring about the expected 
increase. In these cases, general expectations of a price change do justify 
themselves. 

Now to examine goods whose stock is expansible, or the same goods with 
a sufficient period considered to allow their stock to be increased. In the 
previous case, the only persons involved acted as dual seller-buyers, ac- 
cording to the state of their expectations. In this wider case, new figures 
enter in. One is the producer, primarily a seller. Similarly, the consumer is 
primarily a buyer. Dual buyer-sellers remain, as speculators and inventory- 
holders. These categories react differently to expectations of price changes. 

1. Suppose consumers alone expect a price change. If they expect a rise 
(fall), they will increase (decrease) buying, and the price will tend to rise 
(fall). Consumers’ expectations also tend to justify themselves. 

2. Suppose producers alone expect a price change. If they expect a rise, 
they will increase production. But since consumers expect no change in 
prices no change will take place, until the new goods reach the market— 
at which time the flood will force the price to fall. For the producer then, the 
price change induced is the opposite of the one expected. (It is assumed, of 
course, that there is no real external justification for any of the expecta- 
tions.) 

3. As for the speculators and inventory-holders, their expectations will 
continue self-justifying in tendency, but only in proportion to their impor- 
tance in the total demand and supply. 

Our examples have indicated that the expectations of speculators, in- 
ventory-holders, and consumers tend to be self-justifying. Only among 
producers are general expectations not self-justifying, because in that case 
new production is induced (or old production cut down), changing the 
quantity of the good. It follows that expectations are more likely to be self- 
justifying where the rôle of the producer is less important: in the short run, 
where changes of production are difficult, and where speculation is preva- 
Jent. 

Are there examples on the demand side where general expectations of a 
price change do not justify themselves? This is a little more difficult, but 
consider consumers (consumers of labor or machine services in particular 
for this case) who expect a price fall in a certain length of time, and who 
have to make present preparations and decisions about buying or employing 
at that future time. 
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Then, there will be no change until the plans mature (remembering the 
assumption that the expectations are not justified by external events). — 
When the plans mature, the increased quantity of labor or machines de- 
manded because of the expectation of a price fall will actually tend to bring 
about a price rise. Therefore, in this case consumers’ expectations are not 
self-justifying—to the extent that the decisions are irrevocable. 

This last hits the crux of the matter. It is the irrevocable decisions made 
in advance which bring about the unexpected results. Decisions to produce 
on the basis of an expected price change must be made, irrevocably and in 
advance of the goods reaching the market. There must be a lag while pro- 
duction takes place. Decisions to consume, on the other hand, do not nor- 
mally require any lag between decision and impact on the market, and the 
decision may be revoked if the price change is not as expected. Only if we 
postulate irrevocability and a lag, as in the above case, are consumption 
decisions analogous to production decisions, and onlyin that case do we have 
the analogous effect of price expectations not justifying themselves. In all 
other cases, the simultaneous attempt of everyone to profit by anticipating 
the price change actually brings about the expected change. 

General expectations of a price change, then, tend to justify themselves 
except where they cause irrevocable decisions concerning increases or de- 
creases or production or of future consumption, in which cases the price 
change tends to be the opposite of the expected one. 

JACK HIRSHLEIFER* 


* The author is a graduate student at Harvard University. 


Incidence or Effects of the Corporation Income Tax? 


In recent literature on economics, considerable attention has been 
directed to the important and interesting problem of the incidence of the 
tax on corporation net income. Not infrequently writers have concluded 
that this tax is subject to shifting and that its incidence, in part, is on con- 
sumers and laborers.! Some differences of opinion still prevail, however, 
with respect to this issue.” These differences appear to be due to various 
meanings attached to the term “incidence.” There is a tendency on the part 
of some writers to make no distinction between incidence and effects of a 


1 The corporation income tax ‘“‘tends (1) to raise the cost of goods and services, and in some 
cases to pyramid them, (2) to keep wages lower than they otherwise would be....’’ See B. 
Rum] and C. Sonne, Fiscal and Monetary Policy (Washington, 1944), p. 10. Also corporate 
taxation “turns out to be in part a tax upon the income of stockholders, and in part an indirect 
tax upon consumers, wage-earners or both. The indirect taxation occurs because such taxes 
are accounted as part of the costs of doing business, and soon or late some part of the tax gets 
passed on to consumers in the form of higher prices for the goods they buy; some part of it, also, 
is invisibly borne by workers in the form of lower wages and salaries than they could otherwise 
receive.” See Research Committee of the Committee for Economic Development, A Postwar 
Federal Tax Plan for High Employment (New York, 1944), p. 16. These statements are quite 
typical of conclusions on that issue. 


2 See, for example, H. B. Bowen, “Incidence of the Corporate Income Tax,” Am. Econ. 
Rev., Vol. XXXVI, No. 1 (March, 1946), pp. 146-47; and Richard Goode, “The Incidence of 
the Corporation Income Tax: A Rejoinder,” in the same issue of the Review, pp. 147-48. 
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tax, specifically the levy on net income of corporations. When the incidence 
of this tax is interpreted broadly to include its effects on the functioning of 
the economy, ¢.g., on investment and business expansion, the conclusion 
reached with respect to shifting naturally differs from that obtained when 
incidence is given a much narrower connotation. . 

According to the orthodox view on incidence, with the term itself meaning 
“the settling or coming to rest”? of the tax, a levy on net income is not 
shifted and its incidence is, therefore, at the point of impact of the tax. Thus 
in the case of the corporation income tax, the burden falls first and finally 
on the owners, or stockholders, of the corporation. The income subject to 
the tax is the result of a pricing process completed in advance of tax pay- 
ments and corporation owners are not in position to shift any portion of the 
tax forward to consumers in the form of higher prices or backward to 
laborers by way of lower wages. If prices of products to consumers are de- 
termined in competitive markets, no control is exercised by a single corpo- 
rate seller and no shifting of a tax on income is possible. If, more realistically, 
prices are administered to some degree by action of monopolistic elements, 
maximum net income is the objective of the controlled price policy even 
though it is known in advance that the income sought is subject to taxation. 

In similar fashion the orthodox view on incidence does not lend support 
to the belief that the tax on corporation income is shifted in part to laborers. 
If the labor market is competitive, productivity is the chief determinant 
of wage and the corporation income tax does not influence labor productiv- 
ity. If, on the other hand, labor is highly organized and exercises certain 
monopolistic powers in bargaining for wages, the tax on corporate income 
does not alter either the strength of the labor organization or the wages re- 
ceived by its members, Corporation officials tend to be critical of the notion 
that their organization’s ability-to-pay, which would be greater if the tax on 
corporation income were lower, should be a factor to be considered in de- 
termining wages to be paid to their employees. The contention that wages of 
corporation employees will automatically be higher if tax relief is granted 
to the corporation is pure conjecture. 

When the longer run and somewhat indirect effects of a tax are regarded 
as a part of incidence, it seems to be rather generally believed that laborers 
and consumers share the burden of the tax on corporation income. There is 
no unanimity of opinion, however, with respect either to the reasons for the 
shifting process or to the degree to which the tax is passed along to these 
segments of the economy. In view of the many factors that may be involved, 
directly or indirectly, when effects are considered as a part of incidence, it is 
understandable why difficulties arise in connection with an effort to trace 


3 E. R. A. Seligman defined incidence in this way. See his Shifting and Incidence of Taxation 
(New York, 1921), p. 2. A contemporary writer states that incidence may be interpreted to 
mean ‘the relation between the impact of the tax and the prices which are most intimately 
associated with the point of impact.” He is critical, however, of such a treatment of incidence, 
suggesting that its basic concept “ought to be redefined so as to include not only the repercus- 
sions of the tax itself but also the results of the expenditures which the tax finances.” See 
E. E. Oakes, “The Incidence of the General Income Tax,” Am. Econ. Rev., Vol. XXXII, No. 2 
(March, 1942), subpl., p. 77. 
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the burden of any tax to its ultimate bearers. Within such a sphere of 
speculation, few satisfactory answers can be supplied to questions on shift- 
ing and incidence of taxes on income, property, estates, retail sales or any 
other levy. 

A strong theoretical case may be advanced in favor of a drastic reduction, 
perhaps complete elimination, of the tax on corporation income, providing 
adequate safeguards are established to prevent undistributed earnings from 
escaping taxation entirely. Investment of venturesome capital would likely 
be encouraged and a stimulus given to business expansion if income tax 
relief should be granted to corporations. Laborers and consumers who are 
adversely affected by any measure, such as a tax law which restricts 
productive activity, would stand to benefit from an enlivened and more 
prosperous economy. But the benefits of an altered corporate tax policy 
which had the effect of encouraging economic activity would not be confined 
to employees of corporations and consumers of the products of the corpora- 
tions. Virtually all productive elements within the economic organization 
would gain indirectly from any move which would result in expansion and 
prosperity. Yet it is not argued that the incidence of the corporation income 
tax falls in part on these many productive elements except as they may also 
be consumers of products of heavily taxed corporations. If the incidence of 
this tax is distributed among stockholders, laborers and consumers as so 
often contended, it should follow that dividends would be higher, wages 
would be increased and prices would be lower if the tax should be reduced or 
eliminated. Perhaps these results, among others, would be forthcoming over 
a period of time long enough to allow the benefits of tax relief to be diffused 
throughout the economy. But what basis is there for believing that only ‘ 
these three groups would be aided? In other words, if incidence includes 
effects, it seems to be a hopeless venture, probably impossible of attainment, 
to attempt to determine where the burden of a tax ultimately rests.‘ 

In view of the fact that its final effects are of vital importance in an 
evaluation of a tax measure, it may be argued that it is useless hair-splitting 
to differentiate between incidence and effects. On the other side of the 
argument, the point may be made that effects can hardly be determined 
until incidence in the narrower sense of the term is known. In the case of a 
retail sales tax, for example, prices of products to consumers tend at once to 
be higher because of the tax. Recognizing this, it becomes possible then to 
consider the consequences of this tax on effective demand, production, 
wages and many other factors. Likewise, in considering the corporation in- 
come tax, there may be some advantage in accepting the orthodox view on 
incidence as a point of departure in an analysis of its effects. It should be 


t Oakes considers the prospects of finding a satisfactory answer to the problem of incidence 
in the broad sense of the term by no means encouraging, and he raises “grave doubts concern- 
ing our present knowledge of the precise nature of the economic consequences following upon 
the choice of a levy on net income as compared with other forms of general taxation.” Am. 
Econ. Rev., Vol. XXXII, No. 1 (March, 1942), suppi., p. 82. 


ë Seligman wrote that “it is only when we have ascertained the incidence that we can proceed 
to discuss the wider effects of a tax.” Op. cit., p. 14. ° : 
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emphasized that laborers and consumers are not the only groups, aside from > 
stockholders, who are affected by the corporation tax. The claim that the 
incidence of this tax is on laborers, consumers and stockholders serves, there- 
fore, only to confuse the issue. The orthodox approach to incidence does not 
support the claim. And when effects are considered a part of incidence, the 
claim lacks completeness. 

C. Warp Macy* 


* The author is professor of economics at Coe College. 


Concept and Teaching of Economics: Comment 


In his criticism of the traditional introductory course in economic prin- 
ciples under this title! Dr. Mendershausen confuses two entirely different 
problems. First, is the content of this course as now given conducive to an 
understanding of economic reality? Second, should we begin economic in- 
struction with ‘economic theory,’’—that is, a system of necessarily abstract 
concepts—-or should we rather arouse the students’ interest by painting 
broad historical-sociological pictures, starting with the “origin and signif- 
cance of the Ghost Dance among the American Indians in the late 19th 
century” and ending up with nothing less than the “Great Depression and 
the War.” That we are actually dealing here with two different issues can 
be most easily seen in Mendershausen’s suggestion that in the later years 
of college study the students should go “into intermediate, specialized work 
in economics.” Surely, Mendershausen cannot intend that these later 
courses in economics should take up the teaching of the “rationale of a self- 
regulating system of markets (market economy),” which he so severely 
condemns as unrealistic in the earlier sections of his article. He must be 
referring to a different and sufficiently realistic type of economic theory, 
though possibly not “pure and systematic” according to his terminology 
(p. 379); if so, he has failed to demonstrate that it would be impossible to 
teach an introductory course in “economic principles” using this type of 
material. 

Mendershausen’s inability to realize this simple truth is rooted in his 
persistent identification of “economic theory” with the theory of “a self- 
regulating system of markets” and the “crusade against the interference 
with market self-regulation” (p. 379). He would do well to ponder Keynes’s 
dictum: “The theory of economics does not furnish a body of settled 
conclusions immediately applicable to policy. It is a method rather than 
a doctrine, an apparatus of the mind, a technique of thinking, which helps 
its possessor to draw correct conclusions.’ 

What Mendershausen does not realize is that any free enterprise system,’ 
even if it is not self-regulating and is “interfered” with, can be understood 
only with the help of the conceptual apparatus which has been largely 
developed by the neo-classical theory. The very Keynesian system which 


1 American Economic Review, Vol. XXXVI, No. 3 (June, 1946), pp. 376-84. 
2 Introduction to the Cambridge Economic Handbook series. 
3 The term is used here as denoting the opposite of a fully-planned collectivistic system. 


” 
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Mendershausen designates as having closed “‘the epoch of pure and system- 
atic economics” employs such theoretical concepts as “aggregate supply 
price,” “marginal efficiency of capital,” and the like, which cannot be com- 
prehended without some knowledge of the “‘micro-economic” concepts of the 
neo-classical theoretical system. And how can the problems of price control 
or the effectiveness of a “‘buyers’ strike,” to mention only a few examples, 
be explained to someone who has not yet grasped the meaning of supply 
and demand functions? 

It is not necessary to extend this list in order to show that the theory of 
the “‘semi-controlled” (or what amounts to the same thing—the “semi- 
automatic”) free enterprise system utilizes the basic concepts of the neo- 
classical system. We must stress, moreover, that even Mendershausen’s 
so-called “political economy” course cannot give an explanation of the his- 
torical events it purports to deal with, without having at its disposal the 
conceptual apparatus of economic theory. How can “the crisis and debacle 
of the French Republic, 1933-1940,” second of the topics in Menders- 
hausen’s course, be explained without discussing the influence of a reduction 
of working hours on national income, real wage level, and similar subjects? 
Explaining “the transformation of English society . . . 1750-1850,” third 
topic in his course, would necessarily involve the instructor in a considera- 
tion of the theory of unemployment (technological unemployment versus 
deflationary unemployment). Mendershausen’s discussion of the “‘safety 
valves” of market economy, fifth in his list, presumably is distinguished 
from the same chapter in the abandoned “‘pure and systematic economics” 
by a critical discussion of their limitations. But is not the law of supply 
and demand one of these valves? The amount of economic theory in its 
traditional form necessary foran explanation of the Great Depression need 
not be expounded here. 

Mendershausen shares with the institutionalists and the “historical 
school” in economics in Germany the error that histery*can be understood 
without theory. Although we may readily grant these schools the merit of 
having forced on economic theorists, two generations ago, a revision of their 
belief in the self-regulation of the market economy, it would be idle to deny 
the complete collapse of these schools when faced with the new economic 
problems of World War I and the 30’s, The progress in our understanding of 
the economic processes of the “late capitalism” has come not from historians 
but from the theorists, from the climate of Cambridge, Harvard and Chi- 
cago. 

We have no doubt that Dr. Mendershausen, well-trained theorist that 
he is, does his utmost to make his students acquainted, at the proper stage of 
his introductory course, with the basic concepts of economic theory, which, 
as we have tried to show, are indispensable to an intelligent discussion of four 
of the six topics in Mendershausen’s course. If he did not. do so, the discus- 
sion of these topics would, indeed, degenerate into a series of “overlapping 
unrelated inquiries in which economic principles play an unimportant rôle” 


* 4 At least that kind of history which is more than the philological interpretation of diplo- 


matic documents. 
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or “‘a branch of the forensic arts in which any opinion is as good as any other, 
and in which acceptance is dependent on oratory and authority” (pp. 377- 
78)—in short, into one of those forum debates in which conservatives and 
progressives, never changing their original convictions, repeat the stale 
arguments in party clichés. But since a systematic discussion of the basic 
theoretical concepts requires all the time available in a 30-weeks course, 
the average student can hardly get an adequate training in basic economic 
theory, if much time is given to the discussion of the political-sociological- 
historical aspects of the four topics cited above and of the two other topics 
in which economic theory plays only a minor rôle. 

There is nothing to prevent the instructor in an introductory course in 
economic principles from making the abstract discussion of a theoretical 
system more vivid by relating the theoretical concepts to concrete problems 
of economic policy or economic development. But even so, abstract the- 
oretical thinking is not everybody’s business, and there always will be 
students who will shun a course on economic principles unless it 1s remodeled 
along the picturesque historical lines of Mendershausen’s ‘‘political econ- 
omy.” But what of it? Let them stay away! 

The desirable content of a modernized introductory course in economic 
principles is quite clear. Negatively, it must refrain from describing the 
presént economy as what it is not—a self-regulating system. In other 
words, 1t must discuss the limitations of the stabilizing mechanisms, and 
the indeterminateness, from the viewpoint of a purely rational theory, to 
which the modern credit system and the widespread monopolistic tendencies 
subject the working of the market economy. Furthermore, the course should 
eliminate all material that is not indispensable for a broad understanding of 
economic reality, either because it is completely unrealistic (as is a large 
part of the oligopoly discussion), or because it has not yet been made fruit- 
ful (as in the case of the modern stability discussion), or because it has 
proved its usefulness only for special problems with which the beginner 
need not be bothered (for example, the indifference curve apparatus). The 
bulk of the neo-classical theory as developed around 1933 could nevertheless 
be retained; and it should be enlarged by an outline of the basic concepts 
utilized, thanks to Keynes, in the “macro-economic” approach to the 
economic problems of our times. 

Hans NEISSER* 


* The author is professor of economics in the Graduate Faculty of Political and Social Sci- 
ence, New School for Social Research. 


Conference on the Teaching of Economics 


Until recently economists have paid very little attention to the training 
of the teachers of the subject in our colleges and universities. Too often 
we have assumed that the specialized product of a good graduate school 
would automatically become a good college teacher, if his personality were 
not too repulsive. A few outstanding economists have gained a reputation 
as excellent teachers, but no one seems to know just why. Indeed, we have 
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been far from clear as to the very purpose of college instruction in eco- 
nomics.! 

A significant step toward better college teaching was taken in 1944 when 
the American Economic Association established a Committee on the Under- 
graduate Teaching of Economics and the Training of Economists under the 
chairmanship of Professor Horace Taylor.? This committee not only estab- 
lished ten subcommittees on the varied phases of the subject with a total 
of seventy-elght members and consultants but also sponsored a lively dis- 
cussion of undergraduate teaching at the 58th annual meeting.’ 

The most recent attempt to raise the level of teaching took the form of 
a Conference on the Teaching of Economics at The American University, 
August 19-31, 1946. At this conference, fourteen distinguished professors 
of economics discussed objectives and effective methods of teaching for 
two weeks with eighteen instructors from all sections of the country and 
from Canada. Special features of the meetings included a demonstration of 
visual methods of presentation, lectures on government sources of informa- 
tion, a book exhibit and several social affairs. The entire fifty-five hours of 
the discussion was recorded. The conference was organized by the Teaching 
Institute of Economics at The American University, which is operated 
under a grant from the Alfred P. Sloan Foundation. At the same time it 
represented an experiment by the subcommittee of the Association on “The 
Training of Teachers of Economics.” 

Even for the group of leading college teachers, the conference had con- 
siderable value. Separated as they are, they would not ordinarily consult 
with each other on teaching problems for more than a few minutes a year 
during the annual meeting. For the younger teachers, the experience was 
unique. Seldom does an economist have a chance to review the currents of 
economic thought as they affect teaching with a group of experienced 
teachers who are paying attention to his problems. 

No attempt was made to formulate the wide range of thoughts and sug- 
gestions expressed at the conference into any series of resolutions or findings. 
Major attention was given to the introductory course, not only because that 
course is crucial but also because, illogically, most colleges assign this most 
difficult job of teaching to their least experienced teachers. A good deal of 
attention was devoted to the sequence of undergraduate work, to the teach- 
ing of economic history and to the special needs of business, government 
and agriculture. At every point the questions of teaching technique were 
discussed in close relationship to the broad aims and philosophy of the 
social sciences and to the real needs of students. 

1 The college curriculum in economics has received some recent attention, for example, 
by Horst Mendershausen, R. W. Harbeson, W. W. Hewitt, L. M. Hacher, R. Clemence, 
F. S. Doody, and Karl Wm. Kapp. See Horst Mendershausen, “Concept and Teaching of 
Economics,” Am, Econ. Rev., Vol. XXXVI, No. 3 (June, 1946), pp. 376-84 and the references 


there cited. See also Karl Wm. Kapp, “Teaching of Economics: A New Approach,” Southern 
Econ. Jour., Vol. XI, No. 4 (April, 1946), p. 376. 


2 See Horace Taylor, “Report of the Committee on the Undergraduate Teaching of Eco- 
nomics and the Training of Economists,” Am. Econ. Rev., Vol. XXXVI, N o. 2 (May, 1946), 
p. 937. 


3 American Economic Review, Vol. XXXVI, No. 2 (May, 1946), p. 845. 
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Two further steps in the immediate future were advocated by the mem- 
bers of this conference: first, the provision for more and better time at the 
annual meeting of the Association for the discussion of the problems of 
teaching; and, second, the arrangement of further conferences on teaching by 
the colleges and universities. 

The single session on teaching at the last annual meeting demonstrated 
the vitality of the interest of the membership in this aspect of economics. 
Before the next annual meeting there will be more reports of Professor 
Taylor’s subcommittees than can be discussed adequately at a single ses- 
sion. We seem to need a series of round tables on the teaching of economics 
where the younger teachers can participate in the discussions. 

. However important it may be for stimulating advance thought in eco- 
nomics, the annual meeting of the Association cannot, by itself, perform the 
function of training college teachers. Clearly indicated by the recent con- 
ference at The American University is the need to allow younger economists 
to discuss their teaching problems with teachers who have demonstrated 
their skill. Some colleges are beginning to pay attention to the conver- 
sion of a graduate student into an instructor. They would benefit even 
more if they would codperate in arranging intercollegiate sessions where a 
few: of the best college teachers would discuss teaching problems with their 
junior teachers. The financing of all, or a large part, of the instructors’ 
expenses involved in attending such conferences would constitute a very 
small outlay in comparison with the benefit to the college in the effective 
teaching of economics. 

N. ARNOLD TOLLEs* 


* The author is director of the Teaching Institute of Economics at The American Uni- 
versity. 


Note on the Effect of Tax Reduction 


The December, 1945, number of this Review supplies the basis for an in- 
teresting synthesis. The analysis of Professor Boulding (p. 868) of effects of 
progressive and regressive taxes provides a portion of the answer to the 
differences in opinion indicated by Professor Clark (p. 927) and Professor 
Hansen (p. 928) regarding a policy of continuous tax reductions to reach 
higher income levels as compared with a tax policy which would provide a 
sharp tax reduction at one particular moment of time. 

A tax that was decreased by a series of reductions would, in addition to 
stimulating consumption and maintaining private investment, also provide 
the type of stimulus to community activity which is pointed out by Profes- 
sor Boulding as arising from the use of individual regressive taxes (p. 868). 
The possibility of obtaining a series of tax reductions by increased produc- 
tive activity contributes an additional stimulus which is over and above 
that provided by a single sharp tax reduction with constant public expendi- 
tures. 

RICHARD W. LINDHOLM” 


* The author is lecturer in economics in the College of Commerce and Administration at Ohio 
State University. 
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BOOK REVIEWS 


Economic Theory; General Works 


Beschouwingen Over De Theorie Der Monopolistische Concurrentie. By W. L. 
Snijders. (Utrecht: Drukkerij Kemink & Zoon. 1945. Pp. 123.) 
Beperkte Concurrentie. By J. Tinbergen. (Leiden: Stenfert Kroese’s Uitge- 

vers-mij. 1946. Pp. 152.) 


It is amazing to see to what extent the subjects of monopolistic and im- 
perfect competition have captivated the minds of economists ever since 
they were initiated by the writings of Professor Chamberlin and Mrs. 
Robinson. The bibliography added to the last edition of The Theory of 
M onopolistic Competition carries not less than 457 items, an impressive num- 
ber even though some of the publications do not exclusively deal with 
monopolistic competition. Two recent Dutch publications have enriched 
the literature. 

Mr. Snijders’s doctoral dissertation Some Reflections on Monopolistic 
Competition Theory is a critical discussion of the theories of Chamberlin, 
Mrs. Robinson, Triffin, von Stackelberg and Moeller. He dismisses Mrs. 
Robinson’s theory as dealing too exclusively with the sales curve of the 
firm. 

The author gives an extensive summary of the theory of Professor Cham- 
berlin. In line with the arguments of Trifhn, Dr. Snijders attacks the basic 
concepts of Chamberlin, such as the group and the industry. More original 
and important is his point that the introduction of phenomena like product 
variation and sales promotion has rendered inadequate the method of treat- 
ing economic problems as purely quantitative. This basic opinion, which in 
a sense can be considered the main theme of the dissertation, is applied 
equally to Chamberlin, Stackelberg and Triffin. Dr. Snijders’s point is that 
there is no quantitative link between the costs incurred in connection with 
product variation or sales promotion and the ensuing revenue. Only inci- 
dentally, viz., via the tendency towards profit equalization through the 
mechanism of imputation, can a connection be found. It would then follow 
that any system of equations expressing monopolistic competition, becomes 
irrelevant and incomplete. On the other hand, Dr. Snijders agrees that the 
actual significance of the qualitative factors may be limited. For example, 
for goods the economic valuation of which is highly determined by their 
technical utility, the possibilities of product variation are much smaller. 
If expensive long-lasting machinery is needed for the production of a com- 
modity, product variation is limited to those modifications which can be 
effected with the existing productive apparatus. Or consumers’ tastes might 
be fixed in a certain direction. 
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Criticizing Triffin, the author says that his coefficient, indicating the de- 
gree of homogeneous or heterogeneous competition, is in itself correct, but 
that his theory of external interdependence is not really a theory, but at 
the utmost the framework of a theory. The coefficients do not indicate what 
relationships follow from the maximum profit motive and they ignore the 
indeterminateness of the equilibrium. Therefore, according to Dr. Snijders, 
Triffin has not reached his main purpose: a synthesis between the theory of 
monopolistic competition and general equilibrium analysis. He even con- 
siders this synthesis unnecessary, because general equilibrium theory is 
useful in the first place for the treatment of macro-economic problems. The 
problems of monopolistic competition, however, are mainly of a micro- 
economic nature and cannot be handled in equilibrium terms in as far as 
they are macro-economic. 

Von Stackelberg has shown, assuming that two competitors influence each 
` other and that they seek a maximum profit, that equilibrium will not be 
reached, although formulas for price formation can be computed from 
certain assumptions concerning price- and volume-dependence, or inde- 
pendence, of each of the competitors. More price precision is reached 
through Stackelberg’s introduction of supplementary price-forming factors, 
such as the slowness relating to, say, market analysis and calculations and 
organizational influences (for instance, cartel- agreements). Dr. Snijders 
remarks that in the first place there is no clear link between the supple- 
mentary factors and the maximum-profit principle with its ensuing inde- 
terminateness of prices. Then the maximum-profit principle is itself ques- 
tionable as to its applicability to our problem. The basic economic principle, 
involving the pursuit of the largest utility, is purely formal. However, for 
Dr, Snijders the application of the maximum-profit principle to the firm no 
longer refers to the form of economic acts, but to their contents because 
“maximum profit in money” is a precise quantitative concept. Now the 
lack of equilibrium, caused by Stackelberg’s purely quantitative postulate, 
has induced him to introduce elements other than the purely quantitative 
profit principle, viz., the supplementary factors mentioned. But that im- 
plies, Snijders says, that Stackelberg considers in one theoretical apparatus 
economic behavior at the same time as qualitatively homogeneous and 
qualitatively differentiated. If the mechanical and quantitative profit prin- 
ciple forms the contents of the entrepreneur’s economic acts, then there is 
no place left for qualitative differentiation. The way out of the dilemma of 
the insufficiency of a purely quantitative approach is found by Dr. Snijders 
in Schumpeter’s concept of “accomplishing new combinations” (‘“Durchset- 
zen neuer Kombinationen”) which can serve as the indispensable comple- 
ment to the maximum-profit principle. 

It seems to this reviewer that Dr. Snijders’s distinction between the 
profit principle as opposed to qualitative factors is somewhat overstressed. 
Slowness of market analysis, calculation habits, price stabilization tenden- 
cies and cartel agreements, all can be considered part of the profit principle. 
Dr. Snijders has perhaps been led astray by Stackelberg’s artificial juxta- 
position of the profit principle and the ‘‘supplementary” factors. Even if the 
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profit principle could be as narrowly conceived as Dr. Snijders does, then 
still the fact that no monopolistic competition equilibrium can be reached, 
‘(nor need to be reached according to Dr. Snijders’s point of view) dismisses 
the capacity-to-attain-equilibrium as a criterion for the adequacy of the 
profit hypothesis. The profit principle is then brought back to what it tra- 
ditionally seems to have been: the not always successful pursuit of a maxi- 
mum profit by the entrepreneur who is led by (quantitative) calculations 
and (qualitative) considerations. 

As to the lack of connection between the expenses for sales promotion, 
etc., and the ensuing extra sales, in certain cases there may be a traditional 
relationship between the amount invested in, say, an advertising campaign 
and the ensuing extra sales. 

On the whole Snijders’s book, which has an English summary, is well 
organized and stimulating. 

The title of Professor Tinbergen’s skillful book is translated Limited Com- 
petition. It gives an extensive discussion of monopoly, duopoly and oligop- 
oly, both from a static and a dynamic point of view and of monopolistic 
competition. The discussion is clear and comprehensive and substantiated 
by graphs, many of which are original. 

There are many interesting things in Professor Tinbergen’s book, for 
example the distinction between active and passive acts of competition. 
The active acts are those by persons who take the initiative in changing 
market conditions, the passive acts are by those who adapt themselves to . 
the initiator. For duopoly and also for monopolistic competition Professor 
Tinbergen uses a curve which connects all those points which indicate the 
combination of two prices for which the profit of a competitor is constant. 
This line is used by Tinbergen as an instrument to consider by which 
method stability is reached in a dynamic duopoly. 

An interesting discussion is given by Professor Tinbergen of the problems 
of horizontally and vertically integrated markets. 

Professor’ Tinbergen sees the limits of the mathematical discussion of the 
problems in question. Sometimes immediate advantages are insignificant 
in comparison with long-run goals, for example in the case of forcing a 
competitor out of the market. In other cases extra-economic factors are of 
importance and a sociological point of view is necessary. Professor Tinbergen 
devotes a chapter to the degree of reality contained in the theory of monopo- 
listic competition. He gives a summary of several studies of substitutional 
elasticity, several of which have been made by himself. 

Concerning monopolistic competition Professor Tinbergen follows the 
division of Stackelberg, viz., in relations of the first order (the same sub- 
jects appear on both markets) and relations of the second order between 
markets A and B (there is a market C which has a relation of the first 
order to markets A and B). As an example he is treating the relations be- 
tween two supply monopolies versus joint demand, say coffee and sugar. A 
price increase of one commodity then leads to a decreased demand for both. 

However, it is obvious that in this case one can no longer speak of 
monopolistic competition or even of competition. The interests of the coffee 
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monopolist and of the sugar monopolist are indeed harmonious. Now it may 
be true in theory that if the price of coffee goes up, the sugar producer might 
try to influence the market of coffee, z.e., to increase the sales of coffee. 
However, he then really becomes himself a coffee entrepreneur. This is quite 
different from the problems of product variation and sales promotion dealt 
with by the theory of monopolistic competition. Both for duopoly in one 
market and the above duopoly versus joint demand, Professor Tinbergen 
uses the formula: (xı and x, are the quantities sold, pı and 2 the prices) 

v= filhs $2) 

x= fa($n $2) 

Thus it seems clear that this formula is not representative of monopolistic 
competition. It is interesting to notice how, under the impact of theoretical 
tools, the concept competition tends to be diverted from its original mean- 
- ing. A similar development has occurred in the calculation systems devel- 
oped by Lange and Dickinson for a collectivist economy to which Hayek has 
applied the term pseudo-competition. 

JOHAN KAUFMAN 

Washington, D. C. 


Economic Analysis and Problems. By Joun E. Cronin. (New York: 
American Book Co. 1945. Pp. xv, 623. $3.75.) 


The stated purposes of J. F. Cronin in the writing of Economic Analysis 
and Problems are such as might preface most balanced textbooks in intro- 
ductory economics at the present time. He aims to “give the student a 
comprehensive introduction to modern economic life.” As corollaries of this 
main purpose he has sought an integration of theory with descriptive ma- 
terial, and an integration of the various parts of economic theory itself. 
Such a program is an ambitious one. But J. F. Cronin’s book differs from 
other texts inits unstated but primary underlying purpose—demonstration 
of the nature of Catholic social thought, its nobility, continuity since medie- 
val times, judiciousness and practical value for modern life. Thus Dr. Cronin 
approaches his task with two disciplines as background. He skillfully weaves 
together his discussion of economic theory and institutions with an inter- 
pretation of Catholic thought concerning social structure, social values, 
and programs of social reform. Aside from the first chapter on “The Rise 
of Modern Economic Life” and the last two chapters on “Social Catholi- 
cism” and the “History of Social Catholic Thought,” the underlying philo- 
sophic theme is not obviously derived from Catholic thought. In fact, most 
of the book might have been written by any eclectic middle-of-the-roader. 
Nevertheless, it is through the normative structure, judiciously applied, 
that the real integration of the work is accomplished. 

Regardless of whether the Catholic teaching is regarded as an advantage 
or a disadvantage, and in spite of some theoretical defects to be noted 
later, especially in the presentation of value theory, Economic Analysis 
and Problems is without doubt one of the most able books in introductory 
economics. Certain characteristics of the writer explain both its assets and 
some of its defegts. Dr. Cronin writes well, with an enthusiasm for his sub- 
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ject that can hardly fail to be recognized by any intelligent student. The 
book is rich in illustrations and allusions to both descriptive and theoretical 
materials, but many of these allusions assume a background on the part of 
the students that is rarely if ever to be found among the members of an 
introductory class. ` 

An objective treatment of differing points of view among economists is 
attempted, with a resulting eclecticism that is sometimes confusing at an 
elementary level and must of necessity be superficial. The work bears evi- 
dence of wide reading of descriptive economic materials and a fair compre- 
hension of the various aspects of modern economic theory. Defects in the 
theoretical analysis are not the necessary consequence of the underlying 
Catholic philosophy, but rather of the eclecticism and lack of rigor in Dr. 
Cronin’s thought on some phases of economics itself. 

On the surface a remarkable degree of integration of the various aspects 
of economics, descriptive and theoretical, seems to have been accomplished. 
It is hardly a criticism of the book that beneath this surface the integration 
is far from successful. No other textbook writer has fully accomplished this 
end. Criticism on this score is justified only in that a student of this book 
might too easily escape into fuzzy thinking in which Integration of thought 
was through normative values rather than through clear-cut analytical 
thought. So much is presented to the student within the pages of a single 
chapter that he must be exceptionally keen indeed if he is not to succumb 
elther to complete confusion or simplification through value judgments that 
fail to recognize the full impact of the reasoning on which they are based. 

Certain chapters are worthy of special note for good writing and effective 
presentation of materials rarely treated with equal skill elsewhere. Thus, 
Dr. Cronin’s “Story of American Economic Life,” Chapter II, provides a 
perspective on social-economic history that enables the student to under- 
stand modern economic-political developments far better than anything 
written elsewhere in an elementary economics text. This chapter suffers, 
like many others, from an excess of allusions that would be meaningless to 
most introductory students. Chapter V, on “How Business Is Organized,” 
Includes an excellent discussion of some of the social implications of the 
corporation as corporate controls operate in practice and in view of the 
concentration of assets in large corporations. Chapter XI, on “Competition 
and Monopoly in American Industry,” should be useful in almost any intro- 
ductory course; it is based primarily on Clair Wilcox’s TNEC monograph 
on Price Behavior and Business Policy. Chapter XVI, on “Public Utilities 
and Government Control of Monopoly,” is weak in economic analysis but 
nevertheless exceptionally well done in its realistic treatment of some prob- 
lems of public policy. 

The first six chapters of Economic Analysis and Problems are intended by, 
Dr. Cronin as a presentation of what he terms the “structure of the eco- 
nomic system.” In this they fail. The discussion is not in fact of the struc- 
ture of a system. Rather, it presents selected materials concerning the so- 
cial-economic position of major economic groups and some definitions of 
economic terms, these definitions encased in descriptive disqussion intended 
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to give them more vital meaning. The result is confused. Too many ideas 
are introduced at once. Some theoretical defects crop out, as when diminish- 
ing returns is mistakenly represented as a hazard. Chapter IV is particu- 
larly bad; it is really another set of definitions, supplementing those intro- 
duced at the end of Chapter III. Despite claims that the discussion is not 
normative, in fact the writer is less dispassionate than he thinks. He is 
decidedly pro-farmer and anti-businessman. An illusion of objectivity is 
maintained in the citing of conflicting points of view. However, an open- 
minded attitude toward public policy is maintained despite bias in deter- 
mining the locus of economic sin. The pro-farm slant turns up later in the 
book in an uncritical praising of agricultural policy in the United States in 
the thirties. 

The weakest part of the book is that on value theory. This reviewer has 
no quarrel with those who would present a much simplified and curtailed 
discussion of that topic. Unfortunately, Dr. Cronin falls between two legiti- 
mate alternatives. He presents neither a rigorous analysis nor a much sim- 
plified one adapted to the particular uses to which he will put it in elemen- 
tary policy and descriptive discussions. The problem of resource allocation 
is nowhere clearly defined, despite discussions of alternative opportunity 
in the making of economic decisions. Marginal analysis is introduced, but 
it is misused. Firm and industry are not clearly distinguished at many 
points, for example in the discussion of quasi-rent on p. 166. Confusion is 
introduced by defining an “increasing cost industry” as one with overhead 
costs low and variable costs high (p. 157), then introducing another defini- 
tion later. Distinctions of long- and short-run are introduced and then 
glossed over in the first and most important (pedagogically) analysis of 
the relation between adjustments in the firm and market supply schedules. 
Many of these difficulties are traceable to the faulty use of marginal analy- 
sis, which is best shown by a representative quotation (p. 188): “Marginal 
cost is very important for price determination, since price normally equals 
marginal cost at the point where it equals the lowest average total cost. 
At that point a firm receives its highest net revenue, since any variation in 
either direction will raise total cost more than total revenue. Furthermore, 
the concept of the margin now aids us in determining the best proportion of 
productive agents. We find that each agent adds to costs and to production. 
When the marginal productivity curve of a given series of agents intersects 
average productivity, we find the point of most efficient use.” It is small 
wonder in view of this confused thinking that the supply schedule of a 
firm is reduced by Dr. Cronin to a point. Although the discussion of 
monopolistic price determination in Chapter X hinges on the intersection 
of marginal costs with marginal revenues, the initial error in the chapter on 
competition nullifies this fact. Proof of high price and output restriction 
policies of monopolists is made to rest theoretically on the fallacious argu- 
ment that marginal costs and marginal revenues must necessarily intersect 
at a price above and an output short of the lowest average cost point. 

Discussion of the problems of full employment, business cycles, and the 
monetary system follows (after an interlude of descriptive and policy chap- 
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ters) that of exchange. In the earlier part of the book the writer builds a - 
bridge to this section by skillful introduction of the employment problem 
at numerous points. His discussion here is much better than that on price 
and output determination in Part Two. Part Three is opened with Chapter 
XVII on the “Problem of Full Employment,” which gives a good state- 
ment of some of the critical issues but is nevertheless analytically unclear 
and too eclectic. The core of the chapter is Professor Hansen’s maturity the- 
sis, with a consideration of the pro’s and con’s related to that thesis. There is 
no presentation of the basic topic of income flow through the economy at 
this point, although it is introduced belatedly in Chapter XIX on Business 
Cycles. In the business cycle chapter, Dr. Cronin again attempts to do too 
many things at once, a common defect in writing on this subject. He creates 
confusion for students by writing as if new gold and expanded bank credit 
were in some way distinct as income sources from payments of firms to 
individuals, even when the bank credit is in the form of loans for invest- 
ment. Thus inflationary financing is so presented as to’confuse the analysis 
of income flow through the economy. There is no doubt that Dr. Cronin 
himself understands the processes he discusses, but his pedagogy is at this 
point poor. 

Part Four, “Problems and Philosophies of Distribution,” is devoted 
primarily to the programs and philosophies of social reform and among 
these primarily to programs of religious bodies. It includes three other chap- 
ters, however. The first is on “Government Expenditures and Taxation,” 
the second on “The Problem of Functional Distribution” and the third on 
“The Problems of Labor.” There is no descriptive material on the statistics 
of personal income distribution. Discussions of functional income distribu- 
tion are frequently a weak spot in economics texts. Dr. Cronin is no excep- 
tion to this generalization. Here the use of traditional “factors of produc- 
tion” is attempted but without the level of abstraction necessary to handle 
such an approach correctly. He falls into old and long-standing errors espe- 
cially in his treatment of returns to “land” and to “labor.” “Interest” is 
treated superficially but more successfully. 

Economic Analysis and Problems begins and ends on the main theme that 
is skillfully but unostentatiously and judiciously imbedded in the body of 
the book, i.e., Catholic social philosophy in its evolution and applications 
to the current American scene. Chapter I had set the stage for his entire 
work, In that chapter the Middle Ages were glorified as an era in which ethi- 
cal controls dominated social life. There was no recognition of the distinc- 
tions between ethical controls and controls by the church as an institution, 
or between ethical controls and mores. There was no discussion of the rela- 
tion between laws and mores, or of the institutional center of law-making in 
church, versus state. Such discussions were called for if the treatment of the 
“Rise of Modern Economic Life” of Chapter I was to match in judicious- 
ness the treatment of conflicting views of economists concerning economic 
policies of many kinds. Again in Chapters XXV and XXVI a judicious 
balance is lacking and propaganda seems to be the order of the day. 

The student who had pursued with understanding the main body of Dr. 
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Cronin’s economic analysis and discussions of public policy would discover 
on reading these concluding chapters that the Catholic church had been in 
the forefront of those major social reforms that are supported by the eco- 
nomic discussion. Perhaps so, but men equally informed concerning social . 
and church history have disagreed with Dr. Cronin. In an objective text 
it would seem that their arguments deserved attention. For example, has 
the Catholic church in fact been an initiator of reforms designed to curb 
abuses of big business? Was it historically in the forefront in support of labor 
unions or of minimum wage legislation? Isn’t the logic by which attitudes 
of Thomas Aquinas concerning interest rates are proven to be not inconsist- 
ent with defence of interest in modern times a somewhat contorted logic? 
Is the consistency of Catholic social philosophy argued by Dr. Cronin quite 
what he makes it appear? He argues in essence that certain basic principles 
maintained with continuity through the centuries lead to the middle-of- 
the-road social program of today as adapted to the external conditions in- 
herent in a complex technological economy; but where is cause and where 
effect? Is it not possible that those Catholic priests who support a com- 
munistic reform program might argue equally effectively for their consist- 
ency with historical church position? And incidentally, what is the explana- 
tion of the fact that those countries in which social policy most nearly 
approximates the program outlined by Dr. Cronin are the preponderantly 
protestant countries? These and many other related questions are certainly 
deserving of debate if the student is to be introduced to the question of the 
role of the Catholic church in social-economic life and social reform. 
Mary JEAN BOWMAN 

Lexington, Ky. 


Økonomisk Teori og Metode. By E. ZEUTHEN. (Copenhagen: Nyt Nordisk 
Forlag. 1942. Pp. 336.) 


In his latest book Professor Zeuthen of the University of Copenhagen 
has made an interesting attempt to survey contemporary economic theory. 
Both in origin and purpose the book is primarily intended for graduate 
teaching. It assumes some knowledge of the elements of economics and its 
chief purpose is to serve as an introduction and guide to a more thorough- 
going analysis of the problems facing our science today. 

Instead of making a complete and systematic survey, Mr. Zeuthen has 
chosen to treat certain methods and tools. The pedagogic purpose is a 
double one: to make the reader familiar with some of the recent develop- 
ments of economic theory and also to facilitate its application to concrete 
problems. Zeuthen’s own attitude towards this multiplicity of theories and 
methods he surveys is well expressed in the introduction: “The number of 
different viewpoints dealt with in this book should not be taken as an expres- 
sion of inconsequential eclecticism or ‘craze of collecting.’ The basic ideas 
which form the connecting link in reality are rather that the diversity in 
reality requires the application of different theoretical tools. Furthermore, 
the many partial economic relationships are mutually interdependent and 
the best way tg integrate the various elements of this theory is to extend 
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the Walrasian static system to include dynamic relations and also the 
effects of various market forms.” 

The book is organized in accordance with the point of view just quoted: 
Part I deals with general static equilibrium analysis along lines familiar 
from the Lausanne school or Cassel. The presentation is clear and this part 
serves as an excellent introduction to the study of the interrelations of 
markets. The algebraic technique used in simple and numerical examples 
illustrate the working of the system. Furthermore, the system of simul- 
taneous equations is gradually extended to include a set of assumptions 
more realistic than those used by Walras. In this connection Zeuthen sur- 
veys the fundamentals of static demand and cost analysis. 

Part IT deals with the foundation of dynamic economics. In the reviewer’s 
opinion it is the least satisfactory portion of the book. The author has in- 
tentionally omitted any treatment of problems he considers belonging to 
the field of ‘‘monetary and business cycle theory.” The result is, however, 
that most of the important discussion in connection with Keynes’s work 
has been left out. In addition, Zeuthen maintains a critical attitude towards 
aggregate economics, Certain elements of a dynamic theory are given 
(acceleration, lags, uncertainty, etc.) but the final system of equations 
barely touches the fringe of dynamics. Finally, a more detailed survey of the 
recent discussion of stability conditions would have helped to orient the 
reader in this important field. 

Part III deals with a selected group of problems in the field of price pol- 
icy, private as well as public. Professor Zeuthen is himself one of the pio- 
neers in that branch of economics. His presentation of current theories is 
clear and the approach highly stimulating. This part incorporates among 
other things the results of the rather intensive work on this front that in 
recent years has been undertaken by Scandinavian economists, partly in 
, intimate coöperation with engineers and other technicians. (Much of the 
work is published in Nordisk Tidsskrift for Teknisk Qkonomi—Nordic 
Journal of Technical Economics). 

As a fairly advanced economics textbook, giving the reader a general 
orientation in what is going on at the present time in our economic work- 
shop, the book serves an important function. To the best of the reviewer’s 
knowledge no similar book exists in the Anglo-Saxon literature. Without 
major changes an American-English edition would be highly useful for ad- 
vanced students and economists who want a general review of the present 
status of their science. 
l SVEND LAURSEN 
Williams College 


Theorie des Mittelstandes. By FRITZ MARBACH. Esta: Francke, 1942. Pp. 
425. S. fr. 12.50.) 


The problem of this book is, on the one hand, more European than 
American, inasmuch as the inheritance of a long and colorful tradition has 
woven powerful ideological fibers into the fabric of European middle-class 
life. On the other hand, the approach to the problem is more difficult to 
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European thinking than it would be in this country. Here the concept of 
class is generally used in a much wider sense than in most of the European 
literature, where, following Marx, it is taken to mean that social stratifica- 
tion which arises from the spontaneous economic development of a liberal 
society; it thus is in opposition to the concept of Stand (status group). 
The question of whether there is not necessarily an element of status in 
every class structure is implicitly denied by the European terminology, 
which thus led to catastrophic results in the misjudgment of the future 
prospects of the middle class. It was assumed that the problem of the 
middle class would be simply solved by elimination if the middle class, 
as it eventually must, bowed to an economic development which left no 
room for its continued existence. That the rise of fascism had much to do 
with this misjudgment is a commonplace today. 

Seen against this background, the special value for Europe of Professor 
Marbach’s strictly sociological point of view is clear. At the same time, this 
background seems to make the book less interesting for America, where its 
methodological point of view is much less novel. And the introductory dis- 
cussion, good in itself, of the relationship between class, in the narrower 
sense of the group determined by an exclusively economic development, and 
status group is not strictly needed. This does not at all preclude, however, 
that the author’s skillful merger of economic and sociological analyses is 
worth while in itself and also sheds light, by implication, on the sociological 
difference between America and Europe. The book, in other words, con- 
tains instructive material and thinking. 

Not everything in the author’s argument is tenable, and much of it is 
presented in a manner more cumbersome than would be necessary if he had 
a clearer understanding of modern economic theory. He criticizes modern 
theory on social grounds because he does not see that it is concerned with 
the allocation of scarce things useful in production without thereby pre- 
judging the question of the desirable distribution of incomes: a redistribu- 
tion of functions or ownership titles could always change the income struc- 
ture. He is thus led to the Marxian theory of value. He is at great pains to 
prove that there is, contrary to a widespread prejudice in both middle-class 
and Marxian circles, a well-marked dividing line between Mittelstand and 
capital, while the middle classes, for all their heterogeneity, are definitely 
united among themselves by one fundamental common interest, which even 
joins them to the proletarians, whatever else the differences, which the 
author is far from belittling. The dividing line against capital the author 
finds—and quotes the third volume of the Kapital in support—is the dy- 
namic nature of capital, which requires accumulation of funds and expan- 
sion of business, whereas the “work property” of middle-class producers is 
meant only to permit them the independent incorporation of their labor and 
the preservation of the living standard flowing from that labor. It is the ex- 
pansion of capital, necessitated by competition for technical progress and 
degressive costs, which constantly threatens the existence of middle-class 
producers, and to stave off which must be their primary interest. And since 
that expansiom feeds on the accumulation of surplus value withheld from 
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the workers, the middle-class producers are interested in the workers’ 
recelving as nearly as possible the full value of their contribution to the 
product. Now this could be inferred also from any other value theory (and 
least of all needs a circumlocutory derivation from the special Marxian 
theory of the production of “relative” surplus value): the expansion of 
capital requires the accumulation of profits, and these, in a system where . 
the workers do not own the productive properties, necessarily accrue in 
the hands of private owners; the higher the wage, the smaller the profit 
and the less expansion. 

On the other hand, the author overlooks that, as soon as the farmer or 
craftsman employs a hired man, the alleged solidarity of interests between 
the two falls to the ground: even if the farmer has no profit, he can employ 
the other man only at the wage depressed by the exclusion of the workers from 
the means of production and is to this extent a beneficiary of capitalism. 
Only the purely self-employed producers, family farmers and their equiva- 
lents in trade and craft, are free of that capital interest. The author here 
seems to ignore that the suppression of the labor interest by the fascist 
regimes did appeal to large middle-class numbers. 

The center of the book is the argument that the same development of 
capitalism which spells ruin to many middle-class producers is sure to 
create new opportunities for others: In regard to repair work, etc., this is 
well known; the author, however, shows that repair work is only one ex- 
ample of the far more comprehensive category of work for individualized 
needs and tastes and that the growing scale of mass production, which at- 
tends the growth of fixed capital, increasingly leaves room for more indi- 
vidualized production. He also points out that producers in the proper sense 
of the word are better off in this regard than storekeepers, who offer for 
sale the very same things as the big capitalist store, although there too the 
catering to individual tastes may present a way out. The entire argument 
clearly proves the durability of the middle class, and as clearly distinguishes 
durability from social and economic stability. Indeed, while the total vol- 
ume of middle-class activities and the total number of people in charge re- 
main more or less unchanged, the composition changes rapidly, the turnover 
is large. This explains the popular impression that the middle classes are 
being eliminated: many are on the way out at every particular moment. 
As middle-class activities supplement the ever-changing production of large 
capitalist industry, they are subject to the movements of industry. 

But new opportunities there are indeed. What strikes the American 
reader is, of course, the sociological element in the economic argument. 
The emphasis on individualized tastes and needs is hard to realize in a coun- 
try that, for all its professed individualism, is the most highly standardized 
and in this sense socialized country in the world and has been able, on this 
basis, to develop its mass production; just as, the other way round, it is 
the enthusiasm for, and the propaganda of, mass production industries 
which intensifies that tendency to uniformity and thereby the simplifica- 
tion and polarization of the class structure, inasmuch as it is determined by 
industry. ? 
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Peasants are independent middle-class producers too; they are, in a sense, 
the very paradigm of that category, particularly if they have little or no 
hired help. The author underlines the basic concept of work property,} 
which defines them. But one can go farther than he does in showing the posi- 
tive forces which make for the survival and revival of independent peasant 
farming on a modernized basis, technologically through small machines of 
a labor-saving character, whose introduction is like the hiring of workers 
without a labor problem; and organizationally through codperatives, which 
make financial, technical, and marketing advantages of large-scale produc- 
tion available to the small units, without gradually superseding the small 
units, as in the case of the retailers’ codperatives discussed by the author. 
On the other hand, the entire argument, and the facts described therein, 
are typically European, as can be seen when the author makes it one con- 
dition of “work property” that there be no speculation in land and no profit 
therefrom, the worker being rooted in the property. 

Speaking of white-collar workers, the author pertinently remarks that 
the distinction between old and new middle classes as coinciding with that 
between independent and dependent middle classes is wrong and that the 
two distinctions really cross each other. There have always been salaried 
bookkeepers and clerks, but in far more individualized functions and greater 
proximity to the boss than is possible in modern mass establishments. He 
is emphatic on the sociological significance of the ideological factor, as 
distinguished from the material-economic factor, which prevents many 
poorly salaried employees from becoming proletarians, and rightly finds in 
this tension much of the ferment of modern society down to its most om- 
inous aspects. 

At this point especially, as throughout the book, one regrets the complete 
absence of any reference to the American—as indeed to the non-German- 
language—literature. Professor Marbach’s abortive attempt to demonstrate 
a unified middle-class interest in limiting capital profit does not fare well if 
compared with Alfred Bingham’s brilliant demonstration of a unified 
middle-class interest in a greater degree of security than the proletarian 
workers have, either through work property or through the ownership of a 
home or through savings or, at least, through longer employment contracts, 
monthly rather than weekly.? Marbach would have benefited by Bingham’s 
book the more as the objectives of both are closely akin. Both also arrive 
at the conclusion that stability of employment is the democratic interest 
which unites middle classes and proletarians in a democratic front. 

_ Marbach’s discussion of small savings makes a very good point: how 


- 1 The author gives this reviewer much credit for developing the idea of the independent 
peasant but strangely, in referring to that precedent, misquotes both the source and the 
wording of the reference. This reviewer did not say that the work of independent peasants is 
“a special case of a socialist organization’—which does not make sense—but that it is ‘a 
parallel case,” inasmuch as work and property, separated in capitalism, are here united on an 
individual basis, just as socialism wants to reunite them on a collective basis where the work 
is collective. . 


2 Alfred M. Bingham, Insurgent America—Revolt of the Middle Classes (New York, Harper, 
1935). s , 
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foolish is the demand for the abolition of interest, for which not only so- 
cialists but even some middle-class propagandists, including some Keyni- 
sians, clamor. If interest is an unearned income deducted from the income 
of labor, it certainly is, on the other hand, deserved in the sense that savings 
make possible, through a reduction of personal consumption, a frictionless 
expansion of productive equipment. And it clearly is no class income, but 
the product of a redistribution of income within the working classes, be- 
tween their age groups; there is no possible social objection to it. Hence the 
Marxian attack on it infuriated those who heard their savings from their 
labor incomes denounced. So far, so good. But the author here again does 
not go far enough. He distinguishes the working middle class from the 
capitalists according as there is, or is not, compensation within the same 
class for the reduction of the labor income by interest. But he overlooks 
that the real capital income, that of the upper class, is not only socially 
but even as an economic category totally different from interest on savings. 
Middle-class savers do not get, as an average, more than the prevailing 
rate of interest even from their ownership of industrial stocks, buying them 
as they do at prices which capitalize the expected returns at that rate; 
while the upper class, in so far as they are the sellers, pocket the difference 
between the nominal value, which-was the amount paid in by them, and 
that market price. It is not at all clear that much of this upper class income 
cannot be justified in terms of Schumpeter’s theory of profit; but it is 
clear that this profit is the insider’s gain, a capital gain, and altogether dif- 
ferent from the dividend of a small investor, which is only the interest on 
the money he saved and invested in the paper. 
EDUARD HEIMANN 
New School for Social Research 


Economic Systems; Post-War Planning 


The 21st Century Looks Back. By EmManureL R. Posnacx. (New York: 
William-Frederick Press. 1946. Pp. v, 241. $2.75.) 


Economists frequently encounter laymen who purport to have discovered 
the formula which will end the economic ills of the world, and which will 
improve materially the well-being of mankind. It is not so often, however, 
that one of these persons writes a book on the subject. Emanuel R. Posnack, 
a patent attorney by profession, believes that he has found the solution to 
our economic problems, and sets forth his ideas in a rather unusual book, 
The 21st Century Looks Back. 

Mr. Posnack was apparently impelled to write this book by the fear that 
radical doctrines have become widespread among American youth, and 
his main purpose is to demonstrate that the solution which he offers within 
the framework of democratic capitalism.is more attractive than the solution 
offered by radicals. Mr. Posnack’s approach to his subj ject and his use of the 
past and present tenses are both designed to create the illusion that: he is 
writing in the 21st century, and that the affairs of the 2)th century are 
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history. It is not difficult, however, to see that the organizations and eco- 
nomic policies of the 2ist century which he describes are in reality the or- 
ganizations and policies he proposes for the solution of the 20th century’s 
ills. 

Posnack, like many economists, contends that the problems of contempo- 
rary society-—depressions, unemployment, low living standards, etc.—are 
the result of frictions, or “barriers” as he prefers to call them, which prevent 
the smooth operation of a free competitive economy. The methods he pro- 
poses for removing these barriers might be classified as “liberal,” in the 
sense that they are designed to improve the well-being of the underprivi- 
leged without altering our fundamental economic institutions, and without 
limiting democratic processes. 

He suggests the creation of a number of “global” organizations, including 
a Global Statistical Service, a Global Transportation Authority, a Global 
Patent and Copyright Authority, and a Global Technological Develop- 
ment Authority. The Global Statistical Service, with the help of widespread 
field offices, would be able to provide prospective business men at short 
notice with information on market prospects, supply of labor and raw ma- 
terials, and other related matters, for any area on the earth. This service 
would remove the barriers to the establishment of new business enterprises, 
by indicating the probability of success of any contemplated business under- 
taking. It would be financed jointly by the World Bank and the participating 
governments. All nations, Posnack contends, would be happy to participate, 
since the financial cost involved would be relatively small and the advan- , 
tages would be obvious. 

The Global Transportation Authority would help redistribute population 
in such a way as to raise the standard of living of all people. This purpose 
would be achieved by granting loans covering the traveling expenses of 
persons from relatively overpopulated areas to areas which could provide 
them with desirable employment or business opportunities. As a condition 
for the success of this Authority, the author points out that restrictive im- 
migration laws and other artificial barriers to the free movement of people 
between countries must be removed. 

Mr. Posnack suggests a number of reforms in the existing system of 
patent and copyright laws, which would be carried through by the Global 
Patent and Copyright Authority. These suggestions are intended primarily 
to reduce confusion and litigation in these fields, and to simplify research 
for prior patents. The Global Technological Development Authority, a huge 
technical research organization with numerous branch offices, would help 
improve the technical efficiency of small enterprise and expand the use of 
scientific techniques in industrial and agricultural pursuits throughout the 
world. The fruits of its research would be available at a nominal price to 
all who wished to take advantage of them. The author also discusses briefly 
several of the existing international bodies, but suggests no basic change in 
their present responsibilities. l 

The economic policies recommended by Mr. Posnack are not particularly 
novel, but are designed to complement the activities of the “global” or- 
ganizations in removing barriers to free competition and in raising living 
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standards. Accordingly, he proposes that the anti-trust laws be made more 
comprehensive and that they be enforced more rigidly. He also suggests 
that special privileges resulting from the granting of patent rights be scruti- 
nized with great care to assure that these privileges are not abused. To as- 
sure the productive use of land, he proposes that all improvements made on 
Jand be tax free, but that unutilized land be taxed. He does not make it 
clear whether the land on which improvements were made should be taxed. 
He suggests further that taxes on income, gifts, and estates be progressive, 
but not so high as to discourage enterprise. These economic policies, Pos- 
nack states, would remove restraints on production and would provide an 
incentive to business enterprise. 

The book also includes a lengthy critical evaluation of Marxian econom- 
ics, which need not be described here. Suffice it to say that Posnack’s evalu- 
ation offers very little that is new, and is not nearly as competent as the 
analyses made by a number of professional economists. 

Posnack’s discussion of distribution theory is rather confused. His dis- 
cussion of rent reveals the influence of Ricardo. His discussion of interest, on 
the other hand, suggests the Austrian school. While he is aware of the basic 
theories of distribution, he apparently has not mastered many of their re- 
finements, nor is he consistent in his treatment of basic concepts. For 
example, in some places he treats capital as a physical concept, and in others 
as a monetary concept. 

Other subjects discussed by Posnack, but not emphasized to the same 
extent as those mentioned above, include the benefits of a world govern- 
ment, improvements in the administration of national governments, im- 
provements in health and educational facilities, and methods of raising cul- 
tural levels. . 

The reviewer was impressed by the ambitious character of this book. Mr. 
. Posnack, however, bases his work on an oversimplified conception of the 
nature of contemporary society. Because of this misconception, many of the 
solutions he proposes are impractical, if not far-fetched. He is certainly 
much too sanguine about the results which might be achieved by a Global 
Statistical Service, and the other international organizations he describes. 
A more satisfactory book of the same scope must await the labors of a more 
profound and more learned man than Mr. Posnack. 


LEO FISHMAN 
Washington, D.C. 


Statistical Methods; Econometrics; Economic Mathematics; 
Accounting 


Rudimentary Mathematics for Economists and Statisticians. By W. L. Crum 
and J, A. SCHUMPETER. (New York: McGraw-Hill. 1946. Pp. ix, 
183. $2.50.) 


Revised and extended Rudimentary Mathematics for Economists and Stat- 
isticians, which was originally published as a supplement to the Quarterly 
Journal of Economics in March, 1938, is now made available in this new 
volume. It is an excellent presentation of some of the salient mathematical 
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ideas and techniques useful to economists or students of economics whose 
formal training in mathematics did not include introductory courses in the 
differential and integral calculus. 

Illustrations taken largely from economics are used to present the mathe- 
matics. The total cost of production of an individual producer turning out 
a single and uniform commodity is used in Chapters I and II to illustrate 
certain basic ideas of mathematical functions. The analysis is largely 
graphical, but with an excellent presentation of the relationships between 
the graphs and their equations. Different conditions are laid down for the 
relationship between total cost and quantity produced, the geometric and 
algebraic representations of these conditions are analyzed and related to 
the derived quantities of average cost and marginal cost. 

Probably the most important notion for economists—perhaps for any- 
one—is the mathematical concept of “limits.” The economist’s use of 
marginal analysis has little rigor or elegance without some understanding of 
the limit idea in mathematics and of the elementary uses of the idea in the 
differential and integral calculus. Chapters III, IV and V deal respectively 
with Limits, Rates and Derivatives, and Maxima and Minima, and should 
be mastered by every student of economics who has not had the benefit of 
training in the calculus. 

In Chapter III the illustration of marginal cost of the earlier chapters is 
refined by using the “limit” concept, and mathematical descriptions of 
demand curves and certain historic ideas of.total and marginal utility are 
presented. The marginal revenue curve is also described mathematically 
and its relationships to the demand curve and total revenue curve de- 
veloped. 

In Chapter IV the elementary methods of the differential calculus are 
very clearly presented. The derivative concept is explained, the principal 
rules for differentiating functions of a single independent variable are 
stated and partially illustrated. Also included are explanations of the nota- 
tions and meaning of successive differentiation of functions of a single inde- 
pendent variable and of partial and total differentiation of functions of two 
or more independent variables, The authors have extended this chapter by 
adding two new sections. The first, The Expansion of a Function of One 
Variable, pp. 99-102, introduces ‘‘Taylor’s series.” The second, pp. 106- 
109, covers the mathematical properties of The Homogeneous Production 
Function. 

Chapter V, on Maxima and Minima, which is considerably revised, also 
includes an entirely new section, pp. 129-133, dealing with The Lagrange 
Multiplier. In general this chapter presents the methods used to determine 
maximum and minimum points for simple function and for knowing when 
they are maximum and when minimum points. One illustration presents 
the problem of minimizing the sum of the squared differences about the 
regression line for simple linear correlation. 

The last two chapters, the former much enlarged and the latter entirely 
new, deal with Differential Equations and Determinants. These chapters 
are much more difficult than the earlier ones, but if mastered as to meaning 
even if not as to technique, they should help the non-mathematical stu- 
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dent to read and udesa many current writings in mathematical eco- 
nomics, 

The volume under review, along with Mathematical Analysis for Teona: 
misis by R. G. D. Allen, does much to fill a pressing need of economists for 
help in understanding mathematical ideas useful to them. To be really 
beneficial, however, these aids must actually be used in the teaching of 
economics. 

While the advantages of the more systematic acquisition of mathematical 
training are weighty, the road to such training is long and cannot be fol- 
lowed by the great majority of students of economics and statistics. Much 
can be done, however, to teach the essential mathematics useful to econo- 
mists within the economics curriculum itself. 

The advocacy of a condensed and simplified presentation of manemane 
ideas useful to economists as part of the general economic curriculum must 
not, however, be thought of as a substitute for more fundamental training 
in mathematics for economists. If mathematics is to help economists cut new 
paths as well as to more meticulously cultivate old ones, basic training in, 
and mastery of, the mathematical method and tools of analysis will be 
required by many economists. Economists recruited from mathematics 
have already contributed a great deal to economics and should continue 
to do so. It should also be possible to stimulate economists to become mas- 
ters of mathematics after they have chosen to become economists. 

The presentation within the economic curriculum of “rudiments of 
mathematics” in terms of illustrations known and recognized by econo- 
mists should quicken the desire for more mathematics by many who 
would otherwise not have recognized its usefulness. At the same time if 
“rudimentary mathematics” is part of the training for economists gen- 
erally, a firmer common ground of understanding will have been established. 

Two undesirable aspects of the use of mathematics in economics must 
be avoided. One involves the use by mathematicians of the subject matter 
of economics for the development of mathematical exercises without rele- 
vance for economics. This is to be feared largely because the critical judg- 
ment as to the mathematics involved may not be exercised by mathema- 
ticians if the writings appear in the economics field, and the judgment as to 
economics may also be faulty because of its mathematical form. The sec- 
ond undesirable development would be the use of mathematics by econo- 
mists with too shallow a grasp of mathematics, so that they merely cover 
old ground with a new type of exposition. 

R. T. BOWMAN 

University of Pennsylvania k 


Business Cycles and Fluctuations - 
Lapses from Full Employment. By A. C. Prcov. (London: Macmillan. 1945, 
Pp. viii, 75. $1.50.) 


Professor Pigou seeks to explain to the intelligent ayait the causes of 
unemployment. 


Cai 
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His fundamental explanation appears to run broadly as follows. Suppose 
there is unemployment and the competition of wage-earners leads to a 
reduction of wage rates. Then prices will fall, and people will wish to hold 
less money (at a given interest rate) because their real balances have 
risen. Securities will be purchased, the interest rate will fall, new invest- 
ment will be encouraged, and thus employment will rise. (The Keynesian 
conditions which interfere with this process are dismissed as unrealistic.) 
Pigou therefore argues that the primary cause of unemployment is the 
non-competitive determination of wage rates by labor unions and govern- 
ment bodies. 

He then examines the effects on this analysis of three complications: a 
structure of wages rather than a single rate; fluctuations in the demand 
for labor; and labor immobility. Their various effects are diverse or uncer- 
tain. But they are apparently overshadowed by non-competitive wage 
rates, for Pigou’s fundamental position continues to be that to eliminate 
substantial unemployment, we must resort to either a (once-for-all) wage 
reduction or a continuous inflation that keeps a step ahead of increases in 
wage rates. Economic policies are not discussed. 

The argument is not presented in a manner that will command under- 
standing and agreement in the audience for which it is intended: the 
analysis is abstract and brief—at times elliptical—and there are many 
pieces of professional technique. But in this neglected field of eco- 
nomic education, it is hard to find someone who dares cast the first stone. 
We are perhaps too inflexible: those who really know technical economic 
analysis cannot bring themselves to forget much of it. And this obstacle is 
strengthened by the constant realization that the chief readers, or at least 
the most important readers, of even our most unpretentious works will be 
gimlet-eyed colleagues. 

GEORGE J. STIGLER 

Brown University 


Full Employment and Free Trade. By MicHarL Potanyi. (Cambridge: 
Univ. Press, 1945. Pp. x, 155.) 


The author states in the preface: “Keynesian economics must be made 
simpler and clearer before they can become the common property of all 
thinking citizens. Being principally devoted to this purpose, this book 
cannot claim substantial originality; but neither can it be said to represent 
ae what Lord Keynes or any other economist has definitely said 

efore. i 

The author has certainly succeeded in stating the essence of the Keynes- 
ian theory of chronic underemployment in very lucid terms. The first 
chapter, covering more than one-third of the book, should be intelligible 
_ even to readers who are not professional economists. The conclusions for 
monetary policy which the author draws are his own. They are very much 
in line with A. P. Lerner’s ideas on “functional finance.” The gap between 
savings and investment has to be filled by the issue of new money by the 
government. A*budget deficit should be maintained of a magnitude equal- 


1946] BOOK REVIEWS 929 


ling the difference between commercial investment and savings at “full 
circulation,” z.¢., at high levels of employment. Financing of this deficit 
“should be, and can be, carried out in a neutral form, t.e., in a way requir- 
ing no materially significant economic or social action to accompany it” 
(p. 29). The government lives up to this “principle of neutrality” if budget- 
ing proceeds in the following manner: The desired money income of the 
nation is to be fixed first and the budget to be decided afterwards; these 
two decisions are to be taken by Parliament. Government experts then 
have to fix the level of taxation. They do so on the basis of two forecasts: 
one concerning the fraction of the national income that the public is likely 
to save, the other concerning the forthcoming private investment. The dif- 
ference between the two—the Gap—then determines the fraction of govern- 
ment expenditures that the government will finance by the issue of new 
money. “The new issue must equal the gap and taxation must obviously 
be fixed so as to cover together with the new issue the total proposed ex- 
penditure: Tax-+ Gap = Budget” (p. 48). This plan would satisfy the “‘Prin- 
ciple of Neutrality.” “The intentions of the public are carried out both in 
the collective and the private sphere of economic life without subjecting 
them to any modification for the purpose of maintaining Full Employ- 
ment” (p. 48). 

As the Gap is, in the opinion of the author, a characteristic feature of 
modern mature economies, this plan seems to imply the issue of new money 
every year. The author is aware of this but holds out the hope that the 
public, when its cash balances have risen to a certain (unknown) point, 
will stop building up cash balances and will begin to spend more. In other 
words, the author assumes that the consumption function will finally change 
under the pressure of large cash balances. Saving will decline and the gap 
will be narrowed or even disappear, in which case public expenditures should 
be financed by taxation. 

The author also deals with trade cycle policy along similar lines, empha- 
sizing that the problem would lose much of its importance since his scheme 
would guarantee a high average level of employment. In order to support 
his main thesis the author tries to show that full employment in Russia, 
in nazi Germany and in the war economy of the western democracies 
was not the result of central planning but of monetary measures taken by 
the respective governments (Chapters II and III). He criticizes, in Chapter 
VI, the British White Paper on Employment and Beveridge’s Full Em- 
ployment in a Free Society by comparing his own scheme with the proposals 
made in these two documents. Neither of these two publications pays any 
attention to the “Principle of Neutrality.” They rely too much on plan- 
ning. The problems of ‘‘bottlenecks,”’ mobility of labor, residual unemploy- 
ment, etc., are dealt with in Chapter IV. 

The international aspects are treated in Chapter V. The author, quite 
logically, takes his stand against the gold standard in favor of flexible ex- 
change rates, and suggests a World Bank with functions similar to those 
of the Monetary Fund. His scheme for a World Bank is, however, not 
identical with the Fund set up under the Bretton Woods agreements. 
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The author is very sure that his plan presents the solution for the prob- 
lem of chronic mass unemployment and that it is the only way to save 
capitalism. There is undoubtedly logic in his proposals, if the underlying 
assumptions on the causes of chronic mass unemployment are accepted. 
But even from the standpoint of those who accept the theoretical analysis 
on which the conclusions are based, the author’s proposals require elabora- 
tion along theoretical and practical lines. 

For instance, the effects of a continuous creation of money on the eco- 
nomic system demand a much more thorough analysis than the author has 
given them. As a result of the tremendous increase in liquidity, commercial 
lending by banks would probably be reduced to zero, and since the new is- 
sue of money is not to take the form of government-borrowing from the 
banks, the latter would be deprived of all earning power. The interest rate 
would probably near zero, which in turn would get all institutional in- 
vestors into great difficulties. In short, the economic system as we know it 
would undergo thorough changes that are difficult to visualize beforehand. 
Yet some speculative analysis of such changes is required ono the au- 
thor’s plan can be put into effect. 

Moreover, I have serious doubts as to the political sracticability of the 
plan. I look forward with great misgivings to the parliamentary debates in 
which ‘‘the National Income for the next year is fixed” or to the forecasts 
by “experts” of the fraction of the national income that will be saved or the 
private investment that will be forthcoming. And I look forward with equal 
misgivings to a World Bank that bases its policy on Balogh’s distinction 
of “spontaneous” and ‘‘derived” international balances of payments, the 
latter “resulting from readjustments in the level of employment of differ- 
ent countries; while spontaneous balances would be those arising from 
gradual changes in the productive apparatus of various countries and the 
growth of trade relations between them. .. .”’ Spontaneous balances would 
be left to be readjusted by the market, whereas derived balances would be 
handled by the Bank! (p. 119). 

Reformers are necessary to stimulate ideas and to push the world a step 
“forward”; and reformers need to have absolute faith in their ideas. Yet 
the sceptics are equally necessary to bridle the zeal of the reformers. 
Whether a person belongs to the reformers or sceptics is more a question 
of temperament than of scientific analysis. The author’s ideas, in my 
opinion, have first to pass through the fire of the sceptics before they can 
be put into practice. 

Friepricu A. Lutz 

Princeton University 


International Trade, Finance and Economic Policy 


The Carthaginian Peace—or the Economic Consequences of Mr. Keynes. 
By ETIENNE Mantovux. Introduction by R. C. K. Ensor. Foreword 
by Paul Mantoux. (London and New York: Oxford Univ. Press. 1946, 
Pp. xix, 210. "$4. 50.) 
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Twenty-seven years ago, in December 1919, a brilliant young Cambridge 
man, economist and former representative of the British Treasury at the 
Paris Peace Conference, burst into fame, which was never to leave him 
again, through the publication of a violent and scintillating attack upon the 
Treaty of Versailles, especially in its economic clauses, and upon the men 
who drafted it. The Economic Consequences of the Peace by John Maynard 
Keynes became overnight a best-seller in England and a few months later 
in the United States. Translated into more than a dozen languages, hailed 
in Germany, bitterly attacked in France, it provided the foes of President 
Wilson and of the peace treaty in America with explosive ammunition, and 
exercised a profound influence for twenty years and longer upon the cur- 
rent thinking concerning the Versailles settlement. “Carthaginian Peace,” 
he called it, stating that his ‘‘purpose in this book is to show that the Car- 
thaginian Peace is not practically right or possible.” The term remained in 
the literature and as late as the eve of World War II one could find the 
Treaty of Versailles referred to in textbooks: by cliché-loving scholars as 
the “Carthaginian Peace.” Even today Keynes’s book is frequently meñ- 
~ tioned to justify another course of mildness towards our defeated enemy, 
though one suspects that the book is more often quoted nowadays than care- 
fully read. - 

For a generation the English-speaking world has been looking at what 
must be objectively considered as one of the most moderate peace treaties 
in history, most meticulously concerned over the problem of being just, 
and most disastrously unenforced in practice, through the prism of this 
extraordinarily influential book, written in anger, and never revised in the 
light of subsequent events. What the young Treasury spokesman, later a 
world-famous economist and a Peer of the Realm might have thought of 
his early book, when he saw Germany rising stronger than ever from under 
the alleged ruins of the “Carthaginian Peace,” only a few of his intimate 
friends may know, for he never found either the inclination or the time, 
in recent years, to comment on it in public. He never came forth to exor- 
cize the ghost whom he had. brought himself into being. It remained for 
one of the outstandingly brilliant young men of the next generation to 
accept the challenge expressed in the dedication of Keynes’s book. “It was 
to the coming generation that Mr. Keynes dedicated his book twenty-five 
years ago. This is an answer which comes from that generation.” Thus 
wrote Etienne Mantoux on the final page of his book, in the summer of 
1944, before returning into battle (he served with the French Air Forces), 
greatly distinguishing himself in the liberation of Paris and losing his life 
in the invasion of Germany. Lord Keynes himself died last spring, as 
-Mantoux’s book was in press. We are thus going to be deprived of an ex- 
tremely important discussion, not only over the merits of the peace of 1919, 
but also of the peace that may be made in 1947. For the same issues are 
still with us, though in a new and different setting. The debate between 
Keynes and Mantoux must go on, even though it cannot be carried out 
by the protagonists themselves. 

It will be realized from the foregoing background observations that the 
book under review occupies a very unusual position in current economic 
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literature. Like The Economic Consequences of the Peace it is a study in 
political economy and not in abstract economics. It belongs to that field 
in which economic and political considerations meet and merge, a field in 
which so large a part of our destinies is fought over and decided. It is a 
well-written, scholarly, urbane, yet hard-hitting book. It includes a search- 
ing examination of every statement contained in Keynes’s work and a very 
- painstaking study of the interwar developments, as they relate to the 
materials, judgments, and forecasts contained in The Economic Conse- 
quences of the Peace. Strangely enough, while the politics of Keynes’s book 
were the object of much controversy, its economics were almost never seri- 
ously challenged. Clive Day, in an article devoted to Keynes’s book and 
published in the American Economic Review of June, 1920, calls the book 
“a political tract” and expresses the opinion that “‘the first three chapters 
are altogether theatrical,” but goes on to say that “the body of the book, 
discussing the terms of the Treaty and of the reparation payment, is sober 
and trustworthy.” This view has been shared by a great many others in- 
cluding Mr. Churchill, another critic of the politics of Keynes’s book. It 
was only Allyn A. Young who attacked the economics of Mr. Keynes as 
early as February 25, 1920, in The New Republic. Mantoux’s book is the 
first serious attempt carefully and critically to re-examine The Economic 
Consequences of the Peace. 

Keynes’s book contained two principal economic contentions: (1) that 
the territorial changes made in Versailles would greatly weaken the Ger- 
man economy and decisively impoverish the whole of Europe; and (2) 
that the burden of reparations envisaged at the Peace Conference was 
absurdly and mischievously high and entirely incapable of being paid. It 
is impossible in a necessarily brief review to give a detailed account of 
Mantoux’s critique. Let us only indicate that he clearly shows how Keynes 
overestimated the impact of territorial change upon the volume of interna- 
tional trade in general and the activity of the German economy in par- 
ticular, while underestimating very seriously the ability of the new Ger- 
-many’s economy to produce a national income large enough to provide 
reparations, the ability of the German fiscal system to raise the revenue 
necessary to pay reparations, and the ability of the German economy to 
produce an adequate export surplus. Mantoux shows how the develop- 
ments of the twenty years that followed proved Keynes’s anticipations 
to be unjustified. 

Because Keynes predicted that reparations would not be paid, and they 
weren’t paid, he acquired a great reputation as a prophet. But it must be 
remembered that his own book contributed to the failure of the Allies to 
exact payment. As Mantoux shows, Keynes had also predicted that Europe 
would be threatened with ‘‘a long, silent process of semi-starvation and of 
a gradual steady lowering of the standards of life and comfort,” and yet: 
“Ten years after the Treaty, European production was well above its pre- 
war level, and European standards of living had never been higher.” 

Keynes predicted a decline in the iron output of Europe; actually this 
output increased, almost continuously: “In 1929 Europe produced 10 per 
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cent more iron than in the record year, 1913.” Keynes predicted a decline 
in the iron and steel output of Germany: by 1927 it was 30 and 38 per cent 
higher, respectively, than in 1913 (within the same territorial limits). He 
forecast a decline of efficiency in the German coal mining industry; in 
1929 the efficiency of labor was 30 per cent higher than in 1913. He predicted 
that Germany could not export coal in the near future; yet in the first year 
following the Treaty, German zet coal exports were 15 million tons and in 
1926, 35 million. He estimated Germany’s national savings for future years 
at less than 2 billion marks. In 1925 the figure was estimated at 6.4 billion 
and in 1927 at 7.6 billion. More importantly, Keynes predicted that Ger- 
many could not afford to pay more than 2 billion marks a year in reparations 
for the next 30 years; yet, between 1933 and 1939 Germany spent 7 times 
as much a year on re-armament alone. 

So much about Mr. Keynes’s forecasts. Their failure would be of no 
particular consequence were it not that on their basis Keynes built a most 
influential indictment against the economic provisions of the Treaty of 
Versailles. His book was a campaign document against that Treaty, a brief 
rather than an objective study. The giant, as we now see, had feet of 
clay; yet he was powerful enough to contribute significantly to the failure 
of the last peace. If Keynes’s prophecy about the non-payment of repara- 
tions came true, it was very largely because reparation payments had never 
been enforced by the victors of World War I while they were sabotaged by 
Germany herself. By and by the demands were scaled down until they were 
wiped out altogether. Simultaneously, along with Allied concessions, grew 
the power of German nationalism and the strength of the nazi movement. 
Keynes’s book pictured Germany as permanently weakened by the pro- 
visions of the Treaty; thus the myth of a “have-not” Germany came into 
being and falsified the perspective in which the advent of nazi Germany 
was viewed by the outside world. The great influx of capital into Germany 
in the twenties far exceeded the total of reparation payments made by 
Germany at the same time; the figures are, respectively, 21 billion marks 
paid and 35 to 38 billion marks received, between 1920 and 1931. 

The political and morál consequences of Mr. Keynes are also traced by 
Etienne Mantoux in some of the most penetrating pages of this inexorably 
logical and painstakingly fair discussion. Space prevents dealing more 
fully with these aspects of the controversy. One final comment will be of 
interest, however, to the readers of this review. Keynes’s criticism of the 
Paris Peace Conference stemmed fundamentally from his conviction that 
the statesmen taking part in it placed the emphasis in the wrong place 
and failed to realize “that the most serious of the problems which claimed 
their attention were not political or territorial but financial and economic, 
and that the perils of the future lay not in frontiers or sovereignties but in 
food, coal, and transport.” In 1946 we seem to behave much more in line 
with Keynes’s views of 1919 in that our statesmen attach much more im- 
portance to the economic than to the political factors in the forthcoming 
settlement with Germany. Since, however, recent history shows that it was 
Keynes’s emphasis that was wrong and not that of the peacemakers of 
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Paris—Mantoux’s book brings that factor out with crystal clarity—there 
is much danger in our present outlook. Let us hope that the book under re- 
view will be widely read not only in universities but also in governmental 
bureaus, not only by scholars but also by statesmen. It carries a message 
which should prove extremely helpful in the work of the contemporary 
peacemakers. 
MICHAEL A, HEILPERIN 
New York, N.Y. 


Industrialization and Foreign Trade. Leag. of Nations Pub. Ii. Econ. and . 
‘finan. A. 10. (New York: Internat. Doc. Service, Columbia Univ. 
Press. 1945. Pp. 167.) 


In its final volume of post-war studies of foreign trade practice and policy, 
the League of Nations has undertaken the study of the effects of industriali- 
zation of undeveloped countries on the foreign trade of older industrial 
countries. Like the earlier volumes, The Network of World Trade and 
Europe’s Trade, the present volume is largely the work of Mr. Folke Hil- 
gerdt; again like the earlier volumes, the present book deals with a familiar 
and relatively simple problem in international trade theory and practice, 

_ but does so with such care, precision and insight into the problem as to 
illuminate a much wider area than that on which the principal attention 
is focussed. / 

The book is divided into two parts. The first of these presents an analyt- 
ical framework consisting of four chapters dealing successively with a de- 
scription of the differences between industrial and underdeveloped coun- 
tries, the nature of the industrialization process in a country, the condi- 
tions which are conducive to or retard industrialization, and a deductive 
sketch of the effects of industrialization on trade. The second part is a 
long inductive chapter to illustrate statistically the earlier analytical fnd- 
ings. This is based upon world and national indices for manufacturing and 
trade (broken down into manufactured articles and primary products) 
for the major trading nations of the world. These statistics, in terms of 
annual averages for five-year periods for the most part, are included with 
annotations in an annex. 

The findings of the League of Nations are by no means startling. The 

_ question addressed is basically the one which Britain was asking herself at 
the turn of the century: will progressive industrialization and increasing 
incomes abroad hurt our export trade? The answer is that with expanded 
incomes in the underdeveloped country, as a result of industrialization, 
imports increase rather than diminish. The character of imports changes, 
so that the nature of exports from the older industrial country may have 
to alter (unless effects in third countries happen to allow it to shift the desti- 
nation of the exports cut off by industrialization in the first instance). 
Under conditions of multilateral trade which prevailed up to 1930, however, 
industrialization tended to promote international trade in manufactured 
goods. After 193Q and prior to the war, the relationships which had existed 
over the previous sixty years ceased to exist. Industrialization took place 
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at the expense of trade in manufactured goods, or possibly was required 
because of the breakdown in trade. 

In addition to making this fairly elementary point, however, Industriali- 
zation and Foreign Trade has some interesting and useful remarks to make 
on the differences between industrialization in a sparsely populated country 
rich in resources, and in countries which are densely populated and back- 
ward in productive techniques; on the propensity to import manufactured 
goods as it is related to the size of the domestic market (population) ir- 
respective of the level of industrial development reached; on the necessity 
to improve productivity in agriculture and mining (and in backward coun- 
tries to organize commerce, transport and commerce); on hunger exports 
of foodstuffs from backward countries which cease or diminish as produc- 
tivity and output in both agriculture and industry are increased. 

The Economic, Financial and Transit Department of the League of 
Nations considers itself a fact-finding body, rather than a formulator of 
economic policy. It nonetheless emerges clearly from the pages of this book 
that it would prefer slow and evolutionary progress toward industrializa- 
tion based on international codperation to nationalistic series of five-year 
plans. The evidence it finds, in a comparison of the decades before 1930 
with that which followed, leaves little doubt that it would, if it could, 
recommend the steady progress of the former period to the disruptive 
bursts of speed in industrialization in the latter. It may be doubted today, 
after World War II, however, whether this preference will move many 
economic policy-makers. International collaboration in industrialization 
in the world is desired, as Bretton Woods, the International Trade Organi- 
zation, the World Health Organization, FAO, etc., testify. In some coun- 
tries, moreover, industrialization (or forced increases in productivity, to 
use a wider term) can be carried a distance only by external assistance. 
Where such assistance and international collaboration are not forthcoming, 
however, the prediction may be ventured that other countries in addition 
to the U.S.S.R., may sét off on the road to industrialization relying mainly 
on their own efforts. The League of Nations remarks in hortatory fashion 
(and evidently without the Soviet Union in mind): “Many... countries 
suffer from poverty, cultural backwardness and political weakness and 
look to industrialization.... But they cannot be unconcerned with the 
effect their industrialization would have on economic conditions else- 
where. If the effect were unfavorable, then the advantage... from indus- 
trial growth ... would be offset... by the fact that their foreign trade, 
which depends on prosperity in other countries, would suffer....” 

It is clear that the world cannot be unconcerned; it is not equally clear 
that the backward countries cannot. If the many instruments for inter- 
national economic collaboration fail both to bring about the increases in 
productivity and to smooth out the adjustments thereto, it would seem 
probable that we shall have industrialization with international economic 
disruption rather than postpone industrialization for lack of international 
collaboration. 

C. P. KINDLEBERGER 

Washington, D. C. l l 
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Business Finance; Insurance; Investments; 
Securities Markets 


Insurance as Interstate Commerce. By ELMER W. SAwVER. (New York: 
McGraw-Hill. 1945. Pp. xi, 169. $2.50.) 

‘When the Supreme Court of the United States held that insurance was 
commerce, it not only reversed a long line of decisions, which had ruled 
‘ otherwise, but it also overturned the regulatory foundations upon which 
the insurance business of this country had developed. The prime objective 
of Mr. Sawyer’s little book is-to examine the effects of the decision, and the 
principles which should guide the formulation of public policy as it relates | 
to Insurance. 

The author reviews briefly the legal foundations of the regulation of in- 
surance under exclusive state control and then discusses the effect of the 
decision on that system. He points out that state laws governing rates, 
foreign corporations, security deposits and taxation will all have to undergo 
complete revision with the prospect of years of litigation to settle the boun- 
daries of federal and state powers. At the present moment practically none 
of the legislation rests on a secure legal foundation. Moreover, the decision 
made many federal laws such as the Sherman, Clayton and Federal 
Trade Commission acts applicable to Insurance. l 

Public Law 15 was passed by Congress? to give the states time to revise 
their statutes and to provide a basis for collaboration between federal 
and state governments in the building of a complete system of regulation. 
Mr. Sawyer analyzes the implications of this legislation and sets forth the 
principles to be followed in developing a new program. He concludes that 
the difficulties in the way of success are very great. He insists that there 
must be a great deal of uniformity in state legislation if collaboration is 
to succeed and that the most expert administration is an absolute essen- 
tial. If this does not materialize, Congress will probably take over the 
whole task. Because of the difficulties involved in collaboration, the author 
evidently feels that this is the most likely outcome. 

It was probably inevitable that sooner or later the federal government 
would have to exercise some control over insurance. It appears unfortunate, 
however, that the majority of the Supreme Court did not see fit to render 
a decision that would have opened the way for congressional action without 
destroying at one stroke a pattern that had grown up over a period of three- 
quarters of a century. The consequences of overruling precedents should 
be given as much consideration as the necessity for doing so. Mr. Justice 
Jackson sums this up in the closing sentences of his dissent: “To force the 
hand of Congress is no more the proper function of the judiciary than to 
tie the hands of Congress. To use my office at a time like this, and with so 
little justification in necessity, to dislocate the functions and revenues of 
the states and to catapult Congress into immediate and undivided responsi- 


2 United States v. South-Eastern Underwriters Association e¢ al., 322 U.S. 533 (1944), 
379th Congress, eh. 20, ist session, approved March 9, 1945. 
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bility for supervision of the nation’s insurance businesses is more than I can 
reconcile with my view of the function of this Court in our society.’ 

This is a very readable, essentially non-technical book written from the 
legal and administrative point of view, with commendable impartiality. 
There is no economic analysis, but all who are Interested in insurance or 
the regulation of business will find their time well spent in reading this 
presentation. l 

DuDLEY F. PEGRUM 
University of California, Los Angeles 


The Regulation of the Security Markets. By WILLARD E. ATKINS, GEORGE W. 
Epwarps, and Harotp G. Movuntron. (Washington: The Brookings 
Institution. 1946. Pp. vi, 126. $2.00.) 


This short work, the ninth of a series being published by the Brookings 
Institute and dealing with post-war problems, contains a description of 
the historic forces that provided the stimulus for government regulation 
of the security markets, a brief outline of the eight regulatory acts passed 
since 1932, and a statement of the basic issues remaining to be settled. 
The book is well written and worthy of attention. 

The most valuable part of the study, in the opinion of the reviewer, 
is that found in the first three chapters where the authors present a pene- 
trating analysis of the shifting forces in the investment markets that have 
been responsible, during the course of three decades, for conflicting gen- 
eralizations regarding the permanent place of various financial institutions 
in the scheme of things. 

When corporations expand the scale of their operations they need more 
capital. A part of this additional capital may be drawn from the invest- 
ment markets; a part of it may be provided by the accumulated profits 
of past operations. If a new plant costs less to construct than the old one, 
a portion of the funds set aside for replacement purposes becomes avail- 
able to finance expansion. Conversely, if a new plant costs more to con- 
struct than an old one, funds set aside for replacement purposes will be 
inadequate and resort must be had to the investment market to maintain 
operations. The close relationship of the commodity price level to the 
quantity of new financing is thereby suggested. 

During World War I corporations relied for the most part upon bank 
loans to finance expansion. After that war they continued for a while to 
use banks as a source of funds to finance peacetime operations. Their dis- 
astrous experiences during the early twenties in liquidating large inven- 
tories while commodity prices declined caused them to turn from bank 
financing to stock financing whenever possible. The shift from bank to > 
stock financing was accepted at the time as representing a permanent 
change in business methods. 

The decline in industrial activity which followed the stock market crash 
of 1929 decreased the need of corporations for funds to finance expansion. 


3 322 U.S. 533, supra cit., pp. 594-95. 
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The accompanying decline in the level of commodity prices made it pos- 
sible for corporations to finance current operations with less and less 
capital. These two forces were responsible, the authors believe, for the 
stagnation of the capital markets and the belief held by many that corpor- 
ate need of a capital market was a thing of the past. 

Then came World War II with its great increase in industrial activity. 
This time fixed capital needs were supplied by government-owned plants 
and by government loans to private industry. Increased working capital 
needs were provided by government supplying of materials, advanced pay- 
ments on contracts and by government loans. The cessation of fighting 
leaves industry in need of large quantities of funds to purchase government- 
owned plants, to reconvert to peacetime production, and to finance current 
operations on a scale larger than before the war. The quantity of funds 
needed is further augmented by the high level of commodity prices in 
much the same manner as they were lowered during the thirties by the 
low level of commodity prices. The authors are of the opinion that this 
high price level is a permanent feature of our national economy due to 
high wage rates and to the policy of encouraging high farm prices. 

Admittedly some of the current capital needs of industry will be provided 
out of accumulated past earnings of corporations but in the main the con- 
dition that now exists in the capital markets will contrast sharply with 
the situation that existed during the pre-war years. 

Chapter IV of the study gives the background of regulation and Chapter 
V describes each of the eight regulatory acts now in effect. The treatment 
is too brief and non-technical to be of much use for reference purposes to 
students of finance, but economists and others whose interest is general 
will find the chapters useful as containing a handy concise summary of 
recent developments in the field of finance regulation. 

The last chapter, VI, lists ten issues now requiring analysis and very 
briefly presents the opinions of the authors on each. 

WILFORD J. EITEMAN 

Ruigers University 


Public Control of Business; Public Administration; 
National Defense and War 


The Concentration of Economic Power. By Davin Lyncu. (New York: 
Columbia Univ. Press. 1946. Pp. x, 243. $5.50.) 


- Economic Concentration and World War IT, By Joun M. BLAR et al. Re- 
port of the Smaller War Plants Corporation to the Special Committee 
to Study Problems of American Small Business, U. S. Senate, 79th 
Cong., 2nd Sess. (Washington: Supt. Docs. 1946. Pp. xv, 359.) 


Concentration of economic power still is a menace, and may well be a 
growing one, to the American way of life. While the winning of the war 
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has greatly relaxed our alertness, it has not removed the danger. The very 
industrial gigantism fostered by huge war contracts, however necessary, 
may, unless neutralized, nourish speedily within our borders the same 
enemy “new order” of monopolistic, cartelized, corporate statism which 
abroad cost so much blood and treasure to exterminate. 

A good deal of political and economic thought these days is afflicted 
with a selective and dangerous blindness. Even those active in the Tem- 
porary National Economic Committee had no clear perception of the réle 
of international big business and its considerable responsibility for the 
horrible nazi-fascist monolithic power structure. Only in 1942 with the reve- 
lations of the Senate Committee on Patents under Senator Bone, high- 
lighted in Gunther Reimann’s Patents for Hitler and Joseph A. Borkin’s and 
Charles S. Welsh’s Germany’s Master Plan, did the incredible fact come to 
public attention that American and Gerrnan big business had to some ex- 
tent codperated in carrying out the enemy’s industrial offensive. Fuller 
documentation was provided in 1944 and 1945 by Senator Kilgore’s sub- 
committees of the Senate Committee on Military Affairs and published in 
scores of volumes of hearings. Numerous anti-trust cases together with tons 
of records obtained in Germany have fully justified the titles of such 
books as Wendell Berge’s Cartels, Challenge to a Free World and especially 
David Lasser’s Private Monopoly, the Enemy at Home. Yet today even the 
top enemy industrialist conspirators have not been brought to book. Some 
of them, in fact, have been retained by military and diplomatic brass-hats 
as trusted advisers. 

It is fortunate, therefore, that two books should now appear re-empha- 
sizing the problem of concentration of economic power. While Dr. Lynch’s 
volume brings no new facts, it does do the highly necessary and tedious 
job of distilling the essence of some thirty volumes of TNEC hearings. 
Moreover, in its frank and critical appraisal it explains why the TNEC 
failed in so many respects. It ably diagnoses where the committee was un- 
able or refused to see personally or politically unpalatable facts and truths. 

Dr. Blair’s book, on the other hand, presents no conclusions or evalua- 
tions. But it carries forward a large number of primary statistical series into 
the post-war period, showing, for example, by size of firms not only World 
War II production, profits, assets, employment, and mergers in general 
and in various war and non-war industries, but specifically listing the most 
important companies and their allotments of prime war contracts, basic 
materials, new facilities, government funds for scientific research, etc. Its 
146 statistical tables and 58 charts provide a gold mine of up-to-date in- 
formation. 

Much attention has been given to the fact that during the war the 100 
largest contractors were awarded about 75 per cent of the active prime con- 
tracts, but this in reality is, relatively speaking, of minor importance. 

Consider, for example, that merely the working capital added by the 
68 largest corporations during the war is equal to 94 per cent of the pre- 
war net assets of all manufacturing concerns in the United States; or that 
the percentage of total manufacturing employment in §rms employing 
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10,000 workers or more increased from 13 per cent in 1939 to 31 per cent 
in 1944, 

Even more disturbing is the fact that of the $28 billion of manufacturing 
facilities constructed during the war (a figure to be compared with $40 
billion worth in the whole United States in 1939) not only was more than 
four-fifths operated by the 250 largest concerns, but nearly half of the 
government-owned plant disposed of thus far (there will be about $20 bil- 
lion worth useful for peacetime purposes) has been acquired by only twelve 
corporations. 

To descend from the stupendous to the lilliputian: In the fiscal year 
1946-47 the total appropriation for agencies whose duty it is to enforce the 
anti-trust laws is less than four million dollars. Enough to finance about 
35 minutes of the war! 


II 


The basic weakness of Dr. Lynch’s discussion of the work of the TNEC 
stems not from the fact that he specifically limited his task and omitted 
consideration of the monographs, but that he took no cognizance of their 
real purpose, Importance and organic interdependence with the hearings. 

Precisely because the committee was engaged in conducting a study, 
not a witch hunt, it placed major reliance for systematic development of 
fact on monographs, having constantly in mind as models the extraordinar- 
ily useful monographs of the National Monetary Commission. Realizing 
in advance that little in the nature of significant majority recommendation 
could emerge from such heterogeneity of membership, particularly on bit- 
terly controversial topics, the committee consigned such items for explora- 
tion to experts, e.g., lobbying, taxation and tariff. Thus reams of talk could, 
in some cases, be reduced to objective statistical series. 

As a result Dr. Lynch makes several serious misrepresentations of the 
work of the TNEC. Thus, for example, in commenting on pressure groups 
he states ‘‘no effort was made by the TNEC to appraise this trend or to 
assemble facts as to its existence” (p. 144). But he fails even to allude to, or 
include in his bibliography, Professor Donald C. Blaisdell’s notable study 
on Economic Power and Political Pressures (TNEC monograph no. 26) 
which constitutes the most comprehensive, systematic documentation of 
the matter extant today, heavily drawn on by Stuart Chase in his Democracy 
under Pressure. 

Again, Dr. Lynch states in his interesting chapter on appraisal that 
‘what concentration is and how it is measured was left unanswered. The 
extent to which concentration is characteristic of the economy was left to 
conjecture” (p. 360). This is no doubt in part true, but he ought to have 
considered such notable monographs measuring concentration as that of 
Clair Wilcox on Competition and Monopoly in American Industry (no. 21), or 
Willard L. Thorp’s Structure of Industry (no. 27) or the two studies by the 
staff of the Securities Exchange Commission on Distribution of Ownership in 
the 200 Largest Nonfinancial Corporations (no. 29) and Survey of Sharehold- 
ings in 1710 Corporations with Securities Listed in a National Securities Ex- 
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change (no. 30). Two or three others presented indicia of concentration such 
as number of employees, profits, cash holdings, working capital, etc. 

Furthermore, how is it possible to state flatly ‘Some issues, such as taxa- 
tion and fiscal policy, were neglected; others (such as the relation of tarriff 
to concentration) were evaded” (p. 361) without even slightly warning the 
reader that such statements were valid only for the hearings? Of the eight 
monographs (there were 43) which Dr. Lynch does include in his otherwise 
extensive bibliography on the TNEC, three apply specifically to taxation. 
“Neglected” is surely an inappropriate epithet even if Dr. Lynch’s judg- 
ment of the merits of the tax monographs should be highly adverse. 
“Evaded” seems even less felicitous, especially since the notable pioneer 
study of Professor Clifford James, Industrial Concentration and Tariffs 
(monograph no. 10), is nowhere mentioned. 

I shall not belabor the point further. Several additional examples could 
be cited. 


IMI 


In his appraisal of the work of the TNEC Dr. Lynch skillfully carries 
water on both shoulders. Its hearings and reports, he predicts, “will often 
be cited as a fountainhead of authority. Like the writings of Adam Smith, 
the Bible, and the epigrams of Confucius, they will be invoked by men of 
little knowledge to awe and convince others of equally limited understand- 
ing” (p. 356). Furthermore they represent “‘merely a labored and unneces- 
sary catalogue of the obvious” (p. 173). Nonetheless the TNEC “takes its 
place among the great investigations of the English-speaking democracies” 
(p. 378). “Its full influence” (like that of the Bible?) “will be reflected in the 
thinking of the populace, of scholars and of those responsible for designing 
and administering public law” (p. 354). 

The TNEC, says Dr. Lynch, failed miserably in many respects. It failed 
to answer the question, “If monopoly, in what areas, to what extent and 
by whom?” It evaded the problem of competitive advertising and the 
economics of selling costs. It made no historical study of the functioning 
of the anti-trust laws. ‘The relation of monopoly and of bigness,” he states, 
“to economic efficiency went quite unexplored” (p. 365). “The problem of 
idle factories and idle workers received scant consideration” (p. 367). 
“The Committee offered no program relating to the achievement of full 
employment” (p. 368), except that it “would have no truck with those 
who adhered to the mature economy theory” (p. 348). 


IV 


No doubt future economic historians will modify both Dr. Lynch’s stric- 
tures and his praise. Many of the newspaper stories and editorials which Dr. 
Lynch relies on so heavily in his early chapters to support his exposition 
of the political and economic events of the 1930’s will be supplanted by 
objective records. The origin of the TNEC at such time will surely be traced 
back at least in part to a report made in December of 1935 to the Senate 
Committee on Manufactures by Leon Henderson and Theodore J. Kreps 
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entitled ‘‘On the Necessity for an Inquiry into the Status of Competition.” 
The views and limitations of the personnel of the TNEC will indubitably 
prove markedly different from those alleged over press and radio. 

In short, while the definitive job of evaluating the totality. of TNEC 
achievement and failure has yet to be done, Dr. Lynch deserves a generous 
meed of praise for doing the vital spadework of summarizing a good deal 
of what has been done thus far. Taken in conjunction with-Dr. Blair’s 
illuminating compilation showing how quickly concentration of economic 
power has grown in the five-year period from 1939 to 1944, Dr. Lynch’s 
work demonstrates the urgent necessity of a continuous social and economic 
audit of the performance of our business system, in sum, a revived TNEC. 
Only in the light of thorough knowledge, kept up to date industry by 
industry and firm by firm, can those wise measures supplementary and 
alternative to industrial atomization be devised or judiciously applied 
which will enable economic and institutional innovation to keep pace 
with modern technology. | 

THEODORE J. Kreps 

Stanford University 


Industrial Organization; Price and Production Policies; 
; Business Methods 


The Executive in Action. By MARSHALL Epwarp Dimocx. (New York: 
Harper. 1945. Pp. ix, 276.°$3.00.) . 


This book will be of little interest to economists and, I suspect, disap- 
pointing to students of public administration, in which field the author has 
written extensively. Professor Dimock’s personal experience in one govern- 
ment agency provides virtually all the illustrations for generalizations which 
are stated to be applicable to all types of organizations, public and private, 
profit and non-profit. “Having recently completed six years of executive 
work myself, following ten years of investigation and university teaching 
in the area, this seems to be an opportune time to say what I have to say” 
(Preface, p. vii). If the author had relied more extensively on the results of 
his research and had not been so anxious to report his reflections based on 
his personal experience as an “executive in action,” we should have had a 
more scholarly and, generally, a much better book.. 

Professor Dimock promises to answer the question: “What does the 
operating official do?” Instead, the book deals largely with what, in the 
author’s opinion, executives should do, what the desirable qualities of the 
good executive are, etc. The book is a sort of manual for executives in 
business and government. The emphasis throughout, as might be ex- 
pected, is on the administrative side—on the handling of organizational 
relationships, both internal and external. 

Professor Dimock unquestionably knows a great deal more about business 
organizations and business practice than this book reveals. There are sur- 
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prisingly few specific references to leadership problems and practice among 
our larger business firms. There are two or three references to the American 
Telephone and Telegraph Company, a favorite illustration among students 
in public administration, and one or two to General Motors. There is a 
passing remark concerning internal financial control in the automobile and 
chemical industries (p. 208) on which I should like to see the evidence for 
I do not think the generalization as stated is true. Virtually all of the dis- 
cussion is obviously based on the problems of government administration, 
particularly that of the federal government, and some of the discussion, 
for example that dealing with financial planning and control, seems indeed 
strange when applied to large-scale private business. Roughly a third of 
the book presents illustrations from the author’s experience as head of 
the Recruitment and Manning Organization of the War Shipping Admini- 
stration, and all too often generalizations are based on no evidence or illus- 
trative material beyond this. 

In his final chapters, the author broadens his discussion to consider the 
nature and causes of bureaucracy, and in the last chapter, which bears the 
promising title “Optimum Size,” he considers the possibility of conquering 
the bureaucratic ogre. His analysis, however, makes little contribution to 
the existing literature; it is generally superficial and frequently confused. 
Causes, effects, and particular aspects of bureaucracy are on more than one 
occasion hopelessly mixed.! His final suggestion for combatting bureaucracy 
in government and business—decentralization—is an anticlimax which 
would provide very little remedy, and in addition confuses geographic de- 
centralization of operations and decentralization of authority. 

These criticisms could be expanded. In fairness to Professor Dimock, 
however, I should note that he does offer some good practical advice to 
executives, that he properly emphasizes the similarities between private 
and public administration (although he neglects the differences), and that 
his emphasis on the need for flexibility 1 in organization and his warnings 
against overdoing organization planning and following too closely the ad- 
vice of the organization expert are in refreshing contrast to what I have 
found in some of the literature in this field. . 

R. A. GORDON 

University of California, Berkeley 


Industrial Management in Transition. By GEORGE FILIPETTI. (Chicago: 
Richard D. Irwin, Inc. 1946. Pp. v, 311. $3.75.) 


This is a well-written and thoughtful review of the gradual development 
of principles of management from the days of Frederick W. Taylor to the 
present. In it the author has attempted to present a treatment of evolu- 


1 On page 230, complexity is stated to be “the most general underlying cause of bureaucracy 
.. but there are other specific institutional and administrative causes as well.” Then the 
following jumble of causes, effects, and symptoms of bureaucracy are listed: size, organization, 
specialization, rules and regulations, character of executive direction, improper staff activity, 
central staff controls, group introversion, lack of sales motive, security, seniority, and age and 
tradition. ° 
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tionary management which points out some of the things that constitute 
good managerial principles, and probably good managerial techniques, 
whatever form of industrial organization is developed. The author has made 
no attempt to introduce any of his own philosophy, but has reviewed and 
interpreted the works of a number of writers who, through the years, have 
presented varying points of view. Whether or not the authors Professor 
Filipetti has reviewed would regard the selections as thoroughly represen- , 
tative of their philosophies and his interpretations as sound, it is the 
opinion of this reviewer that the work has been well done. 

It is a timely book. Its reading will bring to the minds of economists and 
business leaders works long ago forgotten, and may acquaint them with 
some writings they never have had time to read. In three hundred odd pages 
there is a comprehensive summary of many thought-provoking books, 
which, in the present state of industrial turmoil, should be read and 
studied. Industrial Management in Transition will save an incalculable 
amount of time for overworked students of industrial management. 

The book starts naturally with a summary of Frederick W. Taylor’s 
Shop Management (1903). Taylor’s analysis of the psychology of the worker 
was at fault, but his fundamental reasoning is sound—pay a first-class 
worker more than the going rate for his grade of work. When once estab- 
lished, the rates should not be reduced. In another place (p. 44), the author 
observes, “‘His basic concept was correct, namely, that at any point in time 
any significant Increases in wages and shortening of hours in an individual 
plant should be accompanied by increased production.” 

A review of Taylor’s The Principles of Scientific Management (1911) is 
presented in the author’s own words, enriched by extensive quotations 
from Taylor’s book. Henry L. Gantt was a disciple of Taylor. Gantt’s 
Work, Wages and Profits (1910) is thoughtfully reviewed, followed by a few 
pages on the life and philosophy of Frank Gilbreth, which is drawn partly 
from Lillian Gilbreth’s The Quest of the One Best Way. Harrington Emerson’s 
philosophy is treated, perhaps too briefly (two and one-half pages), in the 
same chapter. This is followed by a more complete review of Morris L. 
Cooke’s Our Cities Awake (1918), a book of merit, which probably has 
been forgotten by many students of city management. 

In Chapter V, Robert F. Hoxie’s Scientific Management and Labor is 
summarized with constructive criticism. Hoxie, thirty years ago, had a 
point of view which many industrial leaders since have come to accept. 
Labor’s attitude, on the contrary, may not have changed appreciably. In 
the same chapter is a review of C. Bertrand Thompson’s The Theory and 
Practice of Scientific Management (1917). It is a somewhat detailed analysis 
of the successes and failures of Taylor’s principles, written after four years 
of study by Thompson. 

Chapter VI bears the title “Evolution of the Movement Following World 
War I.” This chapter reviews the writings of a number of students of 
management in both the labor and managerial fields, and indicates a drift 
toward the acceptance of the idea that increased productivity should be 
an objective ofelabor. It also suggests a modification of the unyielding 
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attitude formerly apparent in the minds of some managers. Among the 
writings discussed, Waste in Industry (1921) is set out as a study worthy 
of analysis as marking a forward step in the science of management. 

The remaining chapters of the book are less historical in their content 
and present later-day concepts of management. Although the first book 
reviewed is Fayol’s Admimistration Industrielle et Générale, which was 
written in 1908 and translated into English in 1925, its philosophy is a 
wide departure from that of the earlier American writers. It deals more par- 
ticularly with the hierarchy of higher levels of supervision, right through 
to the codrdinating head. Another book, written in 1927 under the auspices 
of the International Labour Office, was Scientific Management in Europe. 
It is a résumé, similar to Professor Filipetti’s, of the writings of European 
students of management, following the initiation of the management move- 
ment in the United States.:In the same chapter is a review of Management 
in Russian Industry and Agriculture (1944), a work but little known in the 
United States to which Professor Filipetti devotes twelve and one-half 
pages. “The real measurement of the Russian industrial accomplishments 
is to be found, not in comparing it with the industrialization of Germany 
or England or the United States, but in comparing the industrial develop- 
ment and the standards of living of the great masses of people in the period 
between the czarist regime at the time of its overthrow and the years 
before World War II” (p. 203). 

Chapter VIII treats of the American development just before World 
War II, drawn largely from Management and the Worker (1939) by F. J. 
Rothlisberger and W. J. Dickson, as well as Organized Labor and Produc- 
tion (1940) by Morris L. Cooke and Philip Murray. This review of a labor 
program is followed by a second labor program based on The Dynamics of 
Industrial Democracy by Clinton S. Golden and Harold J. Ruttenberg 
(1942). 

Following the foregoing analysis of writings on present-day labor philos- 
ophy, the author runs through a few books on managerial organization. The 
first is Multiple Management (1938) by Charles P. McCormick, which de- 
scribes a plan adopted by the House of McCormick to bring supervisory 
management at the lower levels into the counsels of the managing group. 
This is followed by Top Management Organization and Control, a Stanford 
University report (1941) under the direction of Paul E. Holden, dealing 
with the managerial practices and procedures of large corporations. Next 
is reviewed another book dealing with top management, Business Leader- 
ship in the Large Corporation, written by R. A. Gordon for the Brookings In- 
stitution in 1945. In large corporations, the managing group is composed 
of able, trained, professional leaders who -of necessity apply sound prin- 
ciples of management to their daily tasks. These principles can be used 
with equal effectiveness by managers of small industries. Dynamic Admini- 
stration (1942) by Mary Parker Follett next is reviewed. 

In the final chapter, the author has selected four more or less philo- 
sophical works: The Industrial Discipline (1933) by Rexford Guy Tugwell, a 
plan for industrial organization along somewhat revolutionary lines; The 
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Managerial Revolution (1941) by James Burnham, presenting the argument 
that control is passing from the hands of the legal owners into the hands of 
a professional managing group; and Management of Tomorrow (1933) by 
IL. Urwick, which is followed by an analysis of America Unlimited (1944) | 
by Eric Johnston. The two books last mentioned present the theme that 
research in management is urgent. 

The selection of books thus summarized by the author may be criticized 
for the inclusion of some less noteworthy works and the omission of others, 
such, for example, as Onward Industry by Mooney and Reilly. Nevertheless, 
any omissions can detract little from the merits-of a task well done. It is 
the expressed hope of the author that readers of his book will find their in- 
terest sufficiently aroused to read in their entirety some of the books on 
management which he has summarized. Whether or not many of them have 
time to do that, a reading of Industrial Management in Transition will con- 
vince anyone that, halting as the progress has been, the years since Taylor’s 
death have brought about an approach to industrial efficiency. 

_ CHARLES L. JAMISON 

Universitiy of Michigan 


Labor and Industrial Relations 


Government and Labor in Early America. By Ricard B. Morris. (New 
York: Columbia Univ. Press. 1946. Pp. xvi, 557. $6.75.) 


Professor Morris has written a long-needed and exhaustive treatment of 
governmental supervision of labor in the colonial period. In its preparation 
he has searched contemporary British and American statutes, newspapers, 
-letters, travelers’ accounts, business papers and similar documents, and in 
addition he performed the monumental task of reviewing some twenty 
thousand cases. Of these the principal source—the unpublished court 
records of the American colonies—was a field largely unexplored. To ex- 
amine them the author traversed the entire Eastern seaboard from Wis- 
casset, Maine, and Woodsville, New Hampshire to St. Augustine, Florida. 

The work covers, in scope, the entire field of wages and conditions of 
free labor, and of conditions of bound labor during the 17th and 18th cen- 
turies. The introductory chapter sets American labbr relations in their 
mercantilist background. The forms of restraint applying to workers and to 
masters which were embodied in the mercantilist statutes of 17th century 
England—particularly the Statute of Artificers and the Poor Law—were 
transplanted to the new country, and, with some regional variations, be- 
came the pattern of statutes and court decisions in the colonies. Part I, 
which consists of six chapters, deals with the regulation of wages of free 
labor before and during the Revolution, concerted action among free 
workers, the terms and conditions of employment of free workers, maritime 
labor relations, and labor and the armed services. Part II, dealing with 
bound labor, has a chapter on the nature of such labor, one on its sources, 
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and one on the legal status of servitude. A concluding chapter discusses 
persistent problems of labor relations in the light of early American 
experience, l 

This study takes on added significance because the author has stressed 
important parallels between the experience of government with labor in 
the first two centuries of American history and current patterns. He 
avoids the pitfalls into which a less experienced scholar might fall by 
refraining from pushing the analogies farther than is warranted. In fact, 
Professor Morris emphasizes the marked economic differences and the 
broad gaps in social and political structure and concepts that separate the 
centuries. However, he reminds us that such persistent contemporary labor 
problems as wage-, and price-fixing, economic stabilization, the right of 
workers to take concerted action, absenteeism, enticement of workers and 
dismissals constitute the core of the master-servant relations that were 
supervised by colonial and Revolutionary governments. 

The institution of bound labor presents not a parallel but rather a sharp 
contrast to those of the present American scene. Settlement of the new 
country with its seemingly inexhaustible resources came in a period when 
commercial and industrial enterprise was the driving power for territorial 
expansion. A hungry international market made feasible commercial 
agriculture, the rapid growth of seaports, and even industrial undertakings. 
But those developments were dependent upon an adequate and sure labor 
force. Since native labor was out of the question, the necessary manpower 
had to be drawn from Europe. Fortunately for this purpose, there were 
surplus populations in England and on the continent, whose livelihood 
was So precarious as to make migration to a more favorable labor market 
extremely inviting. Of course, for those more substantial workers with 
savings the shift to the new world was merely a matter of pulling up roots 
and purchasing passage. But for the penniless, a response to improved 
wages and living standards could not be so demonstrated, since an ocean 
comparatively costly to span lay between his destitute self and the potential 
job. ; 

When economic incentives are powerful, a problem such as this will 
find a solution within the contemporary institutional framework. Today 
an acceptable means of fostering migration would doubtless be spelled 
out in terms of governmental subsidies or loans. In the colonial period, the 
voluntary act of an adult white laborer in binding himself to a master for a 
term of years solved the problem of transportation, since an agent or ship 
captain could sell the contract when the ship arrived in an American port. 
When the American master purchased the contract, the immigrant had a 
job. But this was not a job which he was free to leave. Since complete. 
subordination to the master during the period of service was deemed essen- 
tial to assure fulfillment of the contract, the master had fairly complete 
control over the person of the bound worker, whose freedom was severely 
restricted. 

In so faras the agent profited from the sale or the master resold his serv- 
ant’s unexpired time to advantage, it would not appear to have been the 
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laborer who stood to gain from having shifted to a market where labor was 
scarce and highly valued. Furthermore, during his period of service the 
servant frequently had to live on a level of bare subsistence, which he could 
scarcely have regarded as an improvement. However, a full-employment 
economy promised future security and opportunity when the servile period 
ended. The ambitious servant could look forward to a freehold, or an in- 
dependent shop, or comparatively well-paid employment. Little class stig- 
ma attached to a freedman owing to previous servitude, and such workers 
-were rapidly assimilated, for the perpetuation of sharp caste differences 
was impossible in a country possessing abundant and cheap lands. 

Not all bound workers voluntarily entered that state. Transported con- 
victs (estimated at 50,000), colonial convicts, persons put in servitude for 
debt, and apprenticed pauper children were also a part of the indentured 
servant class. The author estimates that nearly half of the total white 
immigration to the thirteen colonies came as bound labor. Apparently 
contemporaries never assumed that the work in the colonies could be done 
except by forced labor, for not enough freemen would voluntarily migrate, 
and those who did would find an independent proprietorship too easy to 
establish for them to be held long as wage workers. 

Although, as the author points out, bound labor evolved out of the cir- 
- cumstances of colonial emigration and ‘along quite original lines, it had some 
roots in the complex of economic theories and practices known as mercantil- 
ism, which sanctioned even for free labor controls over choice of vocation 
and terms of work, and which advocated the compulsory labor of the poor. 
‘The system of indentured labor also stemmed in part from the English 
system of poor relief, under which poor children were bound out, and settle- 
‘ment laws restrained the free movement of workers. Thus, while unique, 
indentured servitude had a closer kinship with the contemporary sys- 
tem of free labor, one might say, than with the system of chattel slavery. 

ELINOR PANCOAST 

Goucher College 


Trade Union Publications: the Official Journals, Convention Proceedings, 
and Constitutions of International Unions and Federations, 1850-1941. 
By Lioyvp G. REYNOLDS and CHARLES C. KILLINGSWORTEH. Vol. I, 
Description and Bibliography. Vols. II and ITI, Subject Index. (Balti- 
more: Johns Hopkins Univ. Press. 1944; 1945; 1945. Pp. xxxii, 416; 
lvii, 486; xv, 445. $25.00.) 


Inductive economics greatly depends on those truly philanthropic souls 
in the gild who are willing to toil long years in making available to others 
the requisite building materials with which to realize their architectural 
dreams. In the philanthropic achievement before us, so splendidly per- 
formed by Reynolds and Killingsworth, sheer industry, while indispensable 
when one undertakes to index every item above 500 words, was the least 
of the required qualifications. What was needed was, first, an indomitable 
courage in tackling a job, which, if it cannot be described as titanic as 
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bailing out the ocean, may at least be likened to extracting all the minerals 
from the Dead Sea. But, above all, what the authors needed was a clear 
understanding of unionism as a going institution—the “going government” 
within each organization, the systems of ethical values, and a theory of 
labor in industry—and a grasp of the meaning of “industrial government,” 
of the union jointly with the employers, in crystallization and in action. 
With these volumes at his elbow the student of labor will no longer be com- 
pelled to confine himself to the study of one union, as “life is short,” but 
will be able to tackle with a good opportunity for thoroughness union usages 
and methods which are common to many unions. The field for inductive 
study has thus been immeasurably widened, in addition to being fructified 
by the use of the comparative method. It is no less than this that we shall 
all of us from now on owe to these two highly discriminating and philan- 
thropic workers in our fellowship. 

But not the least merit of this work is found in an analytical discussion 
of the uses to which such materials as they have indexed can be put— 
productive generalizations on union government, beliefs and theories, 
tactics, unlonism’s economic and political effects. This discussion appears 
in the first and introductory volume, the remainder of that volume being 
given to most useful brief histories and critiques of publications of some fifty 
unions together with brief chronological summaries for the others. Students . 
will especially appreciate the enumeration of the periods during which 
particular union publications were ably edited and therefore contain “pay 
dirt.” 

It is interesting that the authors conclude that “‘the material thus ap- 
pears to support the thesis that a mature trade union concentrates on en- 
larging and controlling the job opportunities available to its members 
rather than on broad projects of political and social reform” (Vol. I, pp. 21- 
22). With such a conclusion this reviewer will, naturally, not quarrel. Yet he 
will add that in periods when the general politico-economic topography is 
undergoing rapid change-~as when government has moved into the centre 
of the economic arena thus becoming among other things a purveyor of 
jobs if the nezd arises—then the very job consciousness of the mature 
unions tends to force them to become concerned with this important 
hinterland of their job opportunities.. A good example is offered by the rail- 
road brotherhoods which, notwithstanding their “conservatism,” were the 
pioneers among labor unions in organizing powerful lobbies, because in their 
industry government was no longer a remote matter but the arbiter of im- . 
portant issues. 

SELIG PERLMAN 

University of Wisconsin 
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97, $1.50.) 


Stvaswamy, K. G. and others. Food control and nutrition surveys, Malabar and S. Kanara; 
and Diet and disease surveys. (Madras: Servindia Kerala Relief Centre. 1946. Rs. 4.) 


Consumption; Codperation 


Karren, H. M. The decline and rise of the consumer; a philosophy of consumer cooperation. 2nd 
ed. (Chicago: Packard and Co. 1946. Pp. 512. $2.) 


Development in consumers’ cooperative movement in 1945. Bur. of Lab. Stat., bull. no. 859. 
(Washington: Supt. Docs, 1946. Pp. 25. 10c.) 


Food consumption levels in the United States, Canada and the United Kingdom; third report of a 
Special Joint Committee set up by the Combined Food Board. (Washington: Supt. Docs. 1946. 
Pp. 64.) 


Population; Migration; Vital Statistics | 
CHANDRASEKHAR, S. India’s population; fact and policy. (New York: John Day. 1946. Pp. 117. 
$2.) 


Coocan, T. F, Catholic fertility in Florida. A dissertation. (Washington: Catholic Univ. Press; 
1946. Pp. xvi, 101.) 


Ta CHEN. Population in modern China. (Chicago: Univ. of Chicago Press. 1946. Pp. 135. $2.50.) 


16th Census of United States, 1940: population, internal migration, 1935-40 
, age of migrants. (Washington: Bur. of the Census. 1946. Pp. 382. $1.25.) 
, economic characteristics of migrants. (Washington: Bur. of the Census, 1946. Pp. 223. 








60c.) 


Unclassified Items 


Tuck, R. D. Not with the fist—a study of Mexican-Americans in a southwest city. (New York: 
Harcourt, Brace, 1946. Pp. xxii, 234. $3.) 


Annual report for the year 1945 of the Twentieth Century Fund. (New York: Twentieth Century 
Fund. 1946, Pp. 48.) 


PERIODICALS 


Economic Theory; General Works 


BRONFENBRENNER, M. The dilemma of liberal economics. Jour. Pol. Econ., Aug., 1946. Pp. 13. 
CLARK, J. M. Realism and relevance in the theory of demand. Jour. Pol. Econ., Aug., 1946. Pp. 7. 


Cortiss, J. S. and Inxeres, A. Marxism in the U.S.S.R.-~the recent revival. Pol. Sci. Quart., 
Sept., 1946. Pp. 16. 


Davs, G. R. Pricing and price levels. Econometrica, July, 1946. Pp. 8. 


Horr, C. C, and Samvetson, P. A. The graphic depiction of elasticity of demand. Jour. Pol. 
Econ., Aug., 1946. Pp. 4. 


Irvine, W. George Bernard Shaw and Karl Marx. Jour. Econ, Hist., May, 1946. Pp. 19. 
PAutson, W. E. Diagrammatic economics. Jour. Farm Econ., Aug., 1946, Pp. 36. 
SAMUELSON, P., A. Lord Keynes and the General Theory. Econometrica, July, 1946. Pp. 14. 
ScHELLING, T. C. Raise profits by raising wages? Econometrica, July, 1946. Pp. 8. 


TAYLOR, C. C. The social responsibilities of the social sciences—the national level. Am. Soc. Rev., 
Aug., 1946. Pp. 8. 


Economic History 


Heaton, H. A merchant adventurer in Brazil, 1808-1818. Jour. Econ. Hist., May, 1946. Pp. 23, 
LENNARD, R. The economic position of the Domesday Villani, Econ. Jour., June, 1946. Pp. 21. 
Wirrers, F. Economic and psychological historiography. Am. Jour. Soc., May, 1946, Pp. 6. 


National Economies 


Uroumt, V. L. El progreso económico de México: problemas y soluciones. El Trimestre Econ., 
Apr.~June, 1946. Pp. 33. 


Economic Systems; Post-War Planning 


BEVERIDGE, SR W. Life, liberty, and ihe pursuit of happiness (1950 model). Rev. Econ. Stat., 
May, 1946. Pp. 7. 


Statistical Methods; Econometrics; Economic 
Mathematics; Accounting 
Buros, O. K., editor. Statistical methodology index, no. 3. Jour. Am. Stat. Assoc., Mar., 1946. 
Pp. 11. < 
Dunn, H. L. Statistics in the world of tomorrow, Estadistica, June, 1946. Pp. 9. 


Jackson, J. H. Cost accounting in the education of management. N. A. C. A. Bull., Aug. 15, 1946, 
Sec. I. Pp. 10. 


Jones, F. W. and KAPELSON, A. R. Appraising the federal reserve index. Conf. Bd. Bus. Record, 
June, 1946. Pp. 3. 


May, G. O. Authoritative financial accounting. Jour. Accountancy, Aug., 1946. Pp. 18. 

Mena, R. O. Las finanzas publicas y el ingreso nacional, El Trimestre Econ., Apr.-June, 1946. 
Pp. 14, 

Murray, M. E. British company law reform: implications for accounting practice. Jour. Bus, 
Univ. Chicago, July, 1946. Pt. 1. Pp. 10. 
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SHEWHART, W. A. The advancing statistical front. Jour. Am. Stat. Assoc., Mar., 1946. Pp. 15. 
WILLIAMS, T. D., Accounting and the national economy. Jour. Accountancy, Sept., 1946. Pp. 6. 
Wrxon, R. The nature of corporate capital. Jour. Accountancy, Sept., 1946. Pp. 7. 


National Income and Product; Income Distribution; 
Consumption Statistics 
Bates, S. Government forecasting in Canada. Canadian Jour. Econ. and Pol. Sci., Aug., 1946. 
Pp. 18. 


Donsoncuez, L, M. Renta nacional, su significado y medición. Pts, II, IIT. Estadistica, Mar., 
and June, 1946. Pp. 17, 61. 


GEORGE, E. B. Government, business, and consumer spending levels explored. Dun’s Rev., Apr., 
1946. Pp. 9. 


KLEIN, L. R. A post-mortem on transition predictions of national products. Jour. Pol. Econ., 
Aug., 1946. Pp. 20. 


SERVIN, A. La concepción técnica del ingreso gravable y nuestra ley del impuesto sobre la renta. 
El Trimestre Econ., Apr.-June, 1946. Pp. 38. 


STEWART, B. Postwar effects of wartime economic changes. Oregon Bus. Rev., May, 1946. 
Pp. 4. 


British white paper on war finance. Fed. Res. Bull., July, 1946. Pp. 26. 
Current price developments. Fed. Res. Bull., Aug., 1946. Pp. 11. 


A national survey of liquid assets—distribution according to income. Fed. Res. Bull., July, 1946. 
Pp. 7. 


Business Cycles and Fluctuations 


BELL, E. V. Hedging against inflation. Conf. Bd. Bus. Record, Apr., 1946. Pp. 4. 


Goopwin, R. Innovations and the irregularity of economic cycles. Rey. Econ. Stat., May, 1946. 
Pp. 10. 


MIKESELL, R. F. Gold sales as an anti-inflationary device. Rev. Econ. Stat., May, 1946. Pp. 4. 
SPENGLER, J. J. The future of prices. So. Econ. Jour., July, 1946. Pp. 35. 
VINING, R. The region as a concept in business-cycle analysis. Econometrica, July, 1946. Pp. 18. 


Public Finance; Fiscal Policy; Taxation 
Arnot, H. W. The monetary theory of deficit spending—a comment on Dr. Clark Warburton’s 
article. Rev. Econ. Stat., May, 1946. Pp. 5. 
Brouca, R. Some aspects of corporate taxation. Bull. Nat. Tax Assoc., June, 1946. Pp. 8. 


Booxer, H. S. Lady Rhys Williams’ proposals for the amalgamation of direct taxation with 
social insurance. Econ. Jour., June, 1946. Pp. 14. 


Lockets, L. B. Public works planning in government budgets. Conf. Bd. Bus. Record, Apr., 
1946. Pp. 3. 


Mints, L. W., editor. A symposium of fiscal and monetary policy—the opinions of L.W. Mints, 
A, H. Hansen, H. S. Ellis, A. P. ey and M. Kalecki. Rev. Econ. Stat., May, 1946. 
Pp. 25. 


smvons, H. C. Debt policy and banking policy. Rev. Econ. Stat., May, 1946. Pp. 5. 


STOCKWELL, M. M. The state income tax in California. Bull. Nat. Tax Assoc., June, 1946. 
Pp. 13. 


SUITER, W. O. Divergent theories of national debt. So. Econ. Jour., July, 1946. Pp. 12. 


. Some questions relative to the management of the national government debt. Bull. Nat. Tax 
Assoc., June, 1946, 


Wariicu, H. C. La deuda pública y el ingreso nacional de Estados Unidos. Pt. If. El Trimestre 
Econ., Apr.-June, 1946. Pp. 14. 


Treasury finance and banking developments. Fed. Res. Bull., May, 1946. Pp. 8. 
e 
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Money and Banking; Short-Term Credit 


DE ROOVER, R. The Medici Bank-organization and management. Jour. Econ. Hist., May, 1946. 
Pp. 29. 

Gramepp, W. D. The Tialien lira, 1938-45. Jour. Pol. Econ., Aug., 1946. Pp. 25, 

Harpy, C. O. The monetary future of gold. Dun’s Rev., May, 1946. Pp. 9. 

Quantius, F, The insurance of bank loans and its implications, Jour. Bus. Univ. Chicago, 
July, 1946. Pt. 1. Pp. 12. 

Rosers, J. G, La nueva ley monetaria y las reformas bancarias de Guatemala. El Trimestre 
Econ., Apr.-June, 1946. Pp. 27. 

VENTI, A. H. The National Bank in 1836; a partisan appraisal. Am, Hist. Rev., July, 1946. 
Pp. 4. 

WASSERMAN, M. J. The new Ethiopian monetary system. Jour. Pol. Econ., Aug., 1946, Pp. 5. 

Appreciation of the Canadian dollar. Fed. Res. Bull., Aug., 1946. Pp. 7. 

Receni changes in consumer credit. Fed. Res. Bull., June, 1946. Pp. 6. 


International Trade, Finance and Economic Policy 


Biyra, C. D. Some aspects of Canada’s international financial relations. Canadian Jour. Econ. 
and Pol. Sci., Aug., 1946. Pp. 11. 

Cuang, T. The British demand for imports in the inter-war period. Econ. Jour., June, 1946. 
Pp. 20. 

Crayton, W. L. The British loan and American world trade. Dun’s Rev., May, 1946. Pp. 10- 

Garcfa, C. B. Discusiones previas al primer tratado de comercio enire México y Estados Unidos: 
1822-1838. El Trimestre Econ., July-Sept., 1946. Pp. 17. 

Joxe, H. L. The three barriers to world-wide economic teamwork. Dun’s Rev., Aug., 1946. Pp, 12. 

KateEckl, M. Multilateralism and full employment. Canadian Jour. Econ. and Pol. Sci., Aug., 
1946. Pp. 6. 

KEYNES, J. M. The balance of payments of the United States. Econ. Jour., June, 1946. Pp. 16. 

LANDMAN, J. H. Tax inducements for foreign trade. Conf. Bd. Bus. Record, Apr., 1946. Pp. 6, 

Marquez, J. Las propuestas comerciales anglonorteamericanas. El Trimestre Econ., July- 
Sept., 1946. Pp. 16. 

MIKESELL, R. F. United States international financial policy. Canadian Jour. Econ. and Pol. 
Sci., Aug., 1946. Pp. 9. 

Establishment of Bretton Woods institutions, Fed. Res. Bull., Apr., 1946. Pp. 12. 


Business Finance; Insurance; Investments; 
Securities Markets 


LANDMAN, J. H. Tax implications of security transactions. Conf. Bd. Bus. Record, June, 1946. 
Pp. 6. 
Postwar business finance. Fed. Res. Bull., July, 1946. Pp. 9. 


Public Control of Business; Public Administration; 
National Defense and War 


CusHMAN, R. E. Constitutional law in 1944-45. The constitutional decisions of the Supreme 
Court of the U. S. in the October term, 1944. Am, Pol. Sci. Rev., Apr., 1946. Pp. 25. 

Fox, H. G. Patents in relation to monopoly. Canadian Jour. Econ. and Pol. Sci., Aug., 1946. 
Pp. 15. 

Hansen, H. E. Industry weighs new wage-price policy. Conf. Bd. Bus. Record, Apr., 1946. 
Pp. 3. 
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O’ManoneEy, J. C. Democracy or dictatorship in business and government. Dun’s Rev., Apr., 
1946. Pp. 9. 


Basing-point pricing and antitrust policy. Yale Law Jour., Apr., 1946, Pp. 18. 


Industrial Organization; Price and Production 
Policies; Business Methods 


Fisu, L. Organization-foundation of management. Advanced Manag., June, 1946. Pp. 5. 


Horr, H. A. Organization, executive capacity and progress. Advanced Manag., June, 1946. 
Pp. 14. 


MITCHELL, W., JR., Organization of industry: British and American trade associations compared. 
Dun’s Rev., June, 1946. Pp. 10. 


Marketing; Domestic Trade 


GEORGE, E. B. Marketing and full employment. Dun’s Rev., July, 1946. Pp. 16. 


Wares, H. G. The Kansas City wholesale fruit and vegetable market. Jour. Bus. Univ. Chicago, 
July, 1946. Pt. 1. Pp. 15. 


Mining; Manufacturing; Construction 


Bowen, I. The future output of the constructional industries in the United States. Econ. Jour., 
June, 1946, Pp. 22. 


Transportation; Communication; Public Utilities 
NORDEN, J. A. Allocating demand costs. Jour. Land and Pub. Util. Econ., May, 1946. Pp. 8. 


Agriculture; Forestry; Fisheries 
Buack, J. D. Professor Schultz and C.E.D. on agricultural policy in 1945, Jour. Farm Econ., 
Aug., 1946. Pp. 18. 


FERNANDEZ Y FERNANDEZ,. R. Logros positivos de la reforma agraria mexicana. El Trimestre 
Econ., July-Sept., 1946. Pp. 28. 


FORSTER, G. W. Southern agricultural economy in the postwar era. So. Econ. Jour., July, 1946. 
Pp. 7. 

HARDIN, C. M. The Bureau of Agricultural Economics under fire: a siudy in valuation conflicts, 
Jour, Farm Econ., Aug., 1946. Pp. 34. 


SHEPHERD, G. A rational system of agricultural price and income controls. Jour. Farm Econ., 
Aug., 1946. Pp. 17. 


Stepp, J. M. Southern agriculture’s stake in occupational freedom. So. Econ. Jour., July, 1946. 
Pp. 7. 

Tsou, P. W. Modernization of Chinese agriculture. Jour. Farm Econ., Aug., 1946. Pp. 18. 

The balance sheet of agriculture, 1946. Fed. Res. Bull., Sept., 1946. Pp. 21. 


Economic Geography; Regional Planning; 
Urban Land; Housing 


ABRAMS, C. The subsidy and housing. Jour. Land and Pub, Util. Econ., May, 1946. Pp. 9. 
Dennis, S. J. The housing shortage: causes and effects. Dun’s Rev., June, 1946. Pp. 14. 


Huserr, G. A. A framework for the study of peripheral economic areas. Jour. Farm Econ., 
Aug., 1946. Pp. 17, 


Lupar, M. C. Financing urban redevelopment. Jour. Land and Pub. Util. Econ., May, 1946. 
Pp. 12. 
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Provst, J. H. and KIMBALL, S. T, Building new communities during war time. Am, Soc. 
Rev. Aug. ., 1946. Pp. 13. 


Timmons, J. F. Institutional obstacles to land improvement. Jour. Land and Pub. Util. Econ., 
May, 1946. Pp. 11. 


Labor and Industrial Relations 
Forsey, E. Trade union policy under full employment. Canadian Jour. Econ. and Pol. Sci., 
Aug., 1946. Pp. 13. 
Norturvp, H, R. Literature of the labor crises. Pol. Sci. Quart., Sept., 1946. Pp. 14. 


Van SICKLE, J. V. Regional aspects of the problem of full employment at fair wages. So. Econ. 
Jour., July, 1946. Pp. 10. 


Wicox, W. W. The wartime use of manpower on forms. Jour. Farm Econ., Aug., 1946. Pp. 19. 
The changing status of bituminous coal miners, 1937-46, Mo, Lab. Rev., Aug., 1946. Pp. 10. 


Labour~management collaboration in the Canadian construction industry. Internat. Lab. Rev., 
May-June, 1946. Pp. 9. 


The labor market in the transition, Fed. Res. Bull., Sept., 1946. Pp. 8. 


Wartime developments in trade union organisation in India. Internat. Lab. Rev., May-June,’ 
1946. Pp. 15. 


Wartime wages, income and wage regulation in agriculture. Pt. 2—Comparative wages and wage 
regulation. Mo. Lab. Rey., Aug., 1946. Pp. 10. 


Consumption; Codperation 
Howe, C. B. Food consumption at the national level. Jour. Farm Econ., Aug., 1946. Pp. 13. 


Population; Migration; Vital Statistics 
TAEUBER, I. B. The population potential of postwar Korea, Far East. Quart., May, 1946. Pp. 1S. 
WaeE pron, P. K. Mr. Gottlieb on optimum population: an objection. Jour. Pol. Econ., Aug., 
1946, P. 1. 
WOLFBEIN, S. L. and Jarre, A. J. Demographic factors in labor force growth. Am. Soc. Rev., 
Aug., 1946. Pp. 4. 


NOTES 


FIFTY-NINTH ANNUAL.MEETING OF THE 
AMERICAN ECONOMIC ASSOCIATION 


Atlantic City, N. J.—January 23 to 26, 1947 
Preliminary Announcement of Program 


Thursday, January 23 
1. MEETING OF THE EXECUTIVE COMMITTEE (10:00 a.m.) 


2. THE EMPLOYMENT ACT OF 1946 AND A SYSTEM OF NATIONAL BOOKKEEPING (8:00 p.m.) 


Chairman: T. O. Yntema, University of Chicago 

“The Council of Economic Advisers: The Lines of Approach, ” E. G. Nourse, Council 
of Economic Advisers to the President 

“Tracing Money Flows through the United States Economy,” M. A. Copeland, Na- 
tional Bureau of Economic Research 

Discussion: To be announced 


. Friday, January 24 
3. PUBLIC DEBT: HISTORY (10:00 a.m.) 


Chairman: To be announced 

“The Origin and Growth of National Debt in Western Europe,” E. J. Hamilton, North- 
western University 

“History of Public Debt in the United States,” B. U. Ratchford, Duke University 

“History of Public Debt in Latin America,” F. W. Fetter, Haverford College 

Discussion: To be announced 


4, THE CHANGING CHARACTER OF MONEY (10:00 a.m.) 


Chairmen: Howard S. Ellis, University of California 

“Who Holds Money and Why?” John K. Langum, Federal Reserve Bank of Chicago 

“What Rights Should the Holder of Money Have?” Karl H. Niebyl, Black Mountain 
College 

“Money as Pure Commodity,” Benjamin Graham, New York, N.Y. 

“Money as Numeraire,’? Walter Egle, Ohio State University 

“Money as a Creature of the State,”’ Abba P. Lerner, New School for Social Research 

“The Relative Liquidity of Money and Other Things, ” E.C. Simmons, University of 
Michigan 

“Money in the Russian Economy,” Alexander Gerschenkron, Board of Governors, 
Federal Reserve System 

“The Payment of Interest on Series E Bonds,” Earl Rolph, University of California 

“International versus Domestic Money,” Robert Triffin, International Monetary Fund 

Summary: “The roe Futurity of Money,” Howard S. Ellis, University of Cali- 
fornia 

Discussion: Open to all 


5. THE ROLE OF SOCIAL SECURITY IN A STABLE PROSPERITY (10:00 a.m.) 


Chairman: Eveline M. Burns, New York School of Social Work, Columbia University 

Title of paper to be announced—Lewis Meriam, Brookings Institution 

Title of paper to be announced—Eliot J. Swan, Federal Reserve Bank of San Fran- 
cisco 

Discusston: To be announced 
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6. LUNCHEON MEETING: THE ECONOMIC OUTLOOK (12:30 P.u.) 


Chairman: Woodlief Thomas, Board of Governors of the Federal Reserve System 

“Forecasting and Planning in the Transition Period,’ Woodlief Thomas, Board of 
Governors of Federal Reserve System 

“The Outlook for Incomes and Spending,” Ragnar Naess, Naess and Cummings 

“The Business Outlook, ” Leonard P. Ayres, Cleveland Trust Company 


7. THE PUBLIC DEBT: EFFECTS ON INSTITUTIONS AND INCOME (2:30 r. au) 
Chairman: To be announced 
“Public Debt and Income,” Aryness Joy Wickens, U. S. Bureau of Labor Statistics 
“Public Debt and Institutions,” Donald Woodward, Mutual Life Insurance Co. of 
New York 
Discussion: To be announced 


8. THE ECONOMY OF THE U.S.S.R. (2:30 p.m.) 


Chairman: Jacob Marschak, University of Chicago 
“Soviet National Income Estimates—Their Distinguishing Characteristics and Prob- 
Jems,” Paul Studenski, New York University 

“The Future Expansion of the Soviet Economy,” Harry Schwartz, Syracuse University 
“The U.S.S.R. in the Proposed International Trade Organization,” Alexander Ger- 
shenkron, Board of Governors of the Federal Reserve System 
Discussion: Abram Bergson, Columbia University 

Abba P. Lerner, New School for Social Research 

W. W. Leontief, Harvard University 


9. DOMESTIC VERSUS INTERNATIONAL ECONOMIC EQUILIBRIUM (2:30 P.M.) ` 
Chairman: To be announced 
“Full Employment Policies and Multilateral Trade,” Arthur Smithies, Bureau of the 
Budget 
“Internal and External Considerations of Monetary Policy,” Ragnar Nurkse, Institute 
for Advanced Study 
Discussion: Gottiried Haberler, Harvard University 
Howard S. Ellis, University of California 
Others to be announced 


10. DINNER MEETING (6:30 r.m.) 


Chairman: E. A. Goldenweiser, Institute for Advanced Study 
“Some Cleavage among Economists,” J. M. Clark, Columbia University 
“The Outlook for the United Kingdom,” Henry Clay, Oxford University 


11. THE SOCIAL AND ECONOMIC SIGNIFICANCE OF ATOMIC ENERGY (8:00 p.m.) 
Chairman: W. W. Riefler, Institute for Advanced Study 
“Vulnerability of Countries to Atomic Bomb Attack,” Ansley Coale, Social Science 
Research Council 
“Potentialities of Atomic Energy as a Source of Power,” Speaker to be announced 
Discussion: Louis Dembitz, Board of Governors of the Federal Reserve System 


12, PRICES: THE WARTIME HERITAGE AND SOME PRESENT PROBLEMS (8:00 P.m.) 
Chairman: Frederick C. Mills, Columbia University 
“Price Control: a Review and Appraisal,” J. K. Galbraith, Fortune aul 
“‘Wage-Price Relationships,” John T. Dunlop,’ Harvard University .., 
Discussion: Corwin D. Edwards, Northwestern§University 
Melvin G. de Chazeau, Committee forjEconomic Development ` 
Elmer J. Working, University of Illinois 


~ 


13. BANKING PROBLEMS (8:00 p.m.) 
Chairman: To be announced 
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“The Management of Commercial Bank Holdings of Treasury Securities,” Charles C. 
Abbott, Harvard University ` 
“Principles of Banking Reform,” Harold L. Reed, Cornell University 
Discussion: H. H. Preston, University of Washington 
Emile Despres, Williams College 
William R. White, Guaranty Trust Company, New York 
Others to be announced 


Saturday, January 25 
14, PUBLIC DEBT: MONETARY ASPECTS (10:00 a.m.): Session to be arranged 


15, LABOR PRODUCTIVITY (10:00 a.m.) 


Carter Goodrich, Columbia University 
Julius Hirsch, New York City 
Others to be announced 


16. ROUND TABLE ON UNDERGRADUATE TEACHING OF ECONOMICS (10:00 a.m.) 


Report of Committee by Horace Taylor, Columbia University 
Other participants to be announced 


17. LUNCHEON MEETING (12:30 p.u.): Speakers and subject to be announced 


18. VITAL PROBLEMS IN LABOR ECONOMICS: APPROACHES AND AREAS FOR RESEARCH (2:30 p.m.) 


Chairman: J. Douglas Brown, Princeton University 
“Wages,” Charles A. Myers, Massachusetts Institute of Technology 
“Labor-Management Relations,” Frederick H. Harbison, University of Chicago 


19, RAILROADS AND PUBLIC UTILITIES (2:30 p.m.) 
To be announced 


20. ROUND TABLE ON THE PROPOSED REVIEW OF ECONOMICS PROJECT (2:30 p.m.) 


Chairman: A. B. Wolfe, Ohio State University 
Others to be announced 


21. ANNUAL BUSINESS MEETING (5:00 p.m.) 


22, PRESIDENTIAL ADDRESS (8:00 p.m.) 


Chairman: To be announced 
Speaker: E. A. Goldenweiser, American Economic Association 


Sunday, January 26 
23. MEETING OF THE EXECUTIVE COMMITTEE (9:00 A.M.) 


24, HOUSING PROBLEMS (10:00 a.m.) 
Chairman: William A. Berridge, Metropolitan Life Insurance Company 
“Observations on the Provision and Use of Housing Census Data,” Howard G. Bruns- 
man, Bureau of the Census, Department of Commerce 
“Objectives and Accomplishments of the Veterans’ Emergency Housing Program of 
1946,” Coleman Woodbury, University of Wisconsin 
Discussion: Richard U, Ratcliff, University of Wisconsin 
J. Bion Philipson, National Housing Agency 
Arthur M, Weimer, Indiana University 
Miles L. Colean, Washington 


25. ROUND TABLE ON ECONOMIC RESEARCH (10:00 a.m.) 


Chairman: Simeon E. Leland, Northwestern University 
Papers to be announced 
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26. ECONOMIC FORECASTS (10:00 a.m.) 


Frank Garfield, Board of Governors of the Federal Reserve System 
Others to be announced 


The following persons have recently become members of the AMERICAN Economic 
ASSOCIATION: 


Addington, H. E., 3900 Hamilton Ave., Apt. C-204, Hyattsville, Md. 
Afros, J. L., 172 Mississippi Ave., S.E. Washington 20, D.C. 
Alivia, G., via Cagliari 2, Sassari, Sardinia, Italy 
Anderson, D A., School of Commerce, Room 432, Washington Square, New York 3, N.Y. 
Arrington, Li J3 ' Utah State Agricultural College, Logan, Utah 
Babcock, Miss C. J., 1560 Ansel Road, Cleveland 6, Ohio 
Badri Rao, S. R. N., 56 Wendell St., Cambridge, Mass. 
Baker, J. A. , 3030 S. ‘Buchanan St., Arlington, Va. 
Barone, S. V., 431 Brandywine St., S.E., Washington, D. C. 
Black, D. M. ' Graduate House, Massachusetts Institute of Technology, Cambridge 39, Mass. 
Blake, À., 3200-19th St., N.W., Washington, D.C. 
Blitman, S., 4041 Tax Res., U. S. Treasury, Washington 25, D.C, 
Bowles, C., Hayden’s Point, Essex, Conn. 
Bowman, Miss J. C., 640 Mason St., San Francisco 2, Calif. 
Bowman, R. T., 5109 Township Line Road, Drexel Hill, Pa. 
Boyd, R. L., University of Illinois, 414 Kinley Hall, Urbana, Iil. 
Break, G. F., 119 South Hall, University of California, Berkeley, Calif. 
Browne, J. H., No. 75333227, Royal Army Medical Corps, 52 Indian General Hospital (C), 
Rangoon, Burma 
Buttrick, J. A., 2726 Yale Station, New Haven, Conn. 
Clark, R. N., 32 Longview Drive, Longmeadow, Mass. 
Coffman, R. H., 523 Meadow Lane, Falls Church, Va. 
Copeland, J., 2708 Cathedral Ave., N.W., Washington 8, D.C. 
Crawford, W. H., 320 Murray Ave., Englewood, N.J. 
Crobaugh, A. B., 18530 Winslow Road, Shaker Heights, Ohio 
Cutler, H. A., 45 Wallis Ave., Jersey City, N.J. 
David, C. W., University of Pennsylvania Library, Philadelphia 4, Pa. 
Davison, R. L., 17625 Archdale Ave., Lakewood 7, Ohio 
Dekock, J., 4866 Cote des Neiges Road, Montreal, Quebec, Canada 
Denison, Mrs. D. C., 1125 Lincoln Dr., Grand Forks, N.D. 
Derrick, S. M., Dept. of Economics, University of South Carolina, Columbia, S.C. 
Diamond, H. M., College of Bus. Admin., Lehigh University, Bethlehem, Pa. 
Douglass, Miss B., 3665-38th St., N.W., Washington, D.C. 
Doyle, J. F., Jr., 4846 A-28th St., S., Arlington, Va. 
Einzig, R., 13133 LaSalle Blvd., Detroit 6, Mich. 
Epstein, J. B., 1841 Summit Place, N.W., Washington 9, D.C. 
Erselcuk, M., 614 N. Sixth St., Lafayette, Ind, 
Estrin, J. C., 756 Pelham Pkwy., New York 60, N.Y, 
Fefferman, A. S., Division of Tax Research, U, S. Treasury, Washington, D.C. 
Fitzsimmons, J. F., 2825 N. Maryland Ave., Milwaukee 11, Wis. 
Friedman, I. S., 3827 W St., S.E., Washington, D.C. 
George, E. B., Dun and Bradstreet, Inc., 290 Broadway, New York, N.Y. 
George, H. C., c/o Donald R. G. Cowan, 1214 Citizens Bldg., Cleveland 14, Ohio 
Ginsburg, W. L., 1730 P St., N.W., Washington 6, D.C. 
Gordon, E. L., 1711 E. 174th St., New York 60, N.Y. 
Gort, M., 320 Riverside Drive, New York, N.Y. 
Green, H. W., 1001 Huron Road, Cleveland 15, Ohio 
Guild, E. W., 1421 Masonic Ave., San Francisco 17, Calif. 
Haase, Miss H., 1433 Belmont St., N.W., Washington 9, D.C. 
Hadorn, E. T., 220 Mumford Hall, Columbia, Mo. 
Halterman, J. F., University of California, Santa Barbara, Calif. 
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Haverkamp, L. J., Wilson and Co., 41st St. and S. Ashland Ave., Chicago 9, II 

Heine, I. M., War Shipping Administration, Dept. of Commerce Bldg., Washington 25, D.C. 

Hendricks, H. G., 216 Hickory St., San Antonio, Tex. 

Hobbes, V, G., 3474 Walkley Ave., Montreal, Quebec, Canada 

Holley, Mrs. J. L., 2700 Q St., N.W., Washington 7, D.C. 

Horowitz, C. M., 1325 E. 19th St., Brooklyn 30, N.Y. 

Kamins, R. M., 1400 E. 70th St., Chicago 37, M. 

Kaplan, D. L., 715 Madison St., N.W., Washington 11, D.C. 

Kaplan, L., 1631 Fort Davis St., S.E., Washington 20, D.C. 

Kaplan, M., 3445-38th St., N.W., Washington, D.C. 

Kautz, Miss I. B., Stanwich Road, Greenwich, Conn. 

Kempster, J. H., Massachusetts Institute of Technology, Dept. of Economics, Cambridge 39, 
Mass. 

Konijn, H. S., 1823 N. Monroe St., Arlington, Va. 

Kreutzberg, Mrs. A. D., c/o Donald R. G. Cowan, 1214 Citizens Bldg., ee 14, Ohio 

Krichbaum, P. E., 821 Maryland Ave., N.E. , Washington 2, D.C. 

Lang, R. O., S. C. Johnson and Son, Racine, Wis. 

Levinstein, Miss G., Briggs Hotel, Detroit 26, Mich. 

Lichtash, B. S., 5300-65th Place, Maspeth, L.I., N.Y. 

Loft, J., 909 E. 29th St., Brooklyn 10, N.Y. 

London, J., 2493 Overlook Road, Cleveland Heights, Ohio 

Magee, R. H., Standard Register Co., Dayton 1, Ohio - 

Marcus, H. G., 401 Broadway, New York 13, N.Y. 

Margolis, J., 69 A Dana St., Cambridge, Mass. 

Mathias, A. R., Box 43, West Hall, Texas Technical College, Lubbock, Tex. 

Mayne, A., 76 Brighton Ave., Bloomfield, N.J. 

McNeill, J. W., 20528 Morewood Parkway, Rocky River 16, Ohio 

McRaith, J. F., 209 University Hall, Iowa City, Iowa 

McVay, F. E., North Carolina State College, Raleigh, N.C. 

Miller, A. E., Time, Inc., 9 Rockefeller Plaza, New York 20, N.Y. 

Miller, E., 1132 S. 60th St., Philadelphia 43, Pa. 

Morgenstein, 5. A., 1860 Forest Hills Blvd.; East Cleveland, Ohio 

Myers, D. B., 2120-16th St., N.W., Washington 9, D.C. 

Olsen, A. B., College of Business Administration, University of Denver, 211-15th St., Denver 
2, Colo. 

Otis, A. S., Washington Hotel, Washington, D.C. 

Paternot, P. S., 33 W. Kyrke St., Chevy Chase, Md. 

Peereboom, O., 2429 Chain Bridge Road, N.W., Washington, D.C. 

Persons, R. H., Jr., 1807 Rio Grande, Austin 21, Tex. 

Petshek, K. R., 14 Centre St., Cambridge, Mass. 

Pitkin, W. A., Southern Illinois Normal University, Carbondale, IH. 

Pollis, Miss A., 3205 Guilford Ave., Baltimore 18, Md. 

Poole, R. S., 4804 Drummond Ave., Chevy Chase, Md. 

Powers, R., Clemson Agricultural College, Clemson, S.C. 

Reedy, J. H., Jr., 185 Church St., Middletown, Conn. 

Rubin, S., University of Southern California, University Park, Los Angeles 7, Calif. 

Saunders, R. S., 2379 Madison Road, Cincinnati 8, Ohio 

Schechter, H. B., 2851 Denver St., S.E., Washington 20, D.C. 

Schenk, W. E., 806 S. 3rd St., Champaign, Il. 

Schloss, H. H., 5102 Walker Ave., Lincoln 4, Neb. 

Schwartz, H7, 113 Ramsey Ave., Syracuse 3, N.Y. 

de Schweinitz, K., Jr., 78 Lake Place, New Haven A-11, Conn. 

Schweitzer, M. D., 60 W. 10th St., New York 11, N.Y. 

Smith, B. J., 3600 Beverly Drive, Dallas 5, Tex. 

Smith, G. R., 1411 West Wood St., Decatur, TH. 

Speagle, R. E., 200 S. New Hampshire Ave., Los Angeles 4, Calif. 

Spencer, Miss M. W., 6642 Minerva Ave., Chicago 37, Tl. 
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Templeton, J. M., 30 Rockefeller Plaza, New York 20, N.Y. 
Thurston, H. M., Interlaken, North Muskegon, Mich. 
Tilove, R., 1906 Wightman St., Pittsburgh 17, Pa. 
Underhill, H. F., Extension Division, Indiana University, 122 E. Michigan St., Indianapolis, 
Ind. 
Wai, U. T., c/o M. S. Min, Garlands, Harrow, Harrow on the Hill, Middlesex, England 
Wark, R., c/o Banner Cross Hall, Sheffield 11, England 
Wilmington, M. M., 306 Third Ave., New York, N.Y. 
Winston, C., 1420 Tuckerman St., N.W., Washington 11, D.C. 
Yakel, R., Jr., Evansville College, Evansville, Ind. 
Yorkin, Miss M, J., George Washington Hotel, Washington, Pa. | 
Young, J. C., 614 N. Nevada Ave., Colorado Springs, Colo. 
Herbert E. Mills, professor of economics at Vassar College for many years, died at his home 
in Poughkeepsie on March 9, 1946. 
Dr. Maurice Henry Robinson, professor of economcs, emeritus, at the University of Illinois, 
died very suddenly the 28th of February, 1946, at Pine Orchard, Conn. 


Appointments and Resignations 

Gardner Ackley has returned to the University of Michigan as assistant professor of eco- 
nomics. 

Walter Adams has joined the staff of the department of economics at the University of 
Illinois as an instructor. 

King Adamson has been appointed assistant professor of economics at Wayne University, 

Ray Albright has been appointed instructor in economics at Purdue University. 

Sidney S. Alexander has accepted an appointment as assistant professor in the department 
of economics of Harvard University. 

Rendel B. Alldredge has been appointed acting instructor in economics at Stanford Uni» 
versity. 

William H. Anderson, formerly of the University of Wisconsin, is now associate professor of 
economics at the University of Southern California. 

Paul Arnolds-Patron has resigned from Texas Technological College and has joined the 
staff of Centre College as associate professor of economics and sociology. 

Robert L. Aronson is a part-time assistant in economics at Princeton University. 

Karl E. Ashburn, formerly economist with the War Assets Administration, is now associate 
professor of economics at the University of Florida. 

Jules Backman has been promoted from the rank of assistant professor to that of associate 
professor in the department of economics of the School of Commerce of New York University. 

Richard W. Ballantine is a part-time assistant in economics in Princeton University. 

Robert Bartels, formerly of the University of Washington and of the University of Cali- 
fornia, has become an associate professor of marketing at the Ohio State University. 

Robert Beattie has joined the staff of the School of Business Administration at the Uni- 
versity of Minnesota as an instructor. 

A. P. Becker has been appointed assistant professor in the department of economics at 
Ohio State University. 

D. M. Beights has resigned as professor of accounting at the University of Florida. 

Konrad Bekker, formerly of the University of Kentucky, is now research analyst in the 
Department of State, 

Philip K. Bergner, who has been deputy collector of internal revenue at Wheeling, has been 
appointed assistant professor of accounting at Washington and Jefferson College. 

Julio N. Berrettoni has rejoined the faculty of the School of Business Administration at the 
University of Minnesota as assistant professor of economics. 
a J. Biery kas been appointed associate professor of accounting at the University of 

ansas. 
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George E. Bigge, a member of the Social Security Board, recently returned from Germany 
where he served with the American Military Government, is offering a course in social security 
in the Graduate School of Social Science, the Catholic University of America, 


Edward Birnberg is an instructor in the School of Business Administration at the University 
of Minnesota. 


Henry Bittermann has resigned his position as professor of economics at Ohio State Uni- 
versity to continue his work in the Division of Monetary Research in the Treasury Depart- 
ment, 


Julian R. Black has been appointed instructor in accounting at Duke University., 


Raymond F, Blackburn has been promoted from associate professor to professor of statis- 
tics in the School of Business Administration of the University of Pittsburgh. 


Forrest C. Blood, Jr., has been appointed part-time assistant in the department of economics 
of the College of Business Administration at the University of Nebraska. 


Floyd A. Bond bas resigned from the University of Michigan to accept a position at Carleton 
College as associate professor of economics. 


Sidney Borden has been appointed junior assistant in the department of economics, School 
of Commerce, New York University. 


Nathan Borofsky is a junior assistant in the department of economics, School of Commerce, 
New York University. 


Richard M. Bourne, formerly regional Office of Price Administration economist for Wy- 
~ oming, is now attached to the staff of the College of Business Administration of the University 
of Nebraska as instructor in economics. 


Walter A. Bowers is serving as lecturer on transportation and research associate at the 
University of Kansas. 


Beverly Bowman has been appointed assistant professor of business administration at 
Clark University. 


Charles Bradley is serving as a part-time assistant in the department of economics at the 
University of Illinois. 
Harry G. Brainard, formerly economist with the Office of Price Administration and more 


recently on special assignment with the Ariny in Japan, is now associate professor of economics 
at Michigan State College. 


Merwyn G. Bridenstine, who served as Major in the Army Air Forces during the war, was 
appointed assistant dean in the College of Business Administration at ‘Butler University in 
January, 1946. 


Royal J. Briggs has accepted the chairmanship of the social studies and business division at 
Central Missouri State College and is also serving as professor of economics. 


Stuart R. Briggs has been appointed assistant professor of accounting at Claremont College 
School for Men. 


Paul L. Brown, recently of the University of North Carolina, has been appointed assistant 
professor of marketing at the Ohio State University. 


Leslie A. Bryan is now serving as professor of business operation and organization and also 
as director of the Institute of Aeronautics at the University of Illinois, 


Emory P. Burnett has been appointed part-time assistant in the department of economics 
of the College of Business Administration at the University of Nebraska. 


Judson O. Burnett, formerly professor of accounting and economics at Northern Montana 


College, has accepted a position as assistant professor of accounting in the College of Business 
Administration of the University of Nebraska. 


Donald Burns is assistant professor of accounting at the University of Florida. 


M. H. Butler has been appointed part-time assistant in the department of economics at the 
University of Illinois. 


+ 


Carl Cabe is a part-time assistant in the department of economics af the University of 
Illinois. 
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J. D. Calderwood has been promoted to assistant professor of economics at Ohio State 
University. 

John E. Candalet, formerly associate professor of economics at Rhode Island State College 
and during the war a Lieutenant Commander in the Navy, is assistant professor of economics 
and also counsellor of students at Trinity College. 


David Cartwright has joined the staff at the University of Minnesota as an instructor. 


Ethel Chase has accepted an appointment as assistant in the department of economics at 
the University of Illinois. 

Willard Cheley, formerly of Louisiana State University, has been appointed instructor in 
economics at Lafayette College. 

John Chisholm, of the University of Alabama, is instructor in economics in the College of 
Commerce of Louisiana State University. 

Aaron H. Chute has resigned from the University of Minnesota to become professor of 
marketing and head of the marketing division at the University of Toledo. 

Jobn D. Clark has resigned as dean of the College of Business Administration of the Uni- 
versity of Nebraska to accept an appointment as one of the three members of President 
Truman’s Council of Economic Advisers, in Washington, D.C. 

Edwin C. Clarke has been appointed assistant professor of economics in the School of 
Business Administration of the University of Pittsburgh. 

T. C. Cobb has accepted a part-time assistantship in the department of economics at the 
University of Illinois. l 

Philip Coldwell has been appointed part-time assistant in the department of economics at 
the University of Illinois. 

Virgil Conkling is a part-time instructor in accounting at the University of Florida. 

A. E. Coons has been appointed assistant professor in the department of economics at 
Ohio State University. 

E. Theodore Couch has been appointed assistant professor of accounting at the University 
of Florida. 

Virgil D. Cover, until recently a Lieutenant in the Navy, has accepted a position as associate 
professor of transportation at Syracuse University. 

T. Hillard Cox has been appointed professor of management at Louisiana State University, 

V. C. Crisafulli is assistant professor of economics and head of the department of economics 
at the branch college of Syracuse University in Utica, N.Y. 

Mervyn Crobaugh has resigned as associate professor of economics at Washington and Lee 
University to continue his work with the Office of Price Administration in Cleveland. 

Earl C. Crockett, professor of economics at the University of Colorado, has been given a 
leave of absence during the fall term to conduct a tax survey of the state of Colorado. 

Maude Cuenod, of West Texas State Teachers College, is instructor in business correspond- 
ence at Louisiana State University. 

Kenneth J. Curran has resumed his duties as assistant professor of economics after three 
years’ war service with the Allied Military Government in Italy as Lieutenant Colonel. 

Roy E. Curtis has resigned as professor of economics at the University of Missouri to con- 
tinue his work with the Transportation Division of Office of Price Administration. 

Lawrence A. Cusack, formerly head of the department of economics at Creighton Univer- 
sity and now connected with the U. S. Internal Revenue Bureau, is giving a course in advanced 
accounting theory in the Graduate School of Social Science of the Catholic University of 
America. 

Howard A. Cutler has resigned as instructor in economics at the State University of Iowa 
to accept a position with the Irving Trust Company in New York City 


Ernest Dale is serving as lecturer in labor relations in the School of Business of Columbia. 
University during the current academic year. 
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George Dandelake has been appointed part-time instructor in accounting at the University 
of Florida. 

Carl A. Dauten is associated with the School of Business and Public Administration at 
Washington University as associate professor of commerce and finance. 

Gilbert C. Davis, Jr., has been appointed a part-time assistant in economics in Princeton 
University. 

Smith Davis has been appointed a part-time assistant in the department of economics of the 
College of Business Administration of the University of Nebraska. 

C. C. Dawson is head of the department of commerce and business administration at 
Mississippi Southern College. 

Robert G. Deupree, recently with the Office of Price Administration in Washington, has 
been appointed associate professor of business administration at the University of Tennessee. 

Ralph L. Dewey has been appointed professor of economics and assistant dean of the 
Graduate School at Ohio State University. 

Frank G. Dickinson, associate professor of economics at the University of Tlinois, has been 
granted a leave of absence to accept the position of director of the Bureau of Medical Eco- 
nomics for the American Medical Association. 

Karl F. Diessner is serving as a lecturer in business law at Minnesota. 

Arthur T. Dietz has been appointed a part-time assistant in economics in Princeton Uni- 
versity. 

James Dingwall was appointed associate professor in the College of Business Administra- 
tion at Butler University in September, 1946, 

Richard W. Dittmer, economist and project director in Opinion Research Corporation, is 
serving as part-time lecturer in economics in Princeton University. 

Wenzil K. Dolva is professor of retailing at the School of Business and Public Administra- 
tion of Washington University. 

Elvin F. Donaldson has been promoted to the rank of professor of finance at the Ohio State 
- University. 

William L. Doremus, recently discharged from the Army, where he served as chief statisti- 
cian in the Office of the Quartermaster General and as instructor at the Biarritz Army Univer- 
sity Center, has rejoined the faculty of New York University School of Commerce as assistant 
professor of marketing. 

Lawrence S. Dreiman has left the University of Minnesota to join the staff of the finance 
division of the military government in Vienna. 

Delbert J. Duncan, formerly at Northwestern University, is professor of marketing in the 
School of Business and Public Administration of Cornell University. 

Stahrl W. Edmunds has been appointed lecturer in economics at the University of Minne- 
sota. 

E. O. Edwards is an assistant in accounting at Washington and Jefferson College. 


Paul W. Ellis, formerly of Bethany College, has accepted a position as associate professor 
of economics at the University of Oregon. 


Alfred Essock was appointed assistant professor in the College of Business Administration 
at Butler University in September, 1946. 


M. Rhett Everhart, formerly Lieutenant in the Navy, is now instructor in accounting in 
the School of Business Administration, University of Tennessee. 

Solomon Fabricant has been appointed lecturer in American economic history in the de- 
partment of economics of the School of Commerce of New York University. 

George Fair has resumed his teaching as instructor in accounting at Louisiana State Uni- 
versity after four years’ service in the Army. 


Frank W. Fetter, chairman of the department of economics at Haverford College, returned 
in September, 1946, after spending tbree and one-half years with the Office of Lend-Lease 


x 
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Administration and the Department of State. During his last year with the Department of 
State he was chief of the Division of Investment and Economic Development. 


Paul Fisher, of Clark University, is now associated with Dartmouth College. 


Dwight P. Flanders has been appointed assistant professsor of economics at the University of 
Illinois. 


Michael T. Florinsky has been appointed lecturer in European economic history in the de- 
partment of economics, School of Commerce, at New York University. 


I. S. Fosnaugh has joined the staff of the department of economics at the University of Hli- 
nois as an assistant, 


Herbert W. Fraser has been appointed a part-time assistant in economics in Princeton Uni- 
versity. 

C. W. Fristoe is a part-time assistant in the department of economics at the University of 
Illinois. 

Earl S. Fullbrook, who returned as professor of marketing in February, 1946, from leave of 
absence as executive manager of the Lincoln Chamber of Commerce, has been appointed dean 
of the College of Business Administration of the University of Nebraska. 


J. Herbert Furth, of the Board of Governors of the Federal Reserve System, will offer two 
courses in the Graduate School of Social Science, the Catholic University of America, during 
the academic year 1946-47, 


Walter Galenson has been appointed an annual instructor in the department of economics 
of Harvard University. 


John S. Gambs, until recently international labor relations advisor in the U. S. Department 
of Labor, has accepted an appointment as professor of economics at Hamilton College. 


Roy L. Garis, formerly of Vanderbilt University, is now professor of economics at the Uni- 
versity of Southern California. 


J. Kenneth Gerdel is assistant professor of personnel in the School of Business and Public 
Administration of Washington University. 


George Gibbs, Jr., has become economist with the National Theatres Corporation in Los 
Angeles, after serving as Lieutenant Commander on active duty with the Navy in the Pacific 
theatre. 


Harold Gold is serving as lecturer in the School of Business Administration at the University 
of Minnesota. 


Richard M. Goodwin has accepted an appointment as assistant professor in the department 
of economics of Harvard University. 


Wytze Gorter is an acting instructor in economics at Stanford University. 
Russell Grady has been appointed associate professor of accounting at the University of 
Florida. 


H. D. Graham has been appointed part-time assistant in the department of economics at 
the University of Illinois. 


William D. Grampp, formerly of De Paul University, has accepted an appointment as 
assistant professor at Syracuse University. 


Edith Green has resigned from the Social Security Board in Washington to become an in- 
structor in economics at Denison University. 


E. Claibrook Griffith has been appointed associate professor of economics at Washington and 
Lee University. 


Gertrude Grodski is attached to the department of economics at the University of Illinois 
as a part-time assistant. 


Earl C. Hald, until recently regional economist for the Office of Price Administration in San 
Francisco, has been appointed assistant professor of economics at the University of Washing- 
ton. 


Charles E. Hales, formerly chairman of the division of social studies at Colorado State 
College of Educatiqn, has been appointed associate professor of economics in the School of 
Business Administration, University of Tennessee. 
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Challis C. Hall, Jr., has been appointed an annual instructor in the department of economics 
of Harvard University. 

Franklin P. Hall has been appointed associate professor of economics and sociology at Clark 
University. 

Morrison Handsaker, formerly at Occidental College and at the University of California at 
Los Angeles, has been appointed chairman of the economics department at Lafayette College. 

Evan B. Hannay has been appointed a part-time assistant in economics in Princeton Uni- 
versity. 

Rector R. Hardin resigned as chairman of the department of economics and business at 
Berea College in July to accept the position of professor of business and economic history in 
the College of Business Administration of the University of Arkansas. 

Charles O. Hardy has left the Federal Reserve Bank of Kansas City to become economist 
with the Chicago Association of Commerce. 

H. Gordon Hayes, professor of economics at the Ohio State University, was a member of 
the summer session staff at the University of Wisconsin. | 

Earl O. Heady has been promoted to the position of associate professor of agricultural eco- 
nomics at Iowa State College. 

Theodore C. Helmreich is assistant professor of economics at Purdue University. 

Leo Herbert has resigned as assistant professor of accounting at Louisiana State University 
to accept a position at Brigham Young University. 

William H. Hickman has been appointed acting instructor in economics at Stanford Uni- 
versity. 

William. J. Hill, Lieutenant Commander of the Navy attached to the department of naval 
science and tactics at the University of Minnesota, is also serving as an instructor in econom- 
ics. 

Byron Hilley is an instructor in ‘business law at the aero of Business Administration, 
Emory University. 

Randall Hinshaw is now an assistant professor of economics at Amherst College. 

Howard L. Hoag has been appointed instructor in economics at Purdue University. 

J. E. Hodges has accepted a position as assistant professor of economics at the Rice Institute 
and is also serving as economist to the Hughes Tool Company. 

Harold J. Hoflich, formerly United States Treasury representative in Manila, P.I., has been 
appointed lecturer in economics for the academic year 1946-47 at the University of California, 
Berkeley. 

Edgar M. Hoover has been promoted to the rank of professor of economics at the University 
of Michigan. 

Mary Hudson, of the University of Pennsylvania, has accepted an appointment as instruc- 
tor in economics at the College of William and Mary. 


Thomas N. Humble has been appointed assistant professor of accounting at the University 
of Florida. 


Charles Hyson has been sponta an annual instructor in the department of economics of 
Harvard University. 


Asher Isaacs has been promoted from associate professor to professor of economics in the 
School of Business Administration of the University of Pittsburgh. 


Stanley F. Jablonski has been promoted from assistant professor to associate professor of ac- 
counting in the School of Business Administration of the University of Pittsburgh. 


Nathaniel Jackendoff is a part-time assistant in the department of economics at the Uni- 
versity of Illinois. ` 


Arthur D. Jacobsen has resigned as associate professor of economics and business admin- 
istration at the University of Redlands to become chairman of the School of Business and 
Economics of Eastern New Mexico College. 


E. A. J. Johnson, of the department of economics, School of Commerce, New York Univer- 
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sity, is on leave of absence for the year 1946-47 to serve as Secretary of Commerce in the 
National Government of Korea. 

Kenneth Johnson has been promoted to acting assistant professor of economics at Stanford 
University. 

R. C. Journey, who was formerly engaged in government economic and statistical investiga- 
tions and who taught courses in economics during the 1946 summer session at Xavier Univer- 
sity, has been appointed assistant professor of economics at Washington and Jefferson College. 

M. J. Jucius has been appointed professor of industrial management and personnel at the 
Ohio State University. 

Jacob R. Karp has been appointed a part-time assistant in economics in Princeton Univer- 
sity. 

F. E. Keller has resigned from the staff of West Virginia University to accept a position 
with the United States Chamber of Commerce. 

James W. Kelley, formerly of the U. S. Department of Labor, has joined the staff of the 
College of Business Administration at Boston University. 

Ralph Kelmon has been appointed assistant professor of accounting at the University of 
Florida. l 

Charles J. Kennedy, formerly professor of history and chairman of the department of social 
science at Iowa Wesleyan College, bas accepted an appointment as assistant professor of eco- 
nomics in the College of Business Administration of the University of Nebraska, 

Marshall D. Ketchum is associate professor of finance in the School of Business of the Uni- 
versity of Chicago. 

Charles C. Killingsworth, formerly of Johns Hopkins University and of the Social Security 
Administration, has been appointed associate professor of economics at Michigan State College 
in the field of industrial relations. 

Eugene Kindler has been appointed instructor in the School of Business Adiintsteation. at 
the University of Minnesota. 

Willys R. Knight, formerly at the University of Maryland, is now an instructor in economics 
at Michigan State College. 

Leslie A; Koempel has been appointed assistant professor of sociology at Vassar. 

Paul B. Kohberger is instructor in economics and also assistant to the dean of the School 
of Business Administration at the University of Pittsburgh. 

Paul Kobler has been appointed assistant professor of economics in the department of eco- 
nomics and sociology at the University of Wyoming. 


Clifton H. Kreps, Jr., has been appointed instructor in economics at Pomona College. 


Juanita M. Kreps has resigned as instructor in economics at Denison University to con- 
tinue her graduate study at Duke University. 


Milo Kimball, formerly at Ohio State University, is now associate professor of economics 
_at Rhode Island State College. 


Herman E. Krooss is a senior assistant in the department of economics, School of Commerce, 
New York University. 


E. R. Kuchel has joined the staff of the department of economics and sociology at the Uni- 
versity of Wyoming as an instructor in economics. 


Kenneth K. Kurihara has been appointed instructor in economics in Princeton University. 


Ernest Kurnow has been appointed a junior assistant in the department of economics, 
School of Commerce, New York University. 


Earl R. Larson has returned to the staff of the School of Business Administration at the 
University of Minnesota as a lecturer in business law. 


Maurice C. Latta, formerly head of the department of economics of Doane College, has 
been appointed assistant professor of economics in the College of Business Administration of 
the University of Nebraska. 
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Robert M. Leeds has been appointed part-time instructor in economics and business at the 
University of Missouri for the current academic year. 

Berne C. Lemke has been promoted to the position of associate professor of accounting at 
Towa State College. 

William S. Lennon has resigned from the staff of West Virginia University to become in- 
structor in economics at Washington and Jefferson College. 

George E. Lent has accepted an appointment as acting associate professor of economics at 
the University of North Carolina. 

Marvin Levine has been appointed a senior assistant in the a acs of economics, School 
- of Commerce, New York University. l 

J. Wayne Ley has been promoted to professor of business nao and has also as- 
sumed the duties of assistant dean of the College of Commerce and Administration at Ohio 
State University. 

R. E. Liming has joined the staff of the department of economics at Ohio State University 
as an instructor. 

Richard Lindholm has been promoted to assistant protessor of economics at Ohio State 
University. 

Leonard E. Lindquist has been appointed lecturer in -business law at the University of 
Minnesota, 

Michael F. Lindsay is visiting lecturer in the department of economics and the Committee 
on International and Regional Studies of Harvard University and is assisting in the regional 
studies course on China. . 

Milton Lipton has been appointed acting instructor in economics at Stanford University. 

C. L. Littlefield, instructor in business administration at Louisiana State University, has re- 
signed to accept a position at Ohio State University. 

Shaw Livermore, formerly associated with Dun and Bradstreet, is professor of business eco- 
nomics in the School of Business and Public Administration at Cornell University. 

Meno Lovenstein has been appointed assistant professor in the department of economics at 
Ohio State University. i 

Richard Lundquist, of the University of Minnesota, was awarded the gold medal of the 
Illinois State Society of Certified Public Accountants for receiving the highest score in the state 
in the spring examinations. 

David Lusher has been appointed acting associate professor of economics at Stanford. 

Arthur Lynn is instructor in the department of economics at Ohio State University. 


George Malanos, who has resigned as instructor at the University of Minnesota, is at pres- 
ent at his home in Athens, Greece. 

A. Manes will be visiting professor at the University School of Business (Handels-Hoch- 
schule), St. Gallen, Switzerland, while on sabbatical leave from Indiana University during the 
current academic year. 

Arthur W. Mason, Jr., has been appointed a part-time assistant in the department of busi- 
ness organization and management of the College of Business Administration, University of 
Nebraska. 

Joe L. Massie, who served as Captain i in the Army during the war, has been appointed in- 
structor in economics at the University of Kentucky. 

John W. May, who has been assistant professor of economics at the Pennsylvania College for 
Women and who taught courses in economics during the 1946 summer session at the Univer- 
sity of Pittsburgh, has been appointed assistant professor of economics at Washington and 
Jefferson College. 


G. R. Mayhill has been promoted to the rank of assistant professor of economics at Purdue 
University. 

James D. McAllister is associated with Washington and Jefferson College as instructor in ac- 
counting. 


~ 
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G. W. McKinley has been appointed instructor in the department of economics at Ohio 
State University. 

Frederick E. Melder has resigned as associate professor of economics and business admin- 
istration at Clark University and has accepted an appointment as associate professor of eco- 
nomics at Reed College. 

Justine Mendelsohn, associate professor of accounting, has retired after twenty-six years of 
service at Louisiana State University. 

Allen L. Meyer is the newly appointed secretary of the College of Commerce and Adminis- 
tration of the Ohio State University, l 

Robert Miner has returned from military service to become an instructor in marketing at 
the Ohio State University. 

Carey P. Modlin, Jr., has been appointed a part-time assistant in economics in Princeton 
University. 

Sanford A. Mosk has heen promoted from assistant professor to associate professor of eco- 
nomics at the University of California, Berkeley. As a holder of a Guggenheim fellowship he 
has been given a sabbatical leave to study in Mexico in 1946-47. 

Robert Mossé, formerly of the French Embassy, is now economic affairs officer in the De- 
partment of Economic Affairs of the United Nations at Lake Success, 

Joseph F. Murphy is serving as instructor in economics and business at the University of 
Missouri. 

Mabel Newcomer, chairman of the department of economics, sociology, and anthropology 
at Vassar, is on leave for the current academic year to work on the revision of the German tax 
system in Berlin. 

Herbert E. Newman has resigned his position as associate professor of economics at the 
University of Florida. 

Robert F. Newton was appointed assistant professor in the College of Business Administra- 
tion at Butler University in September, 1946. 

Oswald Nielsen has rejoined the faculty of the School of Business Administration at the 
University of Minnesota as a lecturer. 

H. C. Nolen has been promoted to the rank of professor of marketing at the Ohio State Uni- 
versity. 

John C. Norby, formerly of the University of Washington, has joined the faculty of the 
School of Business Administration at the University of Minnesota as an instructor. 

Ruby T. Norris has returned to Vassar after a four years’ leave during which she worked for 
the Office of Price Administration in Honolulu. 

James J. O’Leary is serving as associate professor of economics at Duke University and is 
also director of research for the Committee on Public Debt Policy in New York City. 

Clifton Oliver, Jr., has been appointed instructor in economics at the University of Florida. 

Donald Oren has been appointed instructor in economics at the University of Minnesota. 

James M. Owen is an instructor in accounting at Louisiana State University. 

John P. Owen has returned to Louisiana State University as an instructor in economics. 

Donald W. Paden has been appointed assistant professor of economics at the University of 
Tilinois. 

E. Z. Palmer, formerly professor of economics at the University of Kentucky, has been ap- 
pointed professor of statistics, director of the Bureau of Business Research and chairman of 
the department of business research in the College of Business Administration of the Univer- 
sity of Nebraska. 

Herbert S. Parnes is an instructor in economics in the School of Business Administration of 
the University of Pittsburgh. 


R. F. Patterson has been appointed dean of the School of Business Administration of the 
University of South Dakota. 


Gustav Peck, laboreconsultant in the libiaty of Congress, is conducting a course in labor 
relations in the Graduate School of Social Science, the Catholic University of America. 
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Bernard D. Perkins has joined the staff of the School of Business Administration of the Uni- 
versity of South Dakota as instructor in economics and accounting. 

Jacob Perlman, of the Social Security Board, is giving a course in the Graduate School of 
Social Science, the Catholic University of America, during the current academic year. 

Naomi M. Peterson is an instructor in the School of Business Administration at the Uni- 
versity of Minnesota. 

Robert B. Pettengill has assumed the duties of director of the Teaching Institute of Eco- 
nomics at the University of Southern California which is operated under a grant from the 
Alfred P. Sloan Foundation. 

Clyde William Phelps, formerly of Chattanooga University and editor-in-chief of the 
Journal of Marketing, is associate professor of economics at the University of Southern Cali- 
fornia. 

Frank S. Pinet has been appointed instructor in accounting and director of the Business 
Placement Bureau at the University of Kansas. 

Stanley K. Platt has joined the staff of the University of Minnesota as an instructor in 
economics. 

J. W. Polk is an instructor in the department of economics at Denison University. 

Spencer D. Pollard has been named associate professor of economics at the University of 
Southern California. 

Robert M. Poole, recently with the Civil Aeronautics Authority, is now assistant professor 
of accounting in the School of Business Administration at the University of Tennessee. 

Earl Powers has been promoted from associate professor of accounting to acting head pro- 
fessor of accounting at the University of Florida. 

Charles L. Prather, formerly of the University of Washington, is now professor of banking 
and finance on the College of Business Administration staff of the University of Texas. 


L. L. Qualls has been appointed part-time assistant in the department of economics at the 
University of Illinois. 


Frances Quantius has been promoted to assistant professor of economics at Ohio State 
University. 

E. W. Reed has been appointed part-time assistant in the department of economics at the 
University of Illinois. 

Frederick G. Reuss has resigned from his position in the Analysis Division of the U. S. Bu- 
reau of Old-Age and Survivors Insurance to becomé an associate professor of economics at 
Goucher College. 

James G. Richardson is an instructor in economics at the University of Florida. 


Edwin C. Robbins, formerly with the War Assets Corporation, is instructor in economics at 
the University of Oregon. 


Frank L. Roberts, of the University of Southern California, has been appointed assistant 
professor of economics and business administration at the College of William and Mary. 


Laurie S. Robertson has been appointed a part-time assistant in the department of economics 
of the College of Business Administration of the University of Nebraska. 


Leo Rogin has been promoted from associate professor to professor of economics at the Uni- 
versity of California at Berkeley. 


William D. Ross, who recently served as economist with the Economics Division of the 
United States Office of Military Government for Germany in Berlin, has accepted an ap- 
pointment as instructor in economics at Duke University. 


R. Henry Rowntree has resigned as professor of economics at Ohio State University to 
become economic advisor to the Philippine War Damage Commission in Manila. 

Catherine G. Ruggles, recently married to Mr. Hollis Gerrish, has resigned her position as 
associate professor of economics at the University of Illinois. 


Arnold J. Ryden has joined the staff of the School of Business Administration of the Uni- 
versity of Minnesota as an instructor. 
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Antioco Sacasa, of the Universidad Libre de Nicaragua, has joined the faculty of the Uni- 
versity of Minnesota as an instructor in economics. 

H. L. Santer has been appointed part-time assistant in the department of economics at the 
University of Illinois. i 


Oliver Sarosi has accepted an appointment as head of the department of economics at West- 
ern Maryland College. 


Lloyd Saville, formerly price analyst with the Office of Price Administration, has been ap- 
pointed assistant professor of economics at Duke University. 


R. B. Saylor is a part-time assistant in the department of economics at the University of 
Illinois. 


Wallace S. Sayre, formerly director of personnel in the Office'of Price Administration, has 
been appointed professor of administration in the School of Business and Public Administra- 
tion at Cornell University. 

W. E. Schenk has been appointed part-time assistant in the department of economics at 
the University of Illinois. 

E. B. Schmidt, assistant professor of economics in the College of Business Administration 
of the University of Nebraska, has resigned his position as tax consultant to the city of Lincoln 
to devote full time to teaching. 

G. T. Schwenning, professor of business administration at the University of North Carolina, 
has returned to his teaching duties after an absence of five years during which he was associ- 
ated with the U. S. Office of Education in Washington and Shrivenham American University 
m England. ” 

Tibor Scitovszky has been appointed acting associate professor of economics at Stanford 
University. 


Kenneth T. Setre has rejoined the faculty of the School of Business Administration at the 
University of Minnesota as an instructor in economics. 


Nelson C. Shafer, Jr., has been appointed instructor in marketing at the University of 
Kansas. 

William H. Shannon is associate professor of accounting in the School of Business and Pub- 
lic Administration at Cornell University. 


Leroy A. Shattuck, Jr., has been appointed associate professor of finance i in the School of 
Business Administration of the University of Pittsburgh. 


Dwight Shepard is now serving as instructor in economics at Lafayette College. 


Harald Shields, associate professor of business education on leave of absence from the 
School of Business, University of Chicago, has an appointment with the educational division 
of the American Military Government in Germany. 


William F. Shors accepted a position as associate professor in the College of Business Ad~ 
ministration at Butler University in pen 1946, following service in the Navy as Lieuten- 
ant Commander. 


Edward C. Simmons has returned to the University of Michigan as assistant professor of 
economics. 


J. W. Simpson is serving as instructor in economics at Purdue University. ` 


Reuben E. Slesinger has returned to his post as assistant professor of economics in the 
School of Business Administration of the University of Pittsburgh after three years’ service 
in the Army. 

Gilbert N. Smith is a part-time assistant in the department of economics of the College of 
Business Administration of the University of Nebraska. 

Paul Smith, recently discharged from the Navy, has accepted a position as instructor at 
Denison University. 

Arthur Smithies, who is with the Bureau of the Budget, has resigned from the staff of the 
department of economics at the University of Michigan. 
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G. J. Soderman has taken up duties as an assistant in accounting at Louisiana State Uni- 
versity following service in the Army. 


Kenneth M. Spang, formerly of Yale University, has been appointed lecturer in economics in 
the School of Business of Columbia University for the current year. 


E. S. Sparks, until recently dean of the School of Business Administration of the University 
of South Dakota, is continuing as a member of the teaching staff. 


W. H. Spencer, who has been on leave of absence as regional director of the War Manpower 
Commission, returned to the School of Business at the University of Chicago in January, 1946, 
as Hobart W. Williams distinguished service professor of government and business. 


Henry W. Spiegel, formerly head of the department of economics, Duquesne University, 
and recently returned from Brazil where he was engaged on a research project under the 
auspices of the Guggenheim Memorial Foundation, has joined the faculty of the Graduate 
school of Social Science, The Catholic University of America, as associate professor of eco- 
nomics. 


Edward D. W. Spingarn has returned to Trinity College as assistant proreasor of economics 
following service with the Armed Forces in India. 


Benjamin P. Spiro, formerly legal advisor to Special Division of Legation of Switzerland in 
Washington and more recently connected with the Foreign Trade Information department of 
the Irving Trust Company in New York, has been appointed assistant professor of economics 
_at Duke University. 


A. C. Stalnaker has assumed the duties of director of the Office of Student Placement and 
assistant professor of business organization at the Ohio State University. 


James H. Stewart has been appointed assistant professor of economics at Washington and 
Lee University. 


George W. Stocking has resigned as professor of economics at the University of Texas to be- 
come director of the Institute for Research in the Social Sciences and head of the department 
of economics at Vanderbilt University. 


Robert M. Strahl, formerly at Ohio State University, is now assistant professor of marketing 
in the College of Business Administration at the University of Nebraska. 


Joseph Sulkowski, formerly dean of the University of Poznan, Poland, has become a member 
of the faculty of the Graduate School of Social Science, the Catholic University of America, 
with the rank of assistant professor of economics. 


Waino W. Suojanen, formerly Captain i in the Army, has been appointed instructor in eco- 
nomics at the University of Vermont. 


John Tarbell, formerly at the University of Illinois and Biarritz American University, has 
been appointed associate professor of economics at Lafayette College. 


Lorie Tarshis, who was appointed assistant professor of economics at Stanford University in 
1942 but who was prevented by his wartime activities from assuming his new duties at that 
time, is now a member of the department of economics at Stanford University. 


Virginia Tauchar has been appointed instructor in economics at Vassar College for the cur- 
rent year to substitute for Professor Mabel Newcomer who is on leave. 


Milton C. Taylor, formerly at the University of British Columbia, has been appointed in- 
structor in economics at Michigan State College. 


Elton TeKolste has been appointed a part-time assistant in the department of business 
organization and management of the College of Business Administration at the University of 
Nebraska. 


Carey C. Thompson has resigned as dean of Amarillo College to accept an appointment as 
research consultant for the Texas Unemployment Compensation Commission. 


James H. Thompson has accepted an appointment in the School of Business Administration 
of the University of Pittsburgh as instructor in economics. 


Gerhard Tintner, of the department of economics and sociology and also of the department 
of mathematics at Iowa State College, has been promoted to a full professorship. 
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J. Russell Townsend, Jr., returned to his position of assistant professor in the College of 
Business Administration at Butler University in January, 1946, after an absence of three years 
during which he served as an officer in the Navy. 

Truman Tracy is a part-time assistant in the department of economics at the University of 
Ulinois. 

Bernard F. Trimpe, formerly Lieutenant Commander in the Navy, has joined the staff of 
the School of Business Administration, University of Tennessee, as assistant professor of 
marketing. 

J. Alden Trovillo has been appointed associate professor of industrial management at the 
University of Kansas. 

Randall Tucker, formerly of Rhode Island State College, is instructor in economics at Trin- 
ity College. 

Alvin E. Tuohino is assistant professor of accounting at the University of Kansas. 

John G. Turnbull has resumed teaching in the department of economics at Tufts College 
after serving as Lieutenant in the Navy. 


F. W. Tuttle, who has been with the War Labor Board and its successor, the Wage Stabiliza- 
tion Board, in Atlanta, has returned to the University of Florida as associate professor of 
economics. 


Paul VanArsdell has returned as associate professor in the department of economics at the 
University of Illinois after a leave of absence for service in the Navy. 

Daniel C. Vandermeulen has been appointed assistant professor of economics at Claremont 
College School for Men. 

Royal S. Van de Woestyne has been appointed professorial lecturer in business administra- 
tion in the School of Business of the University of Chicago. 

John V. Van Sickle, research professor of economics at Vanderbilt University, has resigned 
-to accept the chairmanship of the department of economics at Wabash College. 

Arthur Vieth has joined the staff of the School of Business and Public Administration at 
Washington University as assistant professor of statistics. 

William A. Vogely is part-time assistant in economics in Princeton University. 

E. S. Wallace has returned to his position as head of the department of economics at Mill- 
saps College following four years’ service witb the Office of Price Administration. 

Robert F. Wallace has joined the staff of the School of Business Administration at the 
University of Minnesota as an instructor in economics. 

Gerald E. Warren has been promoted from assistant professor to associate professor of eco- 
nomics at DePauw University. 

William H. Wessen, Jr., has been appointed instructor in economics at Duke University. 

Charles M. Whitlo has accepted an appointment as head of the department of retailing in 
the College of Commerce at the University of Southern California. 

Ramey C. Whitney, of the University of Missouri, has accepted an appointment as associate 
professor of economics in the College of Business Administration at the University of Nebraska. 


J. W. Wiley has been appointed part-time assistant in the department of economics at the 
University of Illinois. 


Edward F. Willett has returned to Smith College as associate professor of economics after 
spending a year’s leave of absence as research assistant to the Secretary of the Navy. 

Rufus Wixon has been promoted to the rank of assistant professor of economics at the 
University of Michigan. 

Howard Wright has resigned his position at the University of Florida as associate professor 
of accounting. 

Wallace O. Yoder is associate professor of economics at DePauw University. 


George H. Zeiss, Jr., has been appointed assistant professor of business communication at 
the University of Kansas.. 
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PURPOSE OF THE 
AMERICAN ECONOMIC ASSOCIATION 


The American Economic Association is an organization composed of persons 
interested in the study of political economy or the economic phases of political 
and socia] questions. As may be seen by examining the list of members printed in 
this supplement, not only are all the universities and the most prominent colleges 
in the country represented in the Association by their teachers of economics and 
related subjects, but a large number of members come from among businessmen, 
journalists, lawyers, men in public life, and others interested in economic prin- 
ciples, or, more often, in their applications to social life. The Association has, 
besides, a growing representation in foreign countries. 

The annual meetings, usually held during the Christmas holidays, are arranged 
as forums for the discussion of scientific questions and problems of social and 
economic policy. They give opportunity for contact and general understanding 
among teachers, students, and businessmen interested in such questions. The 
meetings aim to counteract any tendency to particularism which geographical 
separation and diverse interests might otherwise foster. 

The publications of the Association were begun in March, 1886. The first series 
of eleven volumes was completed by a general index in 1897. The second series, 
comprising two volumes, was published in 1897-99, and in addition thereto the 
Association issued during 1896-99 four volumes of Economic Studies. In 1900 a 
third series of quarterly publications was begun with the Papers and Proceedings 
of the Twelfth Annual Meeting, and was continued through 1910. The Economic 
Bulletin, issued quarterly and devoted to bibliography and current notes, was 
also published by the Association during the three years, 1908, 1909, and 1910. 

In 1911 the Association began publishing the American Economic Review, a 
quarterly journal devoted to articles on economic subjects, reviews, abstracts of 
articles in current journals, and a classified bibliography of economic publications. 
During the thirty-four years of its existence, the Review has made a place for 
itself among the scientific journals of the country. 

The American Economic Association is the organ of no party, sect, or institu- 
tion. It has no creed. Persons of all shades of economic opinion are found among 
its members, and widely different views are given a hearing in its annual meetings 
and through its publications. 

With the exception of the editor of the American Economic Renew and the 
Secretary-Treasurer, the officers of the Association receive no remuneration for 
their services. Its entire receipts are expended for the editing, printing, and cir- 
culation of the publications and for the annual meetings. 


CHARTER AND BY-LAWS OF THE AMERICAN 
ECONOMIC ASSOCIATION 


The charter of incorporation of the American Economic Association, incorporated in the District 
of Columbia, February 3, 1923, provides as follows: 
I. The name or title by which the society shall be known is the American Economic Association. 
JI. The time for which it is organized is perpetual. 
IH. The particular business and object of the society are as follows: 

1. The encouragement of economic research, especially the historical study of the actual 
conditions of industrial life; 

2. The issue of publications on economic subjects; 

3. The encouragement of perfect freedom of economic discussion. The Association as such 
will take no partisan attitude, nor will it commit its members to any position on practical economic 
questions. 

IV. The number of its trustees for the first year of its existence shal] be fourteen. 
The following bylaws have been adopted for the government of the Association: 


I. MEMBERSHIP 


1. Any person interested in economic inquiry may, on the nomination of a member, be enrolled 
in this Association. 

2. There shall be six classes of members other than honorary: members paying an annual fee of 
$5.00; family members (two or more living at the same address, second membership without subscrip- 
tion to the publications of the Association) paying an annual fee of $1.00; junior members (available 
to graduate students for three consecutive years only) paying an annual fee of $3.00; subscribing 
members paying an annual fee of $10.00; contributing members paying an annual fee of $25.00 or 
more; and life members comprising those members who contribute $200.00 or more in a single pay- 
ment. Life members shall be exempt from annual fees. Members shall have each year the privilege of 
designating the class of membership they choose for that year. 

3. Foreign economists of distinction, not exceeding twenty-five in number, may be elected hon- 
orary members of the Association. 

4. Every member is entitled to receive, as they appear, all reports and publications of the 
Association. ` 


II. TRUSTEES 


The trustees of this Association shall not be less than fourteen or more than fifteen in number, and 
the Board of Trustees shall be known as the Executive Committee. The Board of Trustees shall 
be composed of the persons elected as the Executive Committee at the time and place and in the 
manner set forth in the following bylaw providing for the election of officers. 


III. OFFICERS? 


1. The Association shall have the following officers who shall be elective officers: a President, two 
Vice-Presidents, six elected members of the Executive Committee. The terms of office of the President 
and Vice-Presidents shall each be one year. The terms of office of the six elected members of the 
Executive Committee shall each be three years, two of the six terms of the six elected members of the 
Executive Committee to expire each year. Each regular term of office shall coincide with a calendar 
year or a multiple thereof, 

2. As early in each year as practicable, the President of the Association shall appoint a Nominat- 


1 As amended at the December 28, 1940, annual meeting. 
2 Amendments as adopted at the annual meeting, December 29, 1933, and by mail ballot announced 
at the Business Meeting? January 26, 1946. 
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ing Committee, consisting of a past officer, as chairman, and not Iess than five other members of 
the Association. The names of the Committee shall be published in the March or June issue of the 
American Economic Review with an invitation to the general membership that suggestions of nominees 
for the various offices be sent to the chairman of the Committee. The Nominating Committee shall 
be instructed to present to the Secretary of the Association on or before September 1 of each year a 
nominee for the presidency and two or more nominations for each elective office to be filled, the 
nominees being members of the Association. The candidate for president shall be selected by an elec- 
toral college consisting of the members of the Nominating and the Executive Committees. Space shall 
be provided on the ballot for the individual voter’s alternative choice. 

3. Elective officers shall be chosen through elections to be held during the last three! months of 
the term of office of his predecessor. Each member shall be given the opportunity to vote by mail. 
The results of the election shall be certified and announced by the Secretary at the annual business 
meeting. 

4, The Association shall have the following officers who shall be appointed by the Executive 
Committee: a Secretary, a Treasurer, a Managing Editor, and a Counsel. The terms of office of 
each of these officers shall be three calendar years. The Managing Editor shall, with the advice and 
consent of the Executive Committee, appoint members to an Editorial Board to assist him. The 
President may, at his discretion and with the advice and consent of the Executive Committee, ap- 
point a Program Committee. 

5. The Executive Committee shall consist of the President, the Vice-Presidents, the Secretary, 
the Treasurer, the Managing Editor, the three ex-Presidents who have last held office, and six elected 
members, provided that the Secretary, the Treasurer, and the Managing Editor shall not be entitled 
to vote in the Committee’s meetings. 


IV. DUTIES OF OFFICERS 


1. The President of the Association shall preside at all meetings of the Association and of the 
Executive Committee, and in consultation with the Program Committee, shall prepare the programs 
for the annual meetings. In case of his disability, his duties shall devolve upon the Vice-Presidents 
in the order of their election, upon the Secretary, and upon the Treasurer. 

2, The Secretary shall keep the records of the Association and perform such other duties as the 
Executive Committee may assign to him. 

3. The Treasurer shall receive and have the custody of the funds of the Association, subject to 
the rules of the Executive Committee. 

4. The Executive Committee shall have the control and management of the funds of the corpora- 
tion. It may fill vacancies in the list of officers, and may adopt any rules or regulations for the conduct 
of its business not inconsistent with this constitution or with rules adopted at the annual meeting. 
It shall act as a committee on time and place of meetings and perform such other duties as the Asso- 
ciation shall delegate to it. A quorum shall consist of five members. 

5. The Editorial Board shall have charge of the publications of the Association, The Managing 
Editor shall be ex officio member and chairman of the Editorial Board. 

6. The office of the corporation for legal purposes shall be at the office of the Counsel in the District 
of Columbia, and legal process against the corporation may be served on said Counsel. 


V. ANNUAL MEETING 


The annual meeting of this corporation shall be held at such time and place as may be determined 
by the Executive Committee. Notice of such time and place shall be given by publication in the regu- 
lar journal of the corporation, now known as the American Economic Review, at least ten days prior 
to such meeting. The first annual meeting shall be held at Providence, Rhode Island, on the 27th 
of December, 1923, at nine o’clock A.M., unless otherwise ordered by the Executive Committee. 


3 As amended at the December 29, 1938, and December 29, 1941, annual meetings. 


EDITORIAL NOTE 


The present edition of the biennial handbook of the Association contains the 
following information: lists of officers, past and present, charter and by-laws of 
the Association, a directory of members and a geographical enumeration of 
members and subscribers (with addresses), as of June 15, 1946, and statistical 
summaries. 

This 1946 Handbook, with names and addresses of members and subscribers, 
does not follow in form the special-purpose “who’s who” directories which were 
published in 1938 and in 1942. It is our plan to issue a directory in fuller form in 
1948, before which time we hope to make further improvements in the classifica- 
tion of fields of economics. Our first thought was to delay publication of a revised 
directory until an improved classification could be adopted, but with the rapid 
changes occurring in our membership and subscription lists during the reconver- 
sion period, the publication of a simple handbook could not be further delayed. 

Our Association is directly represented on the Social Science Research Council, 
the American Council of Learned Societies, and the National Bureau of Economic 
Research. Names of our representatives and of other officers and members of 
these organizations are presented. 

Also of interest to our membership is the SE contained at the end of 
the volume concerning the organization and activities of three regional economic 
associations with which many of our members are affiliated; namely, the Midwest 
Economic Association, the Southern Economic Association, and the Pacific Coast 
Economic Association. 

The increasing amount and variety of inquiries received by this office prompt 
the Editor to include in this note the following summary of published sources of 
information concerning the activities of the Association: 


1. The American Economic Review—a quarterly publication containing main 
articles, book reviews, bibliographical and personal notes, records of special 
investigations by individuals and public commissions. 

2. The Papers and Proceedings of the annual meetings of the Association 
(edited by the Secretary)—-main papers, round table summaries, together 
with reports of the Secretary, the Treasurer, the Editor, Finance Commit- 
tee, Auditor, standing and special committees, minutes of the Executive 
Committee and of the business meetings. The appendix contains a cumula- 
tive list of the contents of the proceedings from 1911 and the publications 
of the Association since 1886. 

3. The Handbook—a biennial publication, usually in the form of a directory 
containing names and addresses of members together with the year from 
which dates their continuous membership. In 1938 and 1942 specialized 
“‘who’s who” directories were issued, containing information concerning the 
interests and activities of our members. The 1905 Handbook contained brief 
biographical sketches of members. 

4. Information Booklet—describing the purposes, organization, and activities 
of the Association, designed to answer inquiries from prospective members. 
Sent free upon request. 

James WASHINGTON BELL, Secretary 
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Honorary Members 


Albert Aftalion 1938 

Sir William Beveridge 1945 
Arthur L. Bowley 1932 

Sir John Clapham 1945 

L. Einaudi 1926 

Béla Földes 1927 

Eli Heckscher 1938 

Gaston Jéze 1926 

Sir Walter Thomas Layton 1932 
Arthur Cecil Pigou 1922 
Charles Rist 1922 

D. H. Robertson 1938 

Arthur A. C. Spiethoff 1932 
Sidney Webb (Lord Passfield) 1929 


Note: The figures in italics indicate the year of election 
to honorary membership, 


LIST OF MEMBERS 
(As of June 15, 1946) 


* Life members f Contributing members 


§ Subscribing members 


t Honorary members 


NOTE: The figures ty italics after the name of a member indicate the year from which dates his con- 


tinuous membership. 


Abbott, Charles C., Harvard Univ., Grad. School 
of Bus. Admin., Soldiers Field, Boston, Mass. 
1928 

Abbott, Edith, Univ. of Chicago, Soc. Sci. Res. 
Bldg., Chicago 37, Ill. 1905 

Abbott, Lawrence, Hotchkiss Rd., Lakeville, 
Conn. 1945 

Abbott, Roy T., 1128 Cottman Ave., Phila- 
delphia 11, Pa. 1944 

Abbott, William J., Jr., 438 S. Hanley Rd., St. 
Louis, Mo. 1939 

Abel, Kenneth N. K., 5109 New Hampshire 
Ave., N.W., Washington 11, D.C. 1944 

Abraham, Walter, 529 Yale Sta., New Haven, 
Conn. 1946 

Abrahamson, Albert, 1530 16th St., N.W., 
Washington, D.C. 1945 

Abramovitz, Carrie (Mrs. Moses), 6601 14th St., 
N.W., Washington, D.C. 1945 

Abramovitz, Moses, 6601 14th St., N.W., Wash- 
ington, D.C. 1936 

Abramson, A. G., SKF Industries, Inc., Front 
St. and Erie Ave., Philadelphia, Pa. 1942 

Achinstein, Asher, 108 Battery Lane, Bethesda, 
Md. 1922 
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Anderson, B. M. 

Baker, A. L. 

Bishop, W. L. 

Brown, W. F. 

California Bank Lib. and Res. 
Dept., 625 Spring St. 

Cassady, R., Jr. 

Chang, Calvin C., 132 W. Ist St. 

Ching, Ta-Min, Chinese Con- 
sulate, 1151 S. Broadway 

Coast Fed, Savings and Loan 
Asso., 307 W. 8th St. 

Cole, G. J. 

Coogan, T. F. 

Coons, A. G. 

Dean, H. 

Dice, M. E. 

Dodd, P. A. 

Duggar, G. S, 

Dunn, C. L. 

Enke, S. 

Fitzgerald, Barbara, 6627 W. 
SIst St. 

Frizol, S. M. 

George Pepperdine Col. Lib., 
1121 W. 79th St. 

Gibbs, G., Jr. 

Gourrich, P. P. 

Handsaker, M. 

Hill, G. B. 

Hunt, R. D. 

Hunt, W. J., Fidelity Bidg., 
548 S. Spring St. 

Kalish, S. 

Leonard, J. L. 

Lishan, J. M. 

Long, J. J. 

Los Angeles City Col. Lib., 855 
N. Vermont Ave. 

Los Angeles County Pub. Lib., 
Central Lib., 322 S. Broad- 
way 

Los Angeles Pub. Lib., Serials 
Div., 530 S, Hope St. 

Loyola Univ. of Los Angeles, 
Students Lib. 

Mangold, G. B. 

Maverick, L. A. 
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McClung, R. L. 
McNaughton, W. L. 
Neff, P. 

Nicols, A. 
Nulsen, R. H. 
Occidental Col. Lib. 
O’Connor, J. M. 
Palmer, D. L. 
Pegrum, D. F. 
Perry, R. H. 
Pettengill, R. B. 
Polyzoides, A. T. 
Powell, W. 

Rossetti, V. H. 

Scoles, D. 

Scott, R. F. 

Smith, R. J. 

Stockwell, M. M. 

Thorson, I. A. 

Trefftzs, K. L. 

Univ. of California at Los 
Angeles Lib., 405 Hilgard 
Ave. 

Univ. of Southern California, 
University Park 

Watkins, G. S. 

Watts, V. O. 

Wellman, C., Jr. 


Marysville 
Fuba Junior Col. Lib. 


Menlo Park 


Moonitz, M. 
Munier, J. D. 


Millbrae 
Jenkins, L. A. 


Mills College 


Hoover, G. E. 
Margaret Carnegie Lib, 


Oakland 

Bareis, Mildred, Henry J. 
Kaiser Co., 1522 Latham 
Square Bldg. 

Buchanan, R. L. 

Chadwick, L. E. 

Col. of the Holy Name Lib., 
2036 Webster Si. 

Cronin, B. C. 

Davison, S. 

Elisworth, H. M. 

Haun, G. C. 

Hildebrand, G. H., Jr. 

Oakland Pub. Lib., 659 14th St, 

Salera, V. 

Wick, Frank H., 7850 Ply- 
mouth St. 


Palo Alto 
Bruning, Harry F., P. O. Box 
sql 


Dowrie, G. W. 

Fagan, E. 

Lorenz, M. O. 

Marshall, S. M. 

Palo Alto Pub. Lib. 

Shuman, R. B. 

Swanson, Christie, 125 Lowell 
Ave. 


Pasadena 


Chawner, L. J. 

Davies, M. G. 

Dockson, R. R. 

Engel, E. J. 

Gilbert, H, N. 

McClintic, J. O. 

Pasadena Junior Col., 1570 E. 
Colorado St. , 

Pasadena Pub. Lib., 285 E. 
Walnut St. 

Pearson, D. C. 

Piper, C. B. 


Pescadero 
Atkins, D., 


Pomona 
Pomona Pub. Lib. 


Redlands 
A. K. Smiley Pub. Lib. 
Jacobsen, A. D. 
Univ. of Redlands, E. Colton 
Ave. 


Riverside 
Riverside Junior Col. Lib. 


Sacramento 

California State Lib. 

Lindman, B. H, 

Post, A. A, 

Sacramento City Lib., Main 
Lib., Bus. and Municipal 
Dept., 9th and I Sts. 

Sacramento Col. Lib., 3835 Free- 
port Bled. 

Studybaker, A. D. 


Salinas 


Salinas Junior Col., c/o J. R. 
Clarke, Homestead Ave. 


San Bernardino 


San Bernardino Valley Junior 
Col. 


San Diego 


Cameron, R. E. 

Lamden, C. W. 

San Diego Pub. Lib., Main 
Bldg., Sth Ave. and E St. 

San Diego State Col. 

Turner, J. R. 

Yaffa, I. 


San Francisco 


Anglo California Nat. Bank 
Lib., 1 Sansome St. 

Breen, V. I. 

Breier, F. A. 

California C.I.O. Council, 
C.I.0. Bldg. 

California Labor School Lib., 
216 Market St. 

California State Fed. of Labor, 
402 Flood Bldg. 

Christensen, K. C. 

Fairley, L. 

Gotschall, J. C. 

Grady, H, F. 

Jeidels, O. 

Lipman, F. L. 

Littler, R. 

Mechanics Mercantile Lib., 57 
Post $t, 

Mountin, W. J. 

Pacific Tel. and Tel. Co. Lib., 
140 New Montgomery St. 

Peradotto, L. B. 

Phillips, H. M. 

Rebelé, R. H. 

San Francisco Junior Col. Lib., 
Ocean and Phelan Aves. 

San Francisco Pub. Lib., Civic 
Center 

San Francisco State Col. Lib. 

Saunders, W. J. 

Staley, A. E. 

Swan, E. J. l 

U. 5. Dept. of Agric. Lib., San 
Francisco Br., 506 U. S. 
Custom House 

Univ. of San Francisco Lib., 
2130 Fulton St. 

Urh, C. G. 

Wheeler, O. P. 

Zatchin, M. M. 


San Jose 


San Jose Pub. Lib., Market and 
San Fernando Sts. 

San Jose State Col. Lib. 

Silva, Frank C., 1149 Lincoln 
Ct. 
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Sanger 
Atkisson, J. 


San Marino 


Hotchkiss, W. E. 
King, A. F. 
Young, A. N. 


San Mateo 


Ikeda, R. H. 
Lassen, A. P. 
McCreary, J. W. 


San Rafael 


Dominican Col. Lib., Guzman 
Hall 
Foley, M. J. 


Santa Ana 
Bengston, K. J. 
Santa Ana Junior Col. Egb., 
917 N. Main St. 
Sania Ana Pub, Lib, 


Santa Barbara 


Myrick, Donald, 831 State St. 
Univ. of California, Santa Bar- 
bara Col. 


Santa Clara 


Univ. of Santa Clara, Varst 
Lib. 

Sania Cruz Pub. Lib., 52 
Church St. 


Santa Monica 


Carver, T. N. 
Murad, A. 
Santa Monica Pub. Lib. 


Sausalito 
Ryan, F. L. 


Sepulveda 
Roberts, F. L. 


Sierra Madre 
Gale, H. R. 


South Gate 


Cable, D. Kingston, 10414 
Washington Ave. 


South Pasadena 
Bullock, P., Jr. 
Gillespie, J. R. 

Stanford University 


Bennett, M. K. 
Brandt, K. 


Davis, J. S. 
Farnsworth, H. C. 
Haley, B. F. 
Hopkins, W. S, 
Jackson, J. H. 
Jones, E. 

Jones, W. O. 
Kreps, T, J. 
Mears, E. G. 
Shaw, E. S. 
Stanford Univ, Lib. 
Timoshenko, V. P. 
Wallis, W. A. 
Whitaker, A. C. 
Wickizer, V. D. 
Working, H. 


Stockton 
Baker, C. O. 
Col. of the Pacific Lab. 
Norman, C. B. 


Sunol 
West, C. H. 


Tarzana 
Eberle, G. J. 


Ventura 
Ventura City Lib., Box 771 


Whittier 
Spaulding, C. B. 
W hittier Col. Lib. 
Whittier Pub. Lib. 


COLORADO 


Alamosa 
Adams State Col. Lib. 


Boulder 


Cramer, E. H. 
Crockett, E. C. 
Garnsey, M. E. 
Jensen, V. H. 

Malick, C. P. 
McGuire, C. W. 
Niehaus, F. R. 
Petersen, E. 

Univ. of Colorado Lib. 


Colorado Springs 


Burke, J. W. 
Colorado Col., Coburn Lib. 
Faletti, A. 

Wollman, N. 


' Denver 
Allen, E. J. 


A 


Brown, Jerry M., 777 S. Gay- 
lord St. 

Carmichael, F. L. 

Cherrington, B. M. 

Collins, C. W. 

Denver Pub. Lib., Civic Center 

Hollowell, W.M. > 

Pond, A. S. 

Roberts, Melvin J., 161 Race St. 

Shove, Clare, 817 Eudora St. 

Talbot, H. 

Univ. of Denver, Mary Reed 
Lib., University Park 

Univ. of Denver, School of 
Com. Lib., 211 15th St. 

Wiedeman, H. C. 

Wintergalen, E. 


Fort Collins 


Burdick, R. T. 
Colorado A. and M. Col. Lib. 
Donaldson, D. N. 


Georgetown 
Draper, B. P. 


Golden 
Colorado School of Mines Lib. 


Greeley 
Colorado State Col. of Educa. 
Lib. 
Hales, C. A. 
Gunnison 
Western State Col. of Colorado 
Lib. 
Pueblo 
Pueblo Junior Col. Lib. 


CONNECTICUT 
Bridgeport 
Bridgeport Pub. Lib. 


Darien 
Cole, P. G. 


Georgetown 
Chase, S. 


Greenwich 


Fletcher, H. 
Kautz, I. B. 


Hamden 


Barnes, I. R. 
Miller, J. P. 
Roose, K. D. 
Thilheimer, R. A. 
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Hartford 


Case Memorial Lib., 55 Eliza- 
beth St. 

Central Lib., 624 Main Si. 

Connecticut State Lib. 

Harris, F. 

Kleene, G. A. 

Shepherd, H. L. 

Studley, J. 

Towle, L. W. 

Trinity Col. Lib. 

Woodward, C. G. 


Kent 


Butterworth, Miriam B., Kent 


School 


Lakeville 
Abbott, L. 


Middle Haddam 
Toohey, P. G. 


Middletown 


Fisher, C. O. 

Hallowell, B. C. 

Isard, W. 

O'Leary, J. J. 

Rogers, David C., 26 Pine Si., 
Bretton Ridge 

Wesleyan Untv. Lib. 

Williamson, K, M. 


Milford 
De Bard, A. A., Jr. 


Mystic 
Gruning, C. H. 


New Britain 


Teachers Col. of Connecticut 
Wilson, W. C. 


New Canaan 


Livermore, S. 
Parry, C. L. 


New Haven 


Abraham, W. 

Albertus Magnus Col. 
Prospect St. 

Bakke, E. W. 

Birnkrant, G. C. 

Bishop, P. W. 

Buck, N. S. 

Chamberlain, M. 

Chamberlain, N. W. 

Coblentz, W. K. 

Day, C. 

Fisher, I. * 


Lib., 


Free Pub. Lib. 
Furniss, E. S. 
Galpin, H. L. 
Grokë, P. O. 
Hamilton, W. H. 
Hastings, H. B. 
Healy, K. T. 
Jones, R. C. 
Knorr, K, E. 
Lasswell, H. D. 
Lewis, C.G., Second Nat. Bank, 
Church St. i 
Little, G. T. 
Meeker, R. 
Reynolds, L. G. 
Smith, E. D. 
Tator, S. W. 
Taylor, P. E. 
Tennant, R. B. 
Wallace, P. A. 
Westerfield, R. B. 
Williamson, H. F. 
Yale Law Lib. 


New London 
Connecticut Col. Lib. 
Cross, H. W. 

Ely, M. H. 

Finney, K. 

U. S. Coast Guard Acad. Lib. 
Warner, F. M. 

North Plain 
Hatfield, G. W. 

Riverside 
Harcourt, A. 

Southington 
Hart, O. H. 


Stamford 


Ferguson Lib. 
Watkins, M. W. 


Stonington 
Haynes, W. 
Storrs 


Carter, W. H., Jr. 
Univ. of Connecticut Lab. 
Waugh, A, E. 


Suffield 
Bissell, Marie J., Box 188 


Taconic 
Schumpteer, E. B. 


Thompsonville 
Lyons, J. H. 


Waterbury 
Davis, E. H. 


West Hartford 


Bailey, W. B. 
Bronson, M. C. 


St. Joseph Col. Iib., 1678 


Asylum Ave. 


West Haven 
Graham, J. J. 


Westport 
Clark, J. M. 


West Redding 
Roper, E. 

Whitneyville 
Fairchild, F. R. 


Wilton 
Kellogg, R. M. 


Windham 
Hansen, W. J. 


DELAWARE 


Newark 


Gould, J. S. 
Lanier, C. N., Jr. 
Newman, H. E. 
Univ. of Delaware Lib. 
Wilmington 
Atlas Powder Co. Lib. 
Benner, C. L. 
Chadbourne, W. W. 
Feuerlein, W. J. A. 
Killheffer, E. H. 
Lincoln, E. E. 
Lockley, L. C. 
Weber, P. J. 
Whitten, W. M. 


Wilmington Inst. Free Lib. 
OF COLUMBIA- 


DISTRICT 


Abel, K. N. K. 
Abrahamson, A. 
Abramovitz, C. 
Abramovitz, M. 
Adelman, M. A. 
Aitchison, B. 
Aitchison, C. B. 
Alexander, T. R. 
Allen, E. L. 
Alex, V. 
Allgood, C. L. 
Alter, G. M. 
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Altman, O. L. 

Altschul, E. 

Ambelang, P. L. 

American Embassy, Moscow, 
U.S.S.R., c/o State Dept. 
(4791-46) 

American Fed. of Labor Lib., 
A.F.L. Bldg., Rm. 509 

American Lib. Asso., Study 
244, Lib. of Congress, Books 
for China 

American Potash Inst., 1155 
loth St., N.W. 

Ameritan Univ. Lib., Gred. 
School, 1901 F St., NW. 

American Univ. Lib., Massa- 
chuseits and Nebraska Aves., 
N.W. 

Anderson, Allan S., 4221 20th 
Si, N.E. 

Andjiano, P. B. 

Aquino, T. 

Armore, S. J. 

Army War Col. Lib. 

Arner, G. B. L. 


Baldwin, C. F., Jr. 
Ballinger, R. A. 
Bancroft, G. 
Baran, P. A. 
Barnes, L. 
Beach, W. E. 
Becker, J. 
Beckner, E. R. 
Beckwith, B. P. 
Beecroft, E. 
Beede, K. C. 
Behling, B. N. 
Beisel, A. R., Jr. 
Bell, D. E. 

Bell, S. 

Belman, C. D. 
Beltran, P. G. 
Bengur, A. R. 
Benoit-Smullyan, E. 
Bergson, A. 
Berkowitz, L. M. 
Bernfield, F. M. 
Bernhard, C. G. 
Bernstein, E. M. 
Bernstein, S. P. 


Beyer, G. H. 

Bingham, J. B. 

Bishop, M. C. 

Bissell, R. M., Jr. 

Bittermann, H, J. 

Bloch, H. S. 

Bloom, M. R. 

Bloomberg, L. N. 

Boals, G. P. 

Bobbitt, E. C. 

Bonnell, A. T. 

Bovet, E. D. 

Bowman, M. J. 

Brand, C. J. 

Brannon, G. M. 

Bratter, H. M. 

Braun, K. 

Bray, W. H. 

Bremer, C. D. 

Brennan, A. T. 

Brethouwer, M. W. 

Briefs, G. A. 

Brill, D. H. 

Brodsky, Nathan, 2934 Porter 
St, N.W. 

Brookings Institution, 722 Jack- 
son Pl, N.W. 

Brossard, E. B. 

Brown, A. I. 

Brown, B. 

Brown, E. H. 

Brown, W. A., Jr. 

Brown, W. M. 

Bullock, R. J. 

Bur. of the Census, Fed. Office 
Bldg. 3, Rm. 1416, Suitland, 
Md. 

Burk, M. 


Burk, M. C. 


Burkhead, J. V. 

Burns, A. E. 

Burroughs, R. J. 

Butler, H. D. 

Butt, L. E. 

Butt, S. M. 

Cahn, F. T. 

Cairns, A. 

Campbell, D. 

Campbell, F. N. 

Campbell, K. H. 

Cann, R. J., 1759 R St, NW. 

Canning, J. B. 

Caplan, B. 

Carlson, K. E. 

Carlson, M. V. 

Carman, W. W., Jr. 

Carnegie Endowment for Int. 
Peace Lib., 700 Jackson Pl. 

Carpenter, O. F. 


Carr, H. N. 

Cassidy, E. 

Catholic Univ. of America Lib. 

Caulfield, H. P., Jr. 

Chalmers, H. 

Chamber of Commerce of the 
U. S., 1615 H St, NW. 

Chase, C. H. i 

Chau, Y. P. 

Chenkin, A. 

Chevy Chase Junior Col, Lib. 

Cheyfitz, Edward T., 930 F St., 
N.W. 


Cheyney, W. J. 

Childs, J. B. 

Chinese Embassy Lib., 2001 
19th St., NW. 

Chinese Supplies Commission 
Lib., 2311 Massachusetts 
Ave., N.W. 

Chudson, W. A. 

Civilian Produciion Admin. 
Lib., Div. of Administrative 
Services, Soc. Sec, Bldg., 
Rm. 1545, 4th and Inde- 
pendence Ave., S.W. 

Citizens Nat. Committee, 1409 
L St., NW. 

Clabaugh, S. F. 

Clague, E. 

Clark, E. H. 

Clark, M. 

Cohen, W. J. 

Coil, E. J. 

Colbjornsen, O. 

Colby, B. 

Cole, D. M. 

Collado, E. G. 

Colm, G. 

Conover, A, G., Northeast Div., 
AAA, U. S. Dept. of Agric., 
South Bldg. 

Conrad, W. E. F. 

Cook, R. C. 

Cooper, C. L. 

Cooper, E. N. 

Cooper, O. 

Copeland, M. A. 

Coppock, J. D. 

Cover, J. H. 

Craig, D. R, 

Crawford, J. M. 

Cronin, J. F. 

Crowder, E. T., Jr. 

Culbertson, W. 5. 

Cummings, H. J. 

Curtis, D. W. 

Cusack, L. A. 

Cutler, A. T. 
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Cutts, J. M. 

Das, R. K. 

Dauer, E. A. 

David, P. T. 

Davidson, J. 

Davis, D. D. 

Dean, P. N. 

Dearing, C. L. 

de Beers, J. 5. 

Decker, J. 

de Echegaray, Miguel, Spanish 
Embassy, Agric. Office 

Deimel, H. L., Jr. 

Demond, H. F. 

Dennison, E. E. 

Derber, M. 

de Schweinitz, D. 

de Tarnowsky, I, 

Dietrich, E. B. 

Diplomatic A fairs Found. Lib., 
Foreign Service Training 
Center, 1906 Florida Ave., 
N.W. 

Director of the Mini, Treasury 
Dept. 

Doblin, E. M. 

Dockterman, M. 

Domar, E. D. 

Donaldson, J. 

Donohoe, J. M. 

Douglas, P. H. 

Douty, H. M. 

Draisner, A. M. 

Draper, E. G. 

Dreyhausen, H. V. 

Drucker, A. B. 

Drury, H. B. 

Duckworth, R. F, 

Dunbarion Col. Lib., 2935 Up- 
ton St., N.W. 

Duncan, C. S. 

Dupard, J. R., Frenck Food 
Mission, 1722 Massachusetts 
Ave., N.W. 

Durand, E. D. 

Ecker-Racz, L. L. 

Eckert, J. B. 

Eckler, A, R. 

Edfeldt, T. R. 3 

Edminster, L. R. 

Edwards, F. K. 

Eisenstadt, N. P. 

Eldridge, L. E. 

Ellickson, J. C. 

Ellickson, K. P. 

Emelianoff, I. V. 

Endler, O. L, 

Estey, M. S. 

Evans, W. D. 


é 


Ewing, J. B. 

Executive Office of the President, 
Bur. of the Budget, 17th and 
Pennsylvania Ave., State 
Depi. Bldg., Rm. 452 

Ezekiel, M. 

Faber, F. L. 

Falck, E. 

Falk, I. S. 

Farber, D. J. 

Farber, E. W. 

Fautz, E. 

Fed. Commun. Com., Account- 
ing, Statistical, and Tarif 
Dept., 1424 K St, NW. 

Fed. Deposit Ins. Corp. Lib., 
Nat. Press Bldg., Rm. 766 

Fed. Home Loan Bank Bd., 
Law Lib., Div. of Operating 
Stulistics, FHLBB Bldg., 
Rm. 956 

Fed. Housing Admin. Lib., 
Vermont Ave. and K St, 
N.W., Rm. 420 

Fed. Power Com., Hurley- 
Wright Bldg., 18th and Penn- 
sylvania Ave., N.W. 

Fed. Trade Com. Lib., Consti- 
tution Ave. at 6th St., NW. 

Federmann, P. H. 

Feis, H. 

Felsten, B. E. 

Ferrand, M. M. 

Field, B. B. 

Finger, E. 

Firfer, A. 

Fishman, B. G. 

Fishman, L. 

Fiske, D. L. 

FitzPatrick, P. J. 

Fleisher, B. 

Fleisher, B. H. 

Foster, M. A. 

Fox, L 

Fox, M. J. 

Franck, P. G. 

Franklin, H. L. 

French Commercial Attache, 
Direction Documentation 
Economique, 1761 R Sh, 
NW. 

French Naval Mission, Muni- 
tions Bldg. 

Friedrich, W. G. ~ 

Frutkin, A. W., 3925 Davis PI., 
N.W. 


Fulcher, G. S. 
Funkhouser, R. L. 
Gallahue, E, E. 


Gardescu, S. 

Gardner, K. B. 

Georgetown Univ., 
morial Lib. 

George Washington Univ. Lib. 

Gerlando, P. 

Gernand, A. C. 

Gerschenkron, A. 

Gertler, Mrs. Maynard, 3721 
39th St., N.W. 

Gilbert, M. 

Gill, C. C. 

Gillman, J. M. 

Gilmore, E. A., Jr. 

Ginsburg, C. D. 

Ginzburg, B 

Goldberg, J. P. 

Goldenberg, L. 

Goldfield, E. D. 

Goldsmith, R. W. 

Goley, B. T. 

Golovin, N. E. 

Goode, R. B. 

Goss, B. C. 

Gottsegen, J. J. 

Gouras, P. E., 2221 Masschu- 
setts Ave., N.W. 

Gourvitch, A. 

Gray, E. R. 

Gray, E. S. 

Grebler, L. 

Grove, E, W. 

Gunin, S. T. 

Gunn, G. T. 

Gutchess, F. J. 

Haas, G. C. 

Haldeman, C. W. 

Halianer, F. J. 

Hallowell, E. W. 

Halvorson, L. C. 

Ham, W. T. 

Hammerman, H. 

Haney, P. E. 

Hanellin, H. J. 

Hanson, A. C. 

Haraldson, W. C. 

Harlan, C. L. 

Harris, A. L. 

Harris, K. S. 

Harrison, Ada M., 5040 Ist 
St, N.W., Apt. 303 

Hauser, P. M. 

Havlik, H. F. 

Hawes, H. B. 

Hayes, M. 

Hedges, M. H. 

Heflebower, R. B. 

Heiby, E. P. 

Heller, W. W. 


Riggs Me- 
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Hellman, R. Kirkpatrick, Mrs, A. L. Maxwell, J. A. 
Helm, F. Kirn, B. May, E. S. 
Henderson, L. Kirsten, M. H. May, H. K. 
Hernandez, J. Klarman, H. E. Mayer, J. 
Hinrichs. A F. Klein, J. Mayer, J. H. 
Hinshaw, R. W. Knapp, J. G. Mayo, R. P. 
Hirsch, S. S. Kneeland, H. McCalley, J. W. 
Hitch, T. K. Knox, N. B. McCormack, A. 
Hoch, M. B. Kohn, P. McDonnell, R. P. S. 
Hoch, M. L. Kress, A. J. McGann, P. W. 
Hodges, E. P. Kurihara, K. K. McGraw, B. T. 
Hofienberg, M. Labovitz, I. M. McGregor, H. E. 
Holley, J. L. Lachmann, K. E. McGuire, C. E. 
Holmes, F. C. Lange, O. McIntyre, F. E, 
Homberger, L. M. Langhoff, S5. P., Jr. McLaughlin, G. E. 
Horowitz, D, L. Latimer, M. W. McManus, T. F. 
Horowitz, M. A. Laursen, S. McMurray, J. P. 
Horton, D.C. Lederer, W. Mears, C. D. 
Houchins, J. R. Lee, K., Meehan, M. J. 
Howard Univ, Lib., Serials Lee, L. V. Mehl, P. 
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Overton, R. C. 
Partner, J. W. 
Phillips, S. A. 
Rogers, H. B. 
Simonds, R. H. 
Spencer, F. A. 
Spriegel, W. R. 
Swanson, A. E. 
Szatrowski, Z. 
Tebbutt, A. R. 
Torgerson, H. W. 
Umbreit, M, H. 
Upton, R. M. 
Vanderbiue, H. B. 
Walton, I. T. 


Galesburg 


Brewer, J. C. 

Galesburg Pub. Iib. 

Knox Col., Henry M. Seymour 
Lib., Berrien and Cedar Sts. 


Glencoe 
Wolfe, Lloyd R., 476 Park Ave. 


Glen Ellyn 


Chamberlin, V. B. 

Gruner, R, W., 239 Crest Rd. 
Huelster, L, F. 

Rowe, K. W. 


Glenview 
Cover, V. D. 
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Greenville 
Greenville Col. Lib. 


Jacksonville 
Illinois Cot. Lib. 
MacMurray Col. Lib., Illinois 
Woman's Col. 
Martin, E. W. 
Samoore, A. S. 
Joliet 
Marie, Sister Clement 


Kankakee 
Olivet Nazarene Col. Lib. 


Kirkland 
Oderkirk, A. D. 


La Grange 


Lyons Township High School 
and Junior Col, Lib. 


Lake Forest 


Johnson, E. A. 
Keller, L. A. 

Lake Forest Col. Lib. 
Nicholaus, H. A. 


La Salle 
Caskey, W. F. 


Lebanon 
Mc Kendree Col, 


Lisle 
St. Procopius Col, Lib., 


Macomb 


Seal, H. C. 

Western Illinois State Teachers 
Col. Lib. 

Whitehead, F. M. 


Monmouth 
Cleland, J. S. 


Moweaqua 
Qualls, L. L. 


Naperville 
North Central Col. Lib. 


Normal 
Illinois State Normal Unit., 
Dept. of Regis. and Educa. 
Oak Park 


Fritzemeier, L. H, 
Gartley, R. 


Lilliston, L. F. 
Simmons, E. C. 
Watkins, J. B. 


Palos Heights 


Johnson, W. E. 
Whitlo, C. M. 


Park Ridge 
Tongue, W. W. 


Peoria 


Caterpillar Tractor Co. 
Eckley, R. S. 

Peoria Pub. Lib. 
Scheinman, D. 
Schwarz, J. H. 
Tillotson, L. G. 


Quincy 
Quincy Col. Lib, 
Quincy Free Pub. Lib. 


River Forest 


Cusack Sister M. T. 
Rosary Col. Lib. 


Rockford 


Flinn, B. W. 

Rockford Col. Lib. 

Rockford Pub. Lib., 215 N. 
Wyman St. 

Thompson, D. F. 

Watson, D. E. 

Wermuth, R. P. 


Rock Island 


Augustana Col. and Theol. 
Seminary, Denkman Memo- 
rial Lib. 

Fryxell, C. A. 

Nordstrom, O. L. 


Springfield 


Huston, J. W. 
Iilinois State Lib. 


_ Lincoln Lib. 


Zimmerman, G. F. D. 


Urbana 


Adams, W. S. 
Bartlett, R. W. 
Beckett, G. 
Bell, J. F. 
Blodgett, R. H. 
Brown, P. H. 
Case, H. C. M. 
Converse, P. D. 
Dickinson, F. G. 


Gray, H. M. 

Hammond, S. 

Huegy, H. W. 

Hunter, M. H. 

Jones, F. M. 

Jordan, G. L. 

Lee, F. E. 

Litman, S. 

Locklin, D. P. 

Mandeville, M. J. 

Mayer, R. W. 

McConnell, J. L. 

McNatt, E. B. 

Morey, L. 

Neiswanger, W. A., Jr. 

Nolen, R. M. 

Paul, A. B. 

Robb, W. C. 

Schlatter, W. J. 

Scovill, H. T. 

Univ. of Illinois, Home Econ. 
Dept., 109 Woman's Bldg. 

Univ. of Illinois Lib., Periodi- 
cal Dept. 

Whalen, O. L. 

Working, E. J. 


Waukegan 
Waukegan Pub. Lib. 


Western Springs 


Erdmann, H. H. 
Mitchell, G. W. 


Wheaton 


Turney, M. C. 
Wheaton Col. Lib. 


Wilmette 


Fein, J. A. 
Maynard, E. L. 
Mills, J. A. 


Winnetka 


Davis, H. B. 
Haworth, C. L. 
Magrath, C. B. 
Miller, J. W. 
Peterson, F. B. 
Reuss, M. M. 
Yorkville 


Mighell, A. T. 


INDIANA 
Anderson 
Anderson Col. Lib. 
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Bloomington 


Alm, I. W. 
Andrews, W. H., Jr. 
Anshen, M. 
Baldwin, C. D. 
Batchelor, J. A. 
Braden, S. E. 
Christenson, C. L. 
Cleveland, W. C. 
Crawford, M. M. 
Edwards, E. E. 
Haring, H. A. 
Hedges, J. E. 
Indiana Univ. Lib. 
Manes, A. 
McMillan, S. S. 
Mee, J. F. 

Miller, T. A. 
Mills, M. C. 
Milroy, R. R. 
Moffat, J. E. 
Silverstein, N. L. 

- Weimer, A. M. 
Wells, H. B. 
Williams, O. H. 


Carmel 
Efroymson, C. W. 


Collegeville 
Dirksen, C. 


Crawfordsville 


Ormes, F. R. 
Shearer, W. W. 
Sparks, F. H. 
Wabash Col. Lib. 


Delphi 
Mayhill, R. 


Evansville 


Dannemann, G. 

Long, D. 

Pub. Lib., 22 S.E. Fifth St. 
Rosenbaum, C. H. 


Ft. Wayne 
Ft. Wayne Pub. Lib., 301 W. 
Wayne St. : 
McDiarmid, F. J., Lincoln 
Nat. Life Ins. Co. 
Franklin 


Franklin Col. Lib. 


Gary 
Rouse, David, 440 Jeffersgn St. 


Goshen 
Kreider, C. 


Greencastle 


De Pauw Univ. Lib. 
Helmreich, T. C. 
Jome, H. L. 
Warren, G. E. 


Hanover 
Hanover Col. Lib. 


Holy Cross 
Joseph, Sister M. E. 
Indianapolis 
Butler Col. Lib., Butler Univ, 
Camp, C. B. 


Clack, Douglas, Fletcher Trust 
Bldg., Rm. 1218, 108 N. 
Penn 

Du Bots, Rene G., 7080 N. 
Pennsylvania St, 

Hadley, C. D. 

Harrell, S. R. 

Hopper, C. H., 310 N. Illinois 
St. 


Indiana Central Col. Lib. 

Indiana State Lib., 140 N. 
Senate Ave. 

Indianapolis Pub. Lib., Read- 
ing Rm. Dept., St. Clair Sq. 

Luten, D. B. 

Ross, M. O. 

Snyder, I. V. 

Sturgeon, Robert R., 4725 Mad- 
ison Ave, 


Jeffersonville 
Stone, E. A. 


Kokomo 


Haynes, L. W. 
Shields, P. O. 


La Fayette 


Field, R. W. 
Owen, W. V. 
Purdue Univ. Lid. 
Thomas, R. G. 


La Porte 
Hupp, B. W. 


Mishiwaka 
Buckley, L. F. 


New Castle 
New Castle Pub. Lib. 


North Manchester 


Garver, E. S. 
Manchester Col. Lib, 


Notre Dame 


Bender, W. C. 

Budenz, Louis F., P.O. Box 86 
Downey, W. H. 

Fitzgerald, M. J. 

Kent, R. P. 

Univ. of Notre Dame 


Peru 
Edwards, R. E. 


Princeton 
Dickens, A. E. 


Richmond 


Earlham Col. Lib. 
Stinneford, C. L. 


South Bend 


Cascino, A. 

Eells, L. H. 

Flatley, L. T. 

Hermens, F. A. 

Sheehan, J. H. 

Smith, Edmund A., 1118 Stan- 
field 

South Bend Pub. Lib., S. Main 
St. at Wayne 


Terre Haute 
Bohan, R. T. 
Emeline Fairbanks Memorial 
Lib. 
Indiana State Teachers Col. 
Lib. 
Mitchell, W. F. 


Valparaiso 


Goehring, E. E. 
Valparaiso Univ, Lib. 


West Baden Springs 
West Baden Col. 


West Lafayette 
Cooper, V. 
Estey, J. A. 
Fitzsimmons, C. 
Sheppard, E. J. 
Wiley, J. W. 


IOWA 


Ames 


Allen, E. D. 
Arthur, I. W. 
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Greenville 
Greenville Col. Lib. 


Jacksonville 
Illinois Col. Lib. 
MacMurray Col. Lib., Illinois 
Woman's Col. 
Martin, E. W. 
Samoore, A. S. 
Joliet 
Marie, Sister Clement 


Kankakee 
Olivet Nazarene Cal. Lib. 


Kirkland 
Oderkirk, A. D. 


La Grange 


Lyons Township High School 
and Junior Col. Lib. 


Lake Forest 


Johnson, E. A. 
Keller, L. A. 

Lake Forest Col. Lib. 
Nicholaus, H. A. 


La Salle 
Caskey, W. F. 


Lebanon 
Mc Kendree Col, 


Lisle 
St, Procopius Col. Lib.. 


Macomb 


Seal, H. C. 

Western Illinois State Teachers 
Col. Lib. 

Whitehead, F. M. 


Monmouth 
Cleland, J. S. 


Moweaqua 
Qualls, L. L. 


Naperville 
North Central Col. Lib. 


Normal 
Illinois State Normal Untv., 
Dept. of Regis. and Educa. 
Oak Park 


Fritzemeier, L. H. 
Gartley, R. 


Lilliston, L. F. 
Simmons, E. C. 
Watkins, J. B. 


Palos Heights 


Johnson, W. E. 
Whitlo, C. M. 


Park Ridge 
Tongue, W. W. 


Peoria 
Caterpillar Tractor Co. 
Eckley, R. S. 
Peoria Pub. Lib. 
Scheinman, D. 


Schwarz, J. H. 
Tillotson, L. G. 
Quincy 


Quincy Col. Lib. 
Quincy Free Pub. Lib. 


River Forest 


Cusack Sister M. T. 
Rosary Col. Lib. 


Rockford 


Flinn, B. W. 

Rockford Col. Lib. 

Rockford Pub. Lib., 215 N. 
Wyman St. 

Thompson, D. F. 

Watson, D. E. 

Wermuth, R. P. 


Rock Island 


Augustana Col. and Theol. 
Seminary, Denkman M emo- 
rial Lib. 

Fryxell, C. A. 

Nordstrom, O. L. 


Springfield 


Huston, J. W. 
Illinois State Lib. 


_ Lincoln Lib. 


Zimmerman, G. F. D. 


Urbana 


Adams, W. S. 
Bartlett, R. W. 
Beckett, G. 
Bell, J. F. 
Blodgett, R. H. 
Brown, P. H. 
Case, H. C. M. 
Converse, P. D. 
Dickinson, F. G. 


Gray, H. M. 

Hammond, S. 

Huegy, H. W. 

Hunter, M. H. 

Jones, F. M. 

Jordan, G. L. 

Lee, F. E. 

Litman, S. 

Locklin, D. P. 

Mandeville, M. J. 

Mayer, R. W. 

McConnell, J. L. 

McNatt, E. B. 

Morey, L. 

Neiswanger, W. A., Jr. 

Nolen, R. M. 

Paul, A. B. 

Robb, W. C. 

Schlatter, W. J. 

Scovill, H. T. 

Univ. of Illinois, Home Econ. 
Dept., 109 Woman's Bldg. 

Univ. of Illinois Lib., Periodi- 
cal Dept. 

Whalen, O. L, 

Working, E. J. 


Waukegan 
Waukegan Pub. Lib. 


Western Springs 


Erdmann, H. H. 
Mitchell, G. W. 


Wheaton 


Turney, M. C. 
Wheaton Col. Lab. 


Wilmette 


Fein, J. A. 
Maynard, E. L. 
Mills, J. A. 


Winnetka 


Davis, H. B. 
Haworth, C. L. 
Magrath, C. B. 
Miller, J. W. 
Peterson, F. B. 
Reuss, M. M. 


Yorkville 
Mighell, A. T. 


INDIANA 
Anderson 
Anderson Col. Lib. 
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Bloomington 


Alm, I. W. 
Andrews, W. H., Jr. 
Anshen, M. 
Baldwin, C. D. 
Batchelor, J. A. 
Braden, S. E. 
Christenson, C. L. 
Cleveland, W. C. 
Crawford, M. M. 
Edwards, E. E. 
Haring, H. A. 
Hedges, J. E. 
Indiana Unie. Lib. 
Manes, A. 
McMillan, S. S. 
Mee, J. F. 

Miller, T. A. 
Mills, M. C. 
Milroy, R. R. 
Moffat, J. E. 
Silverstein, N. L, 
Weimer, A. M. 
Wells, H. B. 
Williams, O. H. 


Carmel 
Efroymson, C. W. 


Collegeville 
Dirksen, C. 


Crawfordsville 


Ormes, F. R. 
Shearer, W. W. 
Sparks, F. H. 
Wabash Col. Lib. 


Delphi 
Mayhill, R. 


Evansville 


Dannemann, G. 

Long, D. 

Pub. Lib., 22 S.E. Fifth St. 
Rosenbaum, C. H. 


Ft. Wayne 
Ft. Wayne Pub. Lib., 301 W. 
Wayne St. ; 
McDiarmid, F. J., Lincoln 
Nat. Life Ins, Co. 
Franklin 
Franklin Col. Lib. 


Gary 
Rouse, David, 440 Jeferson St. 


Goshen 
Kreider, C. 


Greencastle 
De Pauw Univ. Lib. 
Helmreich, T. C. 
Jome, H. L. 
Warren, G. E. 


Hanover 
Hanover Col. Lib. 


Holy Cross 
Joseph, Sister M. E. 


Indianapolis 

Butler Col. Lib., Butler Univ. 

Camp, C. B 

Clack, Douglas, Fletcher Trust 
Bldg., Rm. 1218, 108 N. 
Penn 

Du Bois, Rene G., 7080 N. 
Pennsylvania Si. 

Hadley, C. D. 

Harrell, S. R. 

Hopper, C. H., 310 N. Illinois 
St 


Indiana Central Col. Lib. 

Indiana State Lib., 140 N. 
Senate Ave. 

Indianapolis Pub. Lib., Read- 
ing Rm. Dept., St. Clair Sq. 

Luten, D, B. 

Ross, M. O. 

Snyder, I, V. 

Sturgeon, Robert R., 4725 Mad- 
ison Ave. 


Jeffersonville 
Stone, E. A. 


Kokomo 


Haynes, L. W. 
Shields, P. O. 


La Fayette 


Field, R. W. 
Owen, W, V. 
Purdue Unio, Lib. 
Thomas, R. G. 


La Porte 
Hupp, B. W. 


Mishiwaka 
Buckley, L. F. 


New Castle 
New Castle Pub. Lib. 


North Manchester 


Garver, E. S. 
Manchester Col. Lib. 


Notre Dame 


Bender, W. C. 

Budenz, Louis F., P.O. Box 8&6 
Downey, W. H. 

Fitzgerald, M, J. 

Kent, R. P. 

Univ. of Notre Dame 


Peru 
Edwards, R. E. 


Princeton 
Dickens, A. E. 


Richmond 


Earlham Col. Lib. 
Stinneford, C. L. 


South Bend 


Cascino, A. 

Eells, L. H. 

Flatley, L. T. 

Hermens, F. A. 

Sheehan, J. H. 

Smith, Edmund A., 1118 Stan- 
field 

South Bend Pub. Lib., S. Main 
ot. at Wayne 


Terre Haute 


Bohan, R. T. 
Emeline Fairbanks Memortal 
Lib, 


Indiana State Teachers Col. 
Lib. 

Mitchell, W. F. 
Valparaiso 


Goehring, E. E. 
Valparaiso Univ. Lib. 


West Baden Springs 
West Baden Col. 


West Lafayette 
Cooper, V. 
Estey, J. A. 
Fitzsimmons, C. 
Sheppard, E. J. 
Wiley, J. W. 


IOWA 


Ames 


Allen, E. D. 
Arthur, I. W. 
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Boulding, K. E. 
Curtiss, E. A. 
Dewey, R. L. 
Douglas, E. 
Hildreth, C. G. 
Hoyt, E. E. 

Iowa State Col. Eib. 
Learned, E. J. 
Lemke, B. C. 
Morse, R. L. D. 
Murray, W. G. 
Nordin, J. A. 
Philbrook, C. 
Robotka, F. 
Shepherd, G. S. 
Thompson, 5. H. 
Thompson, W. H. 
Wilcox, R. W. 
Wright, W. 


Cedar Falls 
Iowa Staie Teachers Col. Lib. 


Cedar Rapids 


Coe Col. Lib. 
Henry, J. M. 
Macy, C. W. 


Davenport 
Collins, W. J. 


Decorah 


Kyler, R. H. 
Luther Col. Lib. 


Des Moines 


Alley, W. E. 

Bohlman, H. W. 

Cosson, C. 

Drake Univ. Lib. 

Marks, B. J. 

Pub. Lib. 

State Traveling Lib., Historical 
Bldg. 

Warters, D. N. 


Dubuque 


Carnegie Pub. Lib. 

Cassidy, James K., Loras Col. 

Klott, J. J. 

Loras Col. Lib., 14th and Alta 
Vista Sts. 

Univ. of Dubuque, Col. Lib. 

Van Scoyoc, L. S. 


Fairfield 
Parsons Col. Lib. 

Grinnell i 
Charlton, J. W. 


Grinnell Col. Lib. 
Strong, E. D. 


Indianola 


Reilly, M. A. 
Simpson Col, Lib. 


Iowa City 


Cherrington, H. 

Cutler, H. A. 

Davies, G. R. 

Hickman, C. A, 

Olson, P. R. 

Phillips, C. A. 

Smith, W. R. 

State Univ. of Iowa Lib., Lib. 
Annex 

State Univ. of Iowa, Col. of 
Com. Reading Rm., 111 Uni- 
versity Hall 


Lamoni 
Graceland Col. Lib. 


Le Mars 
Fireoved, E. L. 


Mason City 
Mason City Pub. Lib. 


Mt. Pleasant 


Ellis, R. K. j 
Wilkey, H. L. 


Mt. Vernon 
Corneli Col. Lib. 
Ennis, J. H. 
Rich, C. L. 
Oskaloosa 
William Penn Col. Lib. 


Pella 
Central Col. Lib. 


Ralston 
Spaulding, M. 


Sioux City 


Becker, A. P. 

Elise, Sister Mary, Briar Cliff 
Col. 

Sioux City Pub. Lib., Main 
Aduli Dept., 6th and Jackson 
Si. 


Story City 
Malone, C. C. 


Waverly 


Muench, C. 
Wartburg Col. 


KANSAS 
Atchison 
Schroll, Sister M. A. 
Baska, L. 


Baldwin 
Guest, H. W. 


Emporia 
Kansas State Teachers Col. Lib. 
Pickett, R. R. 


Ft. Scott 
Pollock, K. W. 


Hays 
Clover, V. T. 
Fi. Hays Kansas State Col. Lib. 


Hillsboro 
Tabor Col. Lib. 


Hutchinson 
Mathews, Lee K., 400 E. 14th 


Kansas City 


James, K. V. 
Leonard, W. N. 
Pub. Lib., Huron Sq. 


Lawrence | 


Dade, E. B. 

Gagliardo, D. 

Howey, R. S. 

Ise, J. 

Morgan, J. D. 

Nelson, E. G. 

Pritchard, L. J. 

Seelye, A. L. 

Stockton, F. T. 

Univ. of Kansas, Univ. Ext, 
Div. 

Univ. of Kansas Lib., Periodi- 
cal Dept. 

Waters, L. L. 


Leavenworth 
U. S, Prison Commissary, 
PMB No. 59550 
Lindsborg 
Bethany Col. Lib. 
De Cow, D. F. 
Manhattan 
Grimes, W. E. 
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Hodges, J. A. 

Kansas State Col. Lib. 
Manuel, M. L. 
Tjerandsen, C. 


McPherson 
Olson, O. A. 


North Newton 
Bethel Col. Lib. 


Ottawa 
Hall, C. A., Jr. 
Lee, J. F. 
Ottawa Unie. Lib. 


Pittsburg 
Greef, A. O. 
Kansas State Teachers Col., 
Porter Lib. 


St. Marys 
Porter, R. L. 


Salina 


Finn, Sister I. M. 
Viau, Sister J. M. 


Sterling 
Sterling Col. Lib. 


Topeka 
Dugan, J. E. 

Kansas State Lib., State House 

Topeka Free Pub. Lib. 

Wales, H. G, 

Washburn Municipal 
Lib. 

Wichita 2 
Friends Univ, Lib. 
Neff, F. A. 

Ricketts, F. M. 
Washburn, H. H. 
Wichita City Lib. 
Wichman, A. A. 


Winfield 
Southwestern Col. Lib. 


KENTUCKY 


Barbourville 
Smith, P. M. 
Smith, Mrs. P. M. 
Union Col. Lib. 


Berea 


Berea Col, Lib. 
Dawson, C. C. 
Hardin, R. R. 


Unin. 


Bowling Green 


Bowling Green Bus. Univ. Lib. 
Western Kentucky State Teach- 
ers Col, Lib. 


Danville 


Centre Col, Lib. 
Hillhouse, A. M. 
Nichols, L. D. 


Frankfort 


Herzel, W. G. 
McKinney, D. H. 
Traylor, O. F. 


Lexington 


Bekker, K. 

Best, H. 

Carpenter, C. C. 
Carter, L. H. 

Clark, C. M. 

Hall, W. 5. 

Jennings, W. W. 
Lexington Pub. Lib. 
Martin, J. W. 

McVey, F. L. 

Nicholls, W. D. 

Price, H. B. 

Sullivan, R. 
Transylvania Univ. Lib. 
Univ. of Kentucky Lib. 
Wiest, E. 


Louisville 


Louisville Free Pub. Lib., 301 
Library Pl. 

Louisville Municipal Col. Lib., 
7th and Kentucky Sts. 

Martin, B. F. 

Phillips, E. J., Jr. 

Reed, E. W. 

Robertson, H. M. 


` Univ. of Louisville Lib., Bel- 


knap Campus 
Williams, C, W. 
Murray 
Murray State Teachers Col. Lib. 


Richmond 
Eastern Kentucky State Teach- 
ers Col, Lib., Lancaster Ave. 
Moore, W. J. 
Wilmore 
Harrison, R. W. 


LOUISIANA 


Baton Rouge 
Gile, B. M. 


Louisiana State Univ. Lib., 
Periodical Dept., Univ. Sta. 

McCracken, H, L. 

Preston, 5. W. 

Scroggs, W. O. 


Grand Coteaú 


Col, and Acad. of the Sacred 
Heart 


Greenwood 
Skelby, D. D. 


Hammond 


Southeastern Louisiana Col. 
Lib, 


Lafayette 


Breidenbach, O. H. 

Phillips, W. J. 

Southwestern Louisiana Inst. 
Lib, 


Minden 
Smolinski, H. J. 


Natchitoches 
Northwestern State Col. Lib. 


New Orleans 


Anderson, R. B, 

Blomberg, C. L. 

Bonnett, C. E. 

Buchan, L. J. 

Connor, J. 

Dillard Unio. Lib. 

Duerr, W. A. 

Elsasser, R. W. 

Halley, D. M. 

Heck, H. J. 

Hodgkins, A. R. 

Howard Tilton Memorial Lib., 
Audubon Pl. and Freret 

Jones, A. H, 

Loyola Univ. Lib., 6363 St. 
Charles Ave. 

Mitchell, H. A. 

New Orleans Pub. Lib. 

Phelps, E. 

Trant, J. B. 

Trump, R. M. 

U. S. Dept. of Agric. Lib., 
Forestry Sub-Br., MacFad- 
den PLI., City Park, R.R. 3 

Van Kirk, J. C. 


Xavier Univ, New Unit, 
Washington and Pine Sts. 
Ruston 


Louisiana Poly. Inst. Lib. 
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Scotlandville 


Southern Univ. Lib., Dept. of 
Educa. 


Shreveport 
Centenary Col. Lib. 


MAINE 


Bangor 
Bangor Pub. Lib. 


Brunswick 


Bowdoin Col. Lib. 
Brown, P. M. 
Catlin, W. B. 


Calais 
Checchi, V. 


Kittery 
Alvord, G. G. 


Lewiston 
Bates Col. Lib. 


Orono 
Kirshen, H. B. 
Univ. of Maine Lib. 
Portland 
Goodbar, J. E. 
Jordan and Jordan, Fidelity 
Bidg. 
Roberts, W. H. 
Springvale 
Nasson Col. Lib. 


Waterville 
Breckenridge, W. N. 
Morrow, C. H. 
Pullen, R. W. 
Rosen, Robert, Colby Col., 34 
Chaplin Hall 
Winterport 
Fernald, R. L. 


MARYLAND 


Aberdeen Proving Ground 
Sweeney, Major G. E., Hq. 
ASFTC, Ord. 
Traywick, L. E. 
Annapolis 
Handy, W. K., Jr. 
U.S. Naval Academy Lib. 
Baldwin 
Reynolds, A. J. 


Baltimore 


Austrian, J. 

Blake, H. J. 

Carlson, R. E. 

Cooper, H. E. 

Doan, M. C. 

Eisenberg, G. G. 

Enoch Pratt Free Lib. 

Evans, G. H., Jr. 

Goucher Col. Lib. 

Ives, Charles P., 4211 Wick- 
Jord Rd, 

Jackson, F. A. 

Key, V. 0. 

Killingsworth, C. C. 

Marburg, T. 

Morgan Col. Lib. 

Morrissy, E. 

Notre Dame Col, Iib., N. 
Charles St. 

Pancoast, E. 

Paschal, E. 

Reuss, F. G. 

Smith, C. W. 

Towsend, J. J. 

Troxell, J. P. 

Univ. of Baltimore Lib. 

Wentworth, E. C. 

Weyforth, W. O. 

Wiesenfeld, H. M. 

Wolman, A. 


Bethesda 


Achinstein, A. 
Bortz, N. M. 
Cale, E. G. 
Cavin, J. P. 
Coombs, P. H. 
Dulin, W. C. 
Duncan, J. S. 
Garlock, F. L. 
Hengren, R. E. 
Hibbs, J. R. 
Kamarck, A. M. 
Kinzie, G. R. 
Loeb, Harold, 5315 Moorland 
Lane 
Potter, A. A. 
Reeve, J. B. 
Riley, R. H. 
Thatcher, L. W. 
Wiers, P. 
Wilson, D. S. 
Yntema, D. B. 


Brooklandville 
MacGarvey, C. J. 


Brookmont 
Seidman, J. 


Cambridge 
Slacum, A. B. 


Catonsville 
Kautz, K. I. 


Chestertown 


Washington Col., George Avery 
Bunting Lib. 


Cheverly 


Blair, J. M. 
Woodworth, L. N. 


Chevy Chase 


Bernhardt, J. 
Bitting, H. W. 
Black, H. R. E. 
Crawford, A. W. 
Deupree, R. G. 
Fair, M. L. 
Ferebee, E. E. 
Gardner, W. R. 
Garfield, F. R. 
Hilken, H. G. 
Hunsberger, W. S. 
Kenney, F. R. 
Knipe, J. L. 
Lary, H. B. 
Maher, A. G. 
Mann, F. K. 
Marshall, L. C. 
McPherson, W. H. 
Meyers, A. L. 
Murray, M. G. 
Myers, H, B. 
Nicol, H. O. 
Norman, T. 
Potter, A. N. 
Riggleman, J. R. 
Rogers, H. O. 
Rowe, H. B. 
Schmidt, O. A. 
Thomas, W. 
Weiss, H. 
Wilcox, C. 
Williams, K. B. 
Wynne, W. H. 
Young, J. P. 


College Park 


Calhoun, C. E. 
Clark, L. H. 
Clemens, E. W. 
Dillard, D. 
Dillard, L. G. 
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Gruchy, A. G. 

Hagen, E. E. 

Halaas, E. T. 

Munk, F. 

Pyle, J. F. 

Univ. of Maryland Lib. 
Wyckoff, V. J. 


Emmitsburg 


Phillips, Hugh J., Lib., Mount 
St. Mary's Col. 
St. Joseph's Col. Lib. 


Frederick 
Reddick, O. I. 


Garrett Park 
Brown, G. T. 


Greenbelt 


Chavrid, V. D. 
La Macchia, F. R. 
Posniak, E. G. 


Hyattsville 


Colberg, M. R. 

Dockeray, J. C. 

Johnson, V. Webster, 4317 
Clagett Rd. 

Patzig, R. E. 

Powell, F. E. 

Robinson, M. E. 

Rollefson, A. M. 

Shirley, R. V. 

Van Sant, E. R. 


_ Kensington 
Horak, J. 


Mt. Rainier 


Atterberry, P. R. 
Blaser, A. F., Jr. 
Boner, J. R. 
Browne, M. S. 
Cooper, H. S. 
Elchibegoff, I. M. 
French, D. R. 
Meyrowitz, A. 
Miller, F. M. 
Mosak, J. L. 
Prewitt, R. A. 
Shiskin, J. 
Tomasevich, J. 
Weiner, L. 


North Chevy Chase 
Fishburn, J. T. 


Pikesville 
Cahn, F. B. a 


Riverdale 
Johnson, R. E. 


Rockville 


May, R. A. 
Redpath, J. M. 


Salisbury 
State Teachers Col. Lib. 


Silver Spring 
Anderson, L. M. 
Anderson, P. H. 
Andrus, J. R. 
Bacon, M. A. 
Barbash, J. 
Buchanan, A. 
Bukovsky, A. P. 
Dozier, H. D. 
Clorety, J. A., Jr. 
Gruen, B. A. 
Gruen, E. D. 
Hammer, M. 
Hasse, A. R. 
Hobbah, R. V. 
Johnson, B. L. 
Kelley, J. W. 
Kelso, H. 
Lehman, R. S. 
Livingston, S. M. 
Roller, G. H. 
Schaffner, P. P. 
Spiegel, H. R. 
Stapp, P. 
Stevenson, A, 
Turner, R. C. 
Wiliams, C. 


Spencerville 
Rosenfelt, M. 


Takoma Park 
Crook, W. H. 
Hogan, T, E. 
Jones, W. K. 
Meyer, C, H, 
Stein, H. 

Towson 
Maryland State Teachers Col. 

Lib, 

Trappe 

Leonard, N. H., Jr. 


Western Port 
Umstott, H. D. 


Westminster 
Western Maryland Col, Lib. 


Woodstock 


Hogan, W. T. 


MASSACHUSETTS 


Amherst 
Amherst Col. Lib. 
Chandler, L. V. 
Cole, C. W. 
Gamble, P. L. 
Lyon, H. 
Massachusetts State Col. Lib. 
Pettee, G. S. 
Rozman, D. 
Taylor, G. R. 


Auburndale 
Packard, R. M. 


Babson Park 


Babson Inst. Lib. 
Ford, C. W. 


Bedford 
Vaughn, J. A. 


Belmont 


Huse, C. P. 
Margolis, J. 
Redlich, F. L. 


Boston 


Abbott, C. C. 
Babson, P. T. 
Barloon, M. J. 
Bloomfield, D. 


_ Borden, N. H. 


Boston Athenaeum, 104 Beacon 
St. 

Boston Fiduciary and Research 
Associates, Mathematic Lab., 
50 Congress St. 

Boston Pub. Lib., Copley Sq. 

Boston Pub. Lib., Kirstein 
Bus. Lib., 20 City Hall Ave., 
Ist Fl. 

Boston Univ., Bus. Admin. 
Lib., 685 Commonwealth Ave. 

Boston Univ. Lib., Col. of Lib. 
Arts, 688 Boylston Ave. 

Bridgman, H. A. 

Bryant, E. S. 

Butters, J. K. 

Buzton, H. C., Jr. 

Cobb, W. C. 

Coit, C. G. 

Copeland, M. T. 

Crafts, P. C., Jr. 
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Dyer, L. A. 

F. W. Faxon Co., for Bibli- 
otheque Royale de Belgique, 
83 Francis St. 

Field, M. 

First Nat. Bank of Boston Lib., 
P. O. Box 2016 

Folts, F. E. 

Friedberg, M. 

Glover, J. D. 

Gordon, L. 

Gras, N. S. B. 

Hamilton, R. S. 

Hanson, A. W. 

Healy, J. J. 

Hosmer, W. A. 

Hovde, H. T. 

Hunt, B. C. 

Hunt, P. 

Hutchinson, K. D. 

Larson, H. M. 

Learned, E. P, 

Locke, H. D. 

Masson, R. L. 

Massachusetts State Lib., State 
House 

McDonough, C. A. 

McPherson, J. R. 

Meriam, R. S. 

Merrill, E. 

Myers, A. H. 

Neal, A. C. 

Nilsson, A. E. 

Northeastern Univ. Lib., 360 
Huntington Ave. 

Perkins, J. S. 

Raymond, R. L., Jr. 

Robbins, E. C. 

Ruggles, C. O. 

Sanders, T. H. 

Schlagenhauf, M. J. 

Selekman, B. M. 

Shute, J. 

Stmmons Col. Lib., 300 The 
Fenway 

Slichter, 5. H. 

Smith, D. T. 

Smith, G. A., Jr. 

Snider, J. L. 

Stark, W. R. 

Strange, R. H. 

Sutcliffe, W, G. 

Sweet, H. N. 

Teachers Col., Huntingion and 
Longwood Aves. 

Tosdal, H. R, 

Ullman, A. 

Welden, W. C. 

Wilson, E. B. 


Bradford 
Bradford Junior Col. Lib, 


Brewster 
Cist, F. 


Bridgewater 
Stale Teachers Col. Lib. 


Brocton 
Brocton Pub. Lib., Main St. 


Brookline 


Brown, D. V. 

Clemence, R. V. 

Eaves, L. 

Levitan, Leon, 861 W. Roxbury 
Pkwy. 

Ricardo, R. 


Cambridge 


Alexander, S. S. 

Bishop, R. L. 

Black, J. D. 

Bourne, W. N. 

Bright, A. A., Jr. 

Burbank, H. H. 

Canfield, A. J. 

Chamberlin, E. H. 

Cherington, C. R. 

Clark, E. 

Clarke, Stephen V. O., Harvard 
Univ., 34 Divinity Hall 

Cole, A. H. i 

Conant, L. 

Crum, W. L. 

Cunningham, W. J. 

Donham, W. B. 

Dunlop, J. T. 

Freeman, R. E. 

Frickey, E. 

Friedrich, C. J. 

Haberler, G. 

Haines, C. H. 

Hammer, R. B. 

Hansen, A. H. 

Harvard Col. Lib., Serials Div. 

Harvard Univ., Com. on Res. 
in the Soc. Sci., 38-40 Hol- 
yoke House 

Harvard Univ., Law School 
Lib. 

Hauge, G. S. 

Howard, J. A. 

Hyson, C. D. 

Jackson, D. C. 

Leontief, W. W. 

Lintner, J. 

Maclaurin, W. R. 


MacRae, D., Jr. 

Mason, E. S. 

Massachusetts Inst. of Tech., 
Massachusetis Ave. 

Mathur, Mukut V., 40 Claverly 
Hall 

McColm, G. T. 

Monroe, A. E. 

Morgan, J. T, 

Morgan, J. N. 

Myers, C. A. 

Ota, Tetsuo, Harvard Univ., 58 
Matthews Hall 

Petschek, Eric K., 198 Brattle 
St. 

Radcliffe Col. Lib. 

Rogers, B. A. 

Ruggles, C. G. 

Ruggles, R. 

Samuelson, P. A. 

Schumpeter, J. A. 

Spitzer, E. G. 

Sprague, O. M. W. 

Thresher, B. A. 

Tobin, J. 

Tucker, D. S. 

Vandermeulen, D. C, 

von Mering, O. O. 

Williams, J. H. 

Wilson, E. W. 

Wu, C. H. 


Charlestown 
Calder, P. R. 


Chestnut Hill 
Boston Col. Lib., Bus. School 
Foley, E. B. 
Segal, R. M. 
Concord 
Auld, G. P. 


Everett 


Di Venuti, À. 
F. E. Parlin Memorial Lib. 


Fall River 

Fall River Pub. Lib. 
Fitchburg 

State Teachers Col. Lib. 


Framingham 
Keir, J. 5. 


Gardner 
Muhlbach, W. F. 


Haverhill 
Havtrhill Pub. Lib, 
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Leominster 
Trafton, G. H. 


Lincoln 
Bliss, C. A. 


Mattapan 
Liberfarb, S. 


Medford 
Halm, G. 


` Middleboro 
Hance, W. D. 


_ Nantucket 
Dell, B. N. 


Needham 
Morss, N. 


Newton 
McKinley, S. J. 
Newton Free Lib. 
Ullian, F. S. 


Newtonville 
Kobbrock, J. P. 


Northampton 


Douglas, D. W. 
Faulkner, H, U. 
Feinn, B. A. 
Forbes Lib. 
Lowenthal, E. 
Lumpkin, K. D. 
Orton, W. A. 
Ross, S. C. 
Smith Col, Lib. 


Norton 
Hidy, M. E. 
Jennings, H, C. 
Wheaton Col. Lib. 


Roxbury 
Swift, P. E, 


Salem 


State Teachers Col. Lib., Loring 
Ave. 
Usher, A. P. 


Southbridge 
Haller, W., Jr. 
Parkinson, R. 


South Hadley 


Comstock, A. 
Gillim, M. H. s 


Hewes, A. 
Mount Holyoke Col. Lib. 


South Lancaster 


Allantic Union Col. Lib. 
Larimore, T. R. 


South Natick 
Smith, V. E. 


Springfield 
Lieson, W. A. 
Ronk, S. E. 
Springfield Col. Lib., 285 Hick- 
ory St. 
Wellman, H. C. 


Swift River 
Schultz, B. E. 


Tufts College 


Manly, L. F. 
Tufts Col. Lib. 


Waban 
Estabrook, V. T. 


Wakefield 


Belmore, C. W. 
Comins, H. N. 


Waltham 
Luce, R. 


Ware 


Dumas, Hermann A., 75 Pleas- 
ant St. 


Wayland 
Hubbard, J. C. 


Wellesley 


Freeman, E. S. 
Greig, G. B. 
Jenks, L. H. 
Killough, H. B. 
Killough, L. W. 
Smith, E. L. 
Smith, L. 
Wellesley Col. Lib, 


Wellesley Hills 
Babson, R. W. 
Elder, R. F. 
Peterson, N. E. 
Quirin, E. L. 
Williams, J. B. 


West Acton 
Harris, S. E. 


West Newton 


Crosby, G. R. 
Loomis, R. H. 


Weston 
McEwen, R. J. 


Weymouth 
Ivory, A. 


Williamstown 


Despres, E. 

Fox, B. 

McLaren, W. W. 
Smith, W. B. 
Williams Col. Lib. 


Winchester 
Jolley, E. O., Jr. 


Wollaston 
Rankin, A. F. 


Worcester 


Brandenburg, S. J. 

Clark Univ. Lib. 

Crompton, G. 

Dewey, F. H., Jr. 

Duffy, J. L. 

Erickson, R. A. 

Fisher, P. 

Holy Cross Col. Lib. 

Lucas, A. F. 

Lukens, S. J. 

Melder, F. E. 

Peragallo, E. 

Sharfman, N. 

Sharfman, §. 

State Teachers Col., 486 Chan- 
dler St. 

Worcester Free Pub. Lib., Main 
Lib., 12 Elm St. 

Worcester Poly. Inst. 


MICHIGAN 


Albion 


Albion Col. Lib. 
Terpenning, W. A. 


Alma 
Unstad, L. L. 


Ann Arbor 


Adams, J. P. 
Anderson, G. R. 
Bond, F. A. 
Briggs, R. P. 
Callis, H. G. 
Davisson, C. N. 
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Dickinson, Z. C. 
Elliott, M. 
Ford, R. S, 
Gilmartin, W. M. 
Griffin, C, E. 
Haber, W. 
Hoover, E, M., Jr. 
Jamison, C.L. 
Levinson, H. M. 
Palmer, W. B. 
Paster, I. 
Paton, W. A. 
Peierson, G. 5. 
Phelps, D. M. 
Pub. Lib., E. Huron and N. 
Thayer St, 
Remer, C. F. 
Riegel, J. W. 
Rodkey, R. G. 
Ryden, E. D. 
Sharfman, I. L. 
Staebler, N. 
Stevenson, R. A. 
Univ. of Michigan, Gen. Lib. 
Watkins, L. L. 


Berrien Springs 
MacMorland; R. B. 


Big Rapids 
Andersson, H. F. 


Dearborn 
Filie, F. A. 
Lundy, J. E. ` 


Detroit 


Anderson, K. 
Badger, R. E. 
Baker, O. P. 
Biggs, R. M. 
Caverly, H. L. 
Court, A. T. 
Detroit Pub. Lib., Woodward 
and Kirby Aves. 
Du Brul, S. M. 
Ekland, L. M. 
Fitzgerald, L. E. 
Freedman, A. M. 
Glover, Hugh, 15834 Gilchrist 
Henry, R. J. 
Howard, Sister J. M. 
Kirk, L. K. 
Landuyt, B. F. 
Levin, S. M. 
Long, T. G. 
Marcks, O. D. 
Miller, A. R. 
Pearson, Q. P. 


Perine, E. R. 

Perine, F. A. 

Rood, John R., 1231 Majestic 
Bldg. 

Seltzer, L. H, 

Stocker, N. R. 

Trozel, C. E. 

Univ. of Detroit Iib., Mc- 
Nichols Rd. ai Livernois 
Wayne Univ. Lib., 4841 Cass 

Ave. 
Wiener, R. J. 


East Lansing 
Cline, D. C. 
Dunford, C. S. 
Michigan State Col. Lib. 
O’Beirne, B. E. 
Segal, M. J. 
Wyngarden, H. J. 

Eau Claire 
Wendzel, J. T. 

Flint 
Baker, H. B. 
Flint Pub. Iib., E., Kearsley 

St. 

Stevens, G. D. 


Grand Rapids 


Grand Rapids Pub. Lib., Ref. 
Dept., Ryerson Lib. Bldg. 

Haas, F. J. 

Stang, Sister M. B. 


Grosse Pointe Park 
Stricker, A. K., Jr. 


Highland Park 
McGregor Pub. Lib. 


Hillsdale 


Hilisdale Col, Lib. 
Sherman, W. R. 


Holland 
Hope Col., Grave Lib. 
Horner, R. R. 
Holt 
Ross, A. M. 
Ross, J. N. 
Houghton 


Michigan Col. of Mining and 
Tech. Lib. 


Howell 
Dailey, D. M. 


Ironwood 
Erickson, A. E. 


Jackson 


Jackson Pub. Lib., 280 W. 
Michigan Ave. 

Junior Col. Lib., Wildwood 
Ave, 


Kalamazoo 
Bigelow, H. F. 
Cowherd, H. S. 
Kalamazoo Col., 

Memorial Lib. 
Moore, F. W. 
Western Michigan Col. of 

Educa. Lib. 


Mandelle 


Lansing 


Lansing Pub. Lib., 210 W. 
Shiawassee 
Michigan State Lib, 


Marquette 


Northern Michigan 
Educa. Lib. 


Mt. Pleasant 
Central Michigan Col. of Educa. 
Lib. 
Muskegon 


Hackley Pub. Lib., Periodical 
Rm., Webster Ave. at Third 
St. 


Col. of 


Nazareth 
Nazareth Col. 


Olivet 
Olivet Col. Lib. 


Orchard Lake 
St. Mary's Col. Lib. 


Owosso 
Owosso Pub, Lab. 


Romeo 
Edwards, W. O. 


Royal Oak 
Royal Oak Pub. Lib. 


Saginaw 
Hoyt Pub. Lib. 
Ypsilanti 


Michigan State Normal Col. 
Lib. 
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MINNESOTA 
Bemidji 
State Teachers Col. Lib, 


Collegeville 
St. John’s Univ. Lib. 


Crosby 
Independent School Dist. 51, 
Junior Col. 
Duluth 
Col. of St. Scholastica Lib. 


Duluth Junior Col., 44th Ave. 


W. and 4th St. 


Duluth Pub. Lib., Ist Ave. W. 


and 2nd St. 
Matteson, J. S. 
State Teachers Col. 


Excelsior 
Burns, M. R. 


Hibbing 
Hibbing Juntor Col, Lib. 


Le Sueur 
Jones, F. C. 


Mankato 


Mankato Free Pub. Lib. 
State Teachers Col. Lib. 


Minneapolis 
Albrecht, V. N. 
Anderson, W. 
Blakey, R. G. 
Boddy, F. M. 
Borak, A. 
Burgess, E. W. 
Canoyer, H. G. 
Chernick, J. 
Childs, F. E. 
Chrysler, R. 
Chute, A. H. 
Detlefsen, G.-R. 
Dreiman, L. S. 
Edmunds, S. W. 
Fed. Res. Bank of Minneapolis 

Lib., 9th Dist. 
Filipetti, G. 
Friedman, M. 
Garver, F. B. 
Giebink, G. G. 
Graves, R. A. 
Beaton, H. 
Jewett, R. B. 
Kozelka, R. L. 
Lindblom, C, E. e 


Litterer, O. F. 

Lunden, L. R. 

Marget, A. W. 

McCracken, D, 

McCracken, P. W. 

Minneapolis Pub. Lib., 10th 
and Henepin ‘Ave. 

Minneapolis Pub. Lib., Mu- 
nicipal Ref. and Bus. Br. 
508 Second Ave., S. 

Morgner, A. 

Mudgett, B. D. 

Myers, W. R. 

Nielsen, O. 

Nightingale, E. A. 

Nunn, W. L. 

Ostlund, H. J. 

Shybekay, D. 

Stehman, J. W. 

Taylor, A. E. 

Univ. of Minnesota Lib, 

Upgren, A. R. 

Vaile, R. S. 

Vance, L. L. 

Von Blon, Philip, 5112 Irving 
Ave., S. 

Wexman, J. K. 

Windhorst, R. B. 

Yoder, D. 


Moorhead 


Concordia Col. Lib. 
Hjelmstad, J. H. 


Northfield 
Bianchi, R. 
Carleton Col. Lib. 
Klaragard, S. 

St. Olaf Col. Lib. 


Rochester 


Rochester Junior Col. 
Coffman Bldg. 


' St. Cloud 
State Teachers Col. Lib. 


St. Paul 


Allsirom, H. W., Minnesota 
Mutual Life Ins, Co. 

Cavert, W. L. 

Col. of St. Catherine Lib, 

Col. of St. Thomas, Col. Lib. 

Dowell, A. A. 

Hamline Univ. Lib. 

Hardy, H. E. 

Heneman, H. G. 

Herbert, C. P. 


Lib., 


American Economic Association 


James Jerome Hill Ref. Lib. 

Houston, G, S. 

Jesness, O. B. 

Koller, E, F. 

Macalester Col. Lib. 

Minnesota Historical Soc. 

Minnesota Siate Law Lib., 
State Capitol 

St. Paul Pub. Lib., Order Dept., 
4th and Washington St 

Sielaff, T. J. 

Univ. of Minnesota Lib., Unto. 
Farm 

Waite, W. C. 

Young, F. A. 


St. Peter 

Gustavus Adolphus Col. Lib. 
Virginia 

Juntor Col. Lib. 

Moe, F. B. 


Winona 


Col. of Si. Teresa Lib. 
State Teachers Col. Lib, 
Woods, R. M. 


MISSISSIPPI 


Camp Shelby 
Mayer, T. 


Cleveland 


Delta State Teachers Col., Rob- 
erts Memorial Lib. 


Clinton 
Mississippi Col. Lib. 


Columbus 


Mississippi State Col. for Wom- 
en, J. C. Fant Lib., Box E, 
Col, Sta. 


Corinth 
McPeters, W. L. 


Hattiesburg 
Mississippi Southern Col. Lab. 


Jackson 
Millsaps Col., Carnegie Mill- 
saps Lib. 
Uhalt, A. H. 


Keesler Field 
Zittau, Put. Herbert, 42253138, 
Sg. R, Class 258, 3704 
BUAAF 
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Oxford 
Trumbull, W. P. 


State College 

Mississippi Agric. Exp. Sia. 
Lib. 

Mississippi State Col., 
Lab. 


Gen. 


University 


Brown, H. B., Jr. 
Univ. of Mississippi Lib. 


MISSOURI 


Boonville 


Kemper Military School Lib., 
3rd St. 


Clayton 


Clayton Pub. Lib., 10 N. Bemis- 
ton Ave. i 
Keim, A. G. 
Kline, H. B. 
Prentis, John, 449 Edgewood 
Dr. 


Columbia 
Briggs, R. J. 
Brown, H. G. 
Close, J. A. 

. Curtis, R. E. 
Hammar, C. H. 
Hartkemeier, H. P. 
Johnson, O. R. 

Scott, DR 

Stephens Col. Lib. 
Univ. of Missouri Lib. 
Whitney, R. C. 
Wood, E. 


Fayette 


Central Col. Lib. 
Puckett, E. P. 


Fulton 
Westminster Col. Lib. 


. Haytı 
Rankin, J. O. 


Jefferson City 
Lincoln Univ. Lib. 


Kansas City 


Bruner, N. 

Cady, E. L. 
Cassidy, W. J. 

Fed. Res. Bank Lib. 
Fisher, G. C. 


Hardy, C. O. 

Hodges, J. R. 

Kansas City Junior and Teach- 
ers Col. Lib., 3845 McGee St, 

Kansas City Pub. Lib., 9th and 
Locusts Sts. 

Koontz, H. D. 

Luhnow, H. W. 

Planting, M. P. 

Reinhardt, J. F. 

Rice, G. S., 7206 Jarboe 

Robb, T. B. 

Rockhurst Col. Lib., 5225 Troost 
Ave. 

Tow, C. W. 

Underhill, H. E. 

U. S. Dept. of Agric. Lib., 
Kansas City Sub-Br., 212 
W. 14th St. 

Univ. of Kansas City Lib., 
5100 Rockhill Rd. 


Kirksville 
Northeast Missouri State Teach- 
ers Col. 


Kirkwood 
Clevenger, C. H. 
Dauten, C. A. 

Jekel, O. H. 

Liberty 

William Jewell Col. Lib. 


Marshall 
Cable, J. R. 
Murrell Memorial Lab. 
Vieth, A. G., Jr. 
Maryville 
Lyons, J. A. 


Moberly 
Moberly Junior Col. Lib. 


Nevada 
Cottey Col. Lib. 


Parkville 
Park Col. Lib. 


Rolla 
Missouri School of Mines Lib. 


St. Charles 
Lindenwood Col, Lib. 


St. Joseph 
Higdon, E. T. 
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St. Louis 
Abbott, W. J., Jr. 
Anderson, C. J. 
Brown, L. C. 
Clemens, A. H. 
Coleman, G. W. 


. Curtis, L. S5. 


Dempsey, B. W. 

Edmiston, H. H. 

Fenimore, J. B. 

Gregory; W. L. 

Harris Teachers Col. Lib., 1517 
S. Theresa 

Hinman, A. G. 

Hochwald, W. 

Ischboldin, B. 

Jones, J. C., III 

Legan, W. E. 

Lippincott, I. 

Loeb, I. 

Maryville Col., 
Nebraska Ave. 

Mercantile Lib., 508 Locust St. 

Molano M., A. 

Neuhoff, R. R. 

Oakley, C. K. 

O'Neill, H. J. 

Pengler, K. E., Mississippi 
Valley Trust Co., Trust 
vale Invest. Div. 

Phelan, T 

Purdy, H. L. 

St. Louis Pub. Lib., Olive, 13th 
and 14th Sts. 

Stowe Teachers Col., 2619 Pen- 
dleton 

Thielecke, W. L. 

Waeltermann, J. J. 

Washington Univ. Lib., ‘Shinker 
and Lindell 

Wenzlick, R. 

Zempel, A. 


Meramec ard 


Sappington 
Sorkin, C. A. 


Springfield 
Southwest Missouri State Teach- 
ers Col. Lib. 


Tarkio 


McCollough, E. V. 
Tarkio Col. Lib. 


University City 
Boettler, H. F. 
Taylor, V. W. 
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Warrensburg 


Central Missouri State Teachers 
Col. Lib. 


Webster Groves 


Hauhart, W. F. 
Webster Col. Lib. 


Wentzville 
Jackson, J. R. 


MONTANA 


Bozeman 


Montana State Col. Lib. 
Parsons, O. A. 
Renne, R. R. 


Butte 
Thomas, R. L. 


Glendive 
Roberts, M. 


Havre 
Burnett, J. O. 


Helena 


Bruno, V. J. 
Carroll Col. Lib. 


Ismay 


Kelso, M. M., c/o Mackay and 
Mackay 


Missoula 
Ely, R. J. W. 
Smith, T. H. 
State Univ. of Montana Lib. 
Wolfard, J. A. 
Pablo 
Stimson, C. W. 


NEBRASKA 
Chadron 
Nebraska State Teachers Col. 
Lib. 
Crete 
Doane Col. Lib. 
Geneva 
Wilkins, Hugh F. 
Hastings 
Hastings Col. Lib. 


Lincoln 


Arndt, K. M. 
Bourne, R. M. 


Bullock, T. T. 

Clark, J. D. 

Crawford, R. P. 

Elliott, C. M. 

Filley, H. C. 

Hawkes, G. R. 

Hicks, C. M. 

Kennedy, C. J. 

Latta, M. C. 

Le Rossignol, J. E. 

Lincoln City Lib. 

Martin, O. R. 

McNeill, C. E. 

Robertson, L. 

Schmidt, E. B. 

Union Col. Lib., Col. View 
Sta. 

U. S. Dept. of Agric., Lincoln 
Br., Rudge and Guenzel Bldg. 

Univ. of Nebraska Lib. 

Virtue, G. O. 

Weeks, D. H. 


Omaha 


Begley, J. P. 

Crane, Roderic B., 
Omaha 

Creighton Univ. Lib. 

De Ford, J. F. 

Duchesme Col. Lib., 36th and 
Burt Sts. 

Lucas, J. W. 

Municipal Univ. of Omaka 

Omaha Pub. Lib., 19th and 
Harney Sts. 

Walsh, F. E. 


Scottsbluff 


Scottsbluff Junior Col., 19th and 
4th Ave. 


Unio. of 


Wayne . 
State Teachers Col. Lib. 


NEVADA 
Carson City 


Employment Security Dept., 
Capitol Annex Bldg. 


Reno 
Clark, W. E. 
Gordon, L. D. 
Palmer, W. S., Jr. 
Plumley, A. J. 
Univ. of Nevada Lid. 


NEW HAMPSHIRE 
Claremont 
Doody, F. S. 
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Concord 
New Hampshire State Lib. 


Dover 
Somers, R. H. 


Durham 


Degler, C. M. 

Smith, H. W. 

Univ. of New Hampshire, 
Hamilton Smith Lib. 

Woodruff, R. J. 


Hanover 


Bell, H. P. 
Cusick, J. 
Dankert, C. E. 
Dartmouth Col., Amos Tuck 
School Lib. 
Dartmouth Col. Lib. 
Duncombe, H. 
Feldman, H. 
Foster, L. O. 
Goodhue, E. W. 
Holben, R. E. 
Keir, M. 
Knight, B. W. 
Lindahl, M. L. 
Marx, D., Jr. 
McDonald, J. L. 
Olsen, H. 
Rice, L. P. 
Shaw, H. F. R. 
Sikes, E. R. 
Woodworth, G. W. 


Keene 


Arwe, H. C. 


Manchester 
Manchester City Lib. 


New London 
Colby Junior Col. Lib. 


Wilton Centre 
Sweezy, P. M. 


NEW JERSEY 


Allendale 
Foster, J. R. 


Bayonne 


Bayonne Free Pub. Lib., Ave. 
C and 31st St. 


Bloomfield 
Mayne, Alvin, 76 Brighton Ave. 
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Boonton 
Campbell, G. C. 


Bridgeton 
Flynn, O. R., Jr. 


Caldwell 
Caldwell Col. Lib. 


Chatham 
Anderson, R. E. 


Clifton 


Berkowitz, M. 
Mikoljon, S. J. 


Collingswood 
Everett, W. E. 


. Dumont 
Baker, N, H, 


East Newark 
Morosoff, S. P. 


East Orange 


Upsala Col. Lib., 339 Prospect 
St. 


Edgewater 
Andrews, B. R, 


Elizabeth 
Elizabeth Free Pub. Lab. 


Englewood 


Sanderson, Russell M., 292 Van 
Nostrand Ave. 
Turner, A. P. L., Jr. 


Fair Haven 
Moeller, C., Jr. 


Fair Lawn 
Van Antwerpen, F, J. 


Freehold 


Herrman, H. 


Gladstone 
Stewart, W. W. 


Glen Ridge 
Bestor, P. 
Hasbrouck, H. C. 
Kimberland, K. G. 


Harrison 
Swarthout, A. V. 


Highland Park 


Hopkins, F. W. 


Hillside 
Kiernan, C. J. 


Hoboken 


Barnwell, G. W. 
Bernheim, G. B. 

Lesser, A., Jr. 

Stevens Inst. of Tech. Lib. 


Irvington 
Eree Pub. Lib. 
Wilmot, W. V., Jr. 


Jersey City 


Jersey City Free Lib., 472—486 
Jersey Ave. 


Lawrenceville 
Hutner, F, C. o 


Leonia 


„Maurer, W. J. 


Otto, E. A. 
Sigsbee, R. A. 


Linden 
Burnstan, R. 


Madison 


Drew Univ. Lib., Brothers Col. 

Hughes, E. G. 

Montclair Free Pub. Lib., 
Church St. and Valley Rd. 

Schultz, R. 

State Teachers Col. Lib. 


Maplewood 
Bry, G. 


Montclair 
Foote, E. W. 
Herz, H. 
Kusik J. E. 
Robbins, C. 


Morristown 


Streeter, T. W. 
Watt, R. W. 


Newark 
Barnard, C. I. 
Burger, A. A. 
Business Br. of the Lib., 34 
Commerce St. 
Eppston, Harold A., 10 Custer 
Pi. 
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Finck, D. H. 

Flink, 5. 

Hagios, J. A. 

Klein, J. H. 

Neifeld, M. 

Neifeld, M. R. 

Pub. Lib., Periodical Lib., 5 
Washington St. 

Rhodes, E. E. 

Schickhaus, Edward, Fidelity 
Union Trust Co. 

Univ. of Newark Lib., 40 Rec- 
tor St. 


New Brunswick 


Agger, E. E. 
Bagley, E. S. 
Bagley, W. C., Jr. 
Gaum, C. G. 
Gideonse, M. 
Kastelansky, G. 5. 
Keller, H., Jr. 
New Jersey Col. for Women 
Lib. 
Rutgers Col. Lib. 
West, M. E. 


Nutley 
Zwanzig, O. E. 


Orange 
Bennett, P. A. 
Ehricke, K. N. 
Madden, A. C. 


Palisade 
Holthausen, D. M. 


Passate 
De Mott, J. P. 


Perth Amboy 
Perth Amboy Pub, Lib, 


Plainfield 


Holman, W. J., Jr. 
Sessler, M. J. 
Starkweather, L. P. 
Woolfson, A. P. 


Princeton 


Brown, J. D. 
Cadman, J. W., Jr. 
Clemen, R. A. 
Curran, K. J. 
Duncan, A. J. 
Earle, E. M. 
Fetter, F. A. 
Forward, K. A. 
Gobdenweiser, E. A. 
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Graham, F. D. 
Hilgerdt, F. 
Howard, S. E. 
Jefferis, R. P., Jr. 
Lester, R. A. 
Loveday, A. 
Lutz, F. A. 
Lutz, H. L. 
Marburg, T. F. 
McCabe, D. A. 
MclIsaac, A. M. 
Mendez M., J. A. 
Miller, S. M. 
Morehouse, E. W. 
Morgenstern, O. 
Mui, K. C. 
Nurkse, R. 
Plum, L. V. 
Princeton Univ. Lib. 
Riefler, D. B. 
Riefler, W. W. 
Rosenborg, A. 
Sametz, Arnold W., 184 Grad. 
Col. 
Smith, J. G. 
Strayer, P. J. 
Weinstein, A. S. 
Wood, R. H. 


Ridgewood 


Dix, S. M. 

G. L. Pease Memorial Lab, 

Hartogensis, A. M. 

Majewski, Louis J., 363 Down 
St. 

Mosconi, D. L. 


Ringoes 
Henssler, Frederick W., Pine 
Twig Farm, R.D. 


Roselle Park 
Fulton, W. G. 


Rutherford 
Sinsabaugh, R. W. 


Short Hills 
Tuttle, P. M. 


South Orange 


Badgley, L. D. 
Stiefel, C, F. 


Summit 
Hiatt, A. 


Tenafly 
Nolan, R. F. dj 


Trenton 


Dirlam, J. B. 

Larrabee, R. A. 

New Jersey State Lib. 
Nicolaysen, A. G. 

Rider Col., Moore Gill Lib. 
State Teachers Col. Lib. 
Trenton Free Pub. Lib. 


Upper Montclair 


Atkins, P. M. 
Glover, C. A. 
Labastille, E. M. 
Reynolds, T. J. 


Ventnor 


Daoud, Louis J., 106 S. Oxford 
Ave. 


/ 


Vernona 
Hubbard, J. B. 


Washington 
Schlink, F. J. t 


Weehawken 


Cromwell, James H. R., 25 
Kingswood Rd. 


Westfield 


Anderson, D. F. 
Goebel, R. H., Jr. 
Taylor, A. W. 
Tucker, R. S. 


Wyckoff 
Ennis, W. D. 


NEW MEXICO 


Albuquerque 


Linder, R. L. 

Obering, W. F. 

Sorrell, V. G. 

U. S. Dept. of Agric., Albu- 
querque Br., Box 1348 

Univ. of New Mexico Lib. 

Wernette, J. P. 


Portales 
Eastern New Mexico Col. 


Santa Fe 
Kelly, A. W. 
NEW YORK 


Albany 
Bucknam, R. F. 


` Davenport, D. H. 


American Economic Association 


Ficek, K, F. 

Fleming, R. D. 

Gordman, H. S. 

Kilduff, V. R. 

New York State Lib., State 
Educa. Bldg. 

Slate of New York, Div. of 
Com., State Office Bldg., Rm. 
204 


Alfred 
Alfred Univ, Lib. 


Amenia 
Spingarn, E. D. W. 


Annandale-on-Hudson 


Bard Col. Lib. 
Sturmthal, A. F. 


Auburndale 
O’Neil, J. J. 


_ Aurora 
Davis, J. S. 
Magee, M. A. 
Weld, W. E. 
Wells Col. Lid, 


Bayside 
Kapp, K. W. 


Bedford Hills 
Angus, W. N. 


Bellerose 
Spahr, W. E. 


Big Flats 
Smith, H. M. 


Bronxville 


Comstock, E. G. 

Davis, A. W., 61 Beechmont 
Ave. 

Hayes, S. P., Jr. 

Latour, C. C. 

Mortenson, W. P. 

Northrup, H. R. 

Sarah Lawrence Col. Lib. 

Tredwell, Thomas A., 16 Crows 
Nest Rd. 


Brooklyn 


Aries, R. S. 

Auerbach, S. J. 

Backman, J. 

Beale, John W., 151 Amity St. 
Belzak, C. T. 

Bold, E. 
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Bolden, N. R. 

Bookbinder, A. I. A. 

Bornemann, A, 

Brooklyn Col. Lib., Periodical 
Diy., Bedford Ave. and Ave. 
H 

Brooklyn Pub. Iib., Central 
Service, Grand Army Plaza 

Brooklyn Pub. Lib., Montague 
Br., 197 Montague St. 

Bur. of Libraries, Bd. of Educa., 
110 Livingston St. 

Burnside, M. 

Calmus, H. S. 

Cave, R. A. 

Cohen, E. 

Cohen, Hannah L. 

Cohen, Harry L. 

Colvin, W. 

Corbett, J. F. 

Dannenberg, F. M. 

Diamond, H. S. 

Diamond, P. M. 

Dworetsky, J. H. 

Eisenberg, W. L, 

Eucharia, Sister M. ` 

Finley, J. W. 

Ginsberg, S. 

Glassman, A. R. 

Glassman, $. 

Goldwater, M. 

Gordon, J. 

Grey, C. K. 

Griffin, J. I. 

Hawkins, E. D. 

Herschman, O. 

Himmelfarb, M. 

Hirsch, M. L. 

Hirshleifer, Jack, 789 St. Marks 
Ave., Apt. 3C 

Hopkins, RuithG., 1821 E 15th 
St. 

Isserow, M. 

Jacobson, S. 

Kopelman, V. W.. 

Korey, E. L. 

Kravitz, B. 

Kravitz, H. 

Laidler, H. W. 

Levine, A. J. 

Levitan, S. 

Lipsky, D. 

Lipstein, B. 

Loft, J. 

Lopata, S. 

Lutzker, S. 

Marcus, E. 

Max, W, D. 

McComas, F. W., Jr. 


' McKenzie, B. V. 


McKenzie, L. W., Jr. 

Miller, Edward E., 575 Ocean 
Pkwy. 

Norton, J. R. 

Pomerantz, 5. I. 

Proti Inst, Lib. 

Reierson, R. L. 

Rosen, G. 

Rudolph, L. M. 

Ruhmer, O. E. M. 

St. John’s Univ. Lib., 75 Lewis 
Ave. 

St. Joseph Col. for Women Lib., 
265 Clinton Ave. 

Sandale, A. G. 

Sarnoff, M. M. 

Schneider, L. G. 

Seligman, B. B. 

Shlakman, V. 

Shuloff, E. H. 

Simons, A. M. 

Simons, M. W. 

Singer, I. L. 

Solomon, M. J. 

Stein, H. 

Stevens, M. S. 

Wallace, G. S., Jr. 

Weinberg, Morton, 349 Crown 
St. 

Weitz, L. 

Willet, E. F. 

Wohl, P. R. 

Wolfort, R. E. | 

Wolfson, T. 

Young, E. R. 

Zunder, R. D. F. 


Buffalo 


Blessing, N. W., 90 Pomona 
PI. 

Brumbaugh, M. A. 

Bufalo Pub. Lib., Order Dept. 

Chambers, R. 

Fichtner, C. C. 

Froman, L. A. 

Grosvenor Lib. 

Joseph, Sister 

McGarry, E. D. 

Mitchell, J. M. 

Puffer, C. E. 

Schabacker, E. Edgar, Jr., 46 
Berkley Pl. 

Shea, J. L. 

Somers, H. M.. 

Tzelzo, Fadro, 34 Bidwell 
Pkwy. 

Univ. of Buffalo Lib., 3399 
Main St. 


Bullville 
Eisenberg, G. G. 


Campbell Hall 


Burns, A. R. 
Burns, E. M. 


Canton 


Delaplane, W. H. 
Pasel, L. 
St, Lawrence Unio. Lib, 


Chappaqua 
Weber, C. J. 
West, R. R. 

Clinton 
Hamilton Col. 
Patton, F. L. 

Cobleskill 
Hess, R. H. 


Cornwall 
Moore, H. L. 


Crompond 
Valenstein, C. 


Delmar 
Armstrong, C. M. 
Gillett, R. L. 

Dewitt 
Baysinger, R. H. 


Dobbs Ferry 
Person, H. S. 


Douglas Manor 
Dinic, C. J. 
O’Shea, V. J. 


Douglaston 
Jones, T. C. 


King, W. I. 
East Rochester 
Karger, J. 


Elmhurst 
Bricault, G. A. 


Elmira 


Bernt, H. H. 
Elmira Col. Lib. 


Endicott 
Galpreath, C. E. 
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Fishkill 
Peters, I. L. 


Flora} Park 
Neisser, H. P. 


Flushing 


Alden, L. A. - 
Queens Col. Eib., Serials Div, 


Forest Hills 


Baer, W. 

Bagwell, I. L. 

Berman, M. C. 

Bing, R. A. 

Cartinhour, G. T. 

Fergenson, M. C. 

Innes, J. W. 

Podea, T., 69 Dartmouth St., 
L.I. 

Reimann, G. 


Freeport 
Harrigan, A. W., Jr. 


Garden City 


Adelphi Col, Lib. 
Baumert, W. A. 
Kemp, A. 
McCrea, R. C. 
Symons, J. H. 


Geneya 
Hobari Col. Lib. 


Great Hills 
Dameron, W. R. 


Great Neck 


Gideonse, H. D. : 


Mayer, L. K. 
Paris, J. D. 


Greenport 
Fordham, H. 


Groton 
Blanchard, J. D. 


Hamilton 


Bancroft, E. C. 
Behrendt, R. F. W. 
Farnsworth, F. A., Jr. 
Kessler, W. C. 
Shortliffe, J. M. 


Harrison 


Scheyhing, H. K., Pleasant 
Ridge Ra. ° 


Hartsdale 
Stewart, B. M. 


Hempstead 


Hofstra Col. of New York, 
Unis, Lib., E. Fulton Ave. 

Morson, W. T. 

Truitt, G. 


Hicksville 
Galloway, L. J. 


Houghton 


Houghton Col., Willard Hough- 
ton Memorial Lib. 
Shea, J. W. 


Hudson 
Hathaway, F. R. 


Hyde Park 
Morgan, G. 


Indian Lake 
Hutchins, Vernon B. 


Irvington 
Couper, W. J. 


Ithaca 


Adams, G. P., Jr. 
Aikin, A. M. 
Canon, H. 
Cornell Univ, Lab. 
Day, E. B. 
Dickerson, Frank S., 311 Hud- 
son St. 
Einaudi, L. 
English, D. 
Ferguson, R. H, 
Garrett, S, S. 
Harper, F. A. 
Homan, P. T. 
Hutchins, J. G. B. 
Kendrick, M. S. 
Meek, H. B. 
Montgomery, R. E. 
Neufeld, M. F. 
New York State Col. of Agric., 
Agric. Econ, Lib. 
O’Leary, P. M. 
Pritchett, W. M. 
Reed, H. L. 
Southard, F. A., Jr. 
Weaver, D. V. 
Willcox, W. F. 
Knaf, H. G. 
Marx, W. 


American Economic Association 


Sheppard, R. C. S, 


Jackson Heights 


Grosse, R. N. 

Hanley, Walter, 37-34 84th St., 
L.I. 

Torres, J. G. 


Jamaica 


Holland, Daniel M., 641-07 
86th Rd. 

Kemp, F. B. 

Queens Borough Pub, Lib., Pe- 
riodicals Div., 89-14 Parsons 
Blod. 


Katonah 
Wood, R. C. 


Keuka Park 
Langer, H. C., Jr. 


Larchmont 


Hart, M. I. 
Hoyt, H. 
Severson, H. L. 
Stempf, V. H. 


Long Island City 
de Arrieta, Juan, 4115 Fiftieth 
Ave. 
Garvy, G. 
Lynn, F. L. 
Loudonville 
Siena Col, Lib. 


Lynbrook 
Serey, E. J. 


Malba 
Drutzu, S. T. 


Malverne 
Schneider, J. H., Jr. 


Mamaroneck 
Bryan, R. F. 


Manhasset 
Phipps, I. R. 


Mt. Kisco 
Blake, E. M. 


Mt. Vernon 


Cullen, J. A. 
Mi. Vernon Pub. Lib. 
Nagelberg, M. S. 
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Slavin, Simon, Mt. Vernon 
Y.M.H.A., 30 N. 10th Si. 
Stiller, Jesse, 7 Lexington Ave, 


New Brighton 
Smith, H. L. H. 


Newburgh 
Desmond, T. C. 


New Paltz 
State Teachers Col, Lib. 


New Rochelle 


Bradford, E. S. 

Col. of New Rochelle Lib. 
Hotchkiss, H. D. 
Thomson, D. L. 
Roswell, D. 5. 

Rukeyser, M. S. 


New York City 


Adler, H. A. 

American Inst. of Accountants, 
13 E. 41st St. 

American Investors Union, 10 
E. 40th St. 

American Petroleum Industries 
Com., 50 W. 50th Si. 

American Tel. and Tel. Co., 
Gen. Lib., 195 Broadway, 
Rm. 2440 

Amtorg Trading Corp., Econ. 
Dept., 210 Madison Ave. 

Anderson, C. D, 

Anderson, T. J. 

Andrew, S. L. 

Andrews, P. R. 

Angell, J. W. 

Armstrong, R. H. 

Arnold, A. Z. 

Asofsky, A.A. 

Aul, H. E. 

Australian Misston to the 
United Nations, Empire 
State Bldg., Rm. 4510 

Bachelor, R. W. 

Bader, L. 

Bailer, L. H. 

Baker, E, F. 

Ball, J. O. 

Bankers Trust Co. Lib., 16 
Wall St. 

Barker, C. 

Barkin, S. 

Barnard Col. Lib., Columbia 
Univ. 

Barnes, L. 

Barr, P. 

Barrett, J. L. 


Baruch, B. M. 

Basch, A. 

Bass, L. W. 

Bates, E. W. 

Bauer, C. C, 

Bauer, J. 

Beblow, R. R., Jr. 

Belcher, D. R. 

Beli, J. C. 

Beller, W. C. 

Benjamin, H. 

Bennion, E. G. 

Bergauer, E. A., 47 W. 76th 
St. 

Bernhard, Arnold, 350 Madison 
Ave. 

Berridge, W. A. 

Bigelow, K. W. 

Bing, A. M. 

Black, A. G. 

Blanchard, R. H. 

Bloomfield, A, I. 

Bober, W. C. 

Bogart, E. L. 

Bogen, J. I. 

Bonbright, J. C. 

Boudin, L. B. 

Bouteron, Marcel, c/o M. 


Claude Levi-Strauss, Cul- 
tural Adviser to French 
Embassy, 934 Fifth Ave. 

Bowen, H. R. 

Brazilian Gov. Trade Bur., 551 
Fifth Ave. 

Brickner, A. 

Brissenden, P. F. 

Browder, Earl, Distributors 


Guide, 55 W. 42nd St., Rm. 
702 

Brown, L. H. 

Brown, Fii O. 

Brown, M. V. 

Brush, W. S. 

Burgess, R. W. 

Burgess, W. R. 

Burns, A. F. 

Burrill, C. L. 

Burstein, H. 

Bushey, J. H. ’ 

Bussing, I, 

Buttenheim, H. S. 

Byrnes, Arthur, 4067 95th St., 
Elmhurst 

Caine, W. E. 

Calhoun, C. P. 

Calkins, R. D, 

Carey, R. L. 

Carl M. Loeb, Rhoades and Co., 
61 Broadway 
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Carpenter, W. M. 

Carr, H. C. 

Carroll, J. M. 

Center, C. C. 

Cevallos, B. 

Chaikan, I. B. 

Chandrasekhar, S. 

Chapman, J. M. 

Chase Nat, Bank Lib., Pine 
St. Corner of Nassau 

Chen, H. H. C. 

Chenault, L, R. 

Cheney, R. A. 

Cherniack, N. 

Chia, Tsikong, c/o Bank of 
China, 40 Wall St. 

Chinese Ministry of Educa., 
c/o Universal Trading Corp., 
630 Fifth Ave. 

Chingos, E. G. 

Chinlund, E. F. 

Chow, H. M. 

Clark, E. 

Clark, H. F. 

Clough, S. B. 

Cogen, C. 

Cohan, A. B. 

Cohen, F. 

Cohen, J. B. 

Cohen, S. L. 

Coit, E. G. 

Coleman, F. B. T. 

Colen, D. J. 

Colgan, V. E. 

Colin, D. H. 

Col. of the Ciiy of New York, 
School of Bus. Lib., 17 Lex- 
inglon Ave. 

Col. of the City of New York 
Lib., Convent Ave. and 139th 
St. 

Col. of the Sacred Heart Lib., 
Manhattanville, Convent Ave. 
and 133rd St. 

Colton S. B. 

Columbia Univ., Bus. Lib., 
114th St. and Broadway 

Columbia Univ. Book Store, 
2960 Broadway 

Columbia Univ. Libraries, Ac- 
quisitions Dept., South Hall 

Consolidated Edison Co. of 
N. Y. Lib., 4 Irving PL, 
Rm. 16508 

Cooney, William P., 101 W. 
Ith St. 

Cooper Union Lib. 

Cortney, P. 

Cotton, T. L. 
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Cowdrick, E. S. 
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Creswell, C. F. 

Crowder, W. F. 

Croxton, F. E. 
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Dahlberg, A. O. 

Dale, E. 

Daugherty, C. R. 

Davey, H. W. 

Davidson, C., Jr. 
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C.I.0., 100 W. 42nd St. 
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Davis, W. C. 

Dean, W. H. 

de Capriles, M. A. 

De Castro-Barberena, M. 

de Dioszegh, R. K. 

de Forest, C. M. 

de Vegh, I. 

Dewey, F. A. 

Dewhurst, J. F. 

Dieckmann, A. 

Dimmler, G. F. 

Dingol, S. 

Dobrovolsky, S. P. 

Dodd, D. L. 

Donald, W. J. A. 

Dorfman, J. 

Dressler, B. G. 

Dubois, C., Time, Inc., Time 
and Life Bldg., Rockefeller 
Center 

Duffy, J. F., Jr. 

Dun and Bradstreet, Inc., 290 
Broadway 

Durand, D. 

E. F. Hutton and Co., 61 

-  - Broadway 

Eastwood, R. P. 

Econometric Inst., 500 Fifth 
Ave. 

Econ., Fin., and Shipping 
Mission of the Kingdom of 
the Netheriands, 25 Broad- 
wav, Rm. 1128 

Eddy, N. H. 

Edie, L. D. 

Effinger, R. C. 

Efron, Alexander, Nat. Safety 
Bank and Trust Co., 1384 
Broadway 

Egand, L. M. 

Egherman, H. M, 

Ehrhorn, O. W. e 
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Ehrlich, O. H. 

Elbert, George A., 430 E. 86th 
St 

Eldean, F. A. 

Eliot, C. 

Empire Trust Co. Lib., P. O. 
Box 28, Wall St. Sta. 

Engers, J. F. 

Eskildson, H. N. 

Evans, R. F. 

Fabricant, 5. 

Fackler, C. W. 

Fain, E. 

Fairchild Publications Lib., 8 
E. 13th St. 

Fed. Res. Bank of N. Y., Ref. 
Lib., Fed. Res. Sta. 

Felde, L. S. 

Ferber, R. 

Ferrin, D. H. 

Fertig, Lawrence, Lawrence 
Fertig and Co., 149 Madison 


Field, M. 

Finnegan, J, H. 

Firth, N. C. 

Fischer, H. S. 

Fisher, B. 

Fisher, E. M. 

Fitch, J. A. 

Fitch, L. C. 

Fitzgerald, G. 

Florinsky, M. T. 

Fiynn, J. T. i 

Fordham Univ. Lib., Grad. 
Dept., Fordham Rd. 

Fordham Univ. Lib., School of 
Educa., 320 Broadway 

Forkosch, M. D. 

Fortune Lib., Empire State 
Bldg., 350 Fifih Ave. 

Foster, M, B. 

Four Continent Book Corp., 253 
Fifth Ave. 

Fox, D. G. 

France-Presse News Agency, 
11 W. 42nd St. 

Francis, Brother C. 

French Commercial Counselor, 
595 Madison Ave. 

Friedman, E. M. 

Friedman, H. G. 

Fuller, Henry, Houghton 
Mifflin Co., 432 Fourth Ave. 

Gainsbrugh, M. R. 

Galbraith, J. K. 

Galenson, W. 

Gamser, H. G. 
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Garbuny, 8. 

Gardner, F. I. 

Gardner, H. R, 

Gastaldo, J. F. 

Gayer, A. D. 

General Foods Corp., 250 Park 
Ave, 

General Motors Corp., Dept. of 
Pub, Rela. Lib., 1775 Broad- 
way, Rm. 1409 

George S. Armstrong and Co., 52 
Wall St. 

Gerstenberg, C. W. 

Gettell, E. B. 

Gettel, R. G. 

Gifford, W. S. 

Ginzberg, E. 

Girard, R. A. 

Girdner, William, Melville Shoe 
Corp., 25 W. 43rd St. 

Gitelson, M. L. 

Givens, M. B. 

Glade, F. H. 

Glasser, I. 

Glenn, J. M. 

Goetz, J. H. 

Goldberg, R. 

Goldsen, J. M. 

Gomberg, W. 

Goodrich, C, 

Gooze, S. P. 
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Gorski, R. von 5. 

Gostomski, A. 
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Grady, E. H. 

Graham, B. 

Graham, T. B. 

Gray, R. H. 

Greenspan, B. 

Greenway, J. C. 

Grey, A. 

Grunberg, E. 

Guaranty Trust Co. of N.Y., 
Ref. Lib., 140 Broadway 

Guardian Life Ins. Co., 50 
Union Sq. 

Gumperz, J. 

Gunnarson, A. B. 

Gunz, M. K. 

Guzik, L. 

Gwaltney, B. 

Haagens, Gerard E., 597 Fifth 
Ave, 

Hacker, L. M. 

Hahn, L. A. 

Haig, R. M, 

Hale, R, L. 

Hall, S. M. 
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Hamilton, E. P. 

Haney, L. H. 

Hard, William, Hotel Gotham, 
55th and Fifth Ave. 

Harrison, S. M. 

Harriss, C. L. 

Hart, L. 

Hartley, E. F. 

Hayden, William M., Ana- 
conda Copper Mining Co., 25 
Broadway, Rm. 2157 

Hazlitt, H. 

Hefferman, M. C. 

Heilperin, M. A. 

Heinemann, H. 

Heiner, R. Graham, Wright, 
Gordon, Zachry, Parlin, and 
Cahill, 63 Wall St. 

Henderson, L. G. 

Henig, H. 

Hersey, M. L. 

Hershman, C. 

Herson, R. J. L. 

Hickman, W. B. 

Hirsch, E. 

Hirsch, J. 

Hitchens, P. T., Nat. For. 
Trade Coun., 26 Beaver St. 

Hoeniger, H. 

Hohé, H. G. 

Hoisington, E. C. 

Hoisington, F. R., Jr. 

Holden, A. C. 

Hollander, L. R. 

Hopkins, K. B. 

Horner, S. L. 

Horsch, A. C, 

Hotchkiss, G. B. 

Hottenstein, M. S. 

Howard, M. C, 

Hu, T. Y. 

Huber, M. L. 

Hughes, J. F. 

Hunt, S. B. 

Hunter Col. Lib., 695 Park Ave. 
Huntington Free Lib. and Read- 
ing Rm., 9 Westchester Sq. 

Hurlin, R. G. 

Hutcheson, H. H. 

Hutchinson, W. J., Int. Nickel 
Co., 67 Wall St. f 

Impellizzeri, J. S.. 

Inst. of Pub. Admin. Lib., 684 
Park Are. 

Irwin, W. A. 

Isserman, Abraham J., 10 E. 
40th St. 

Jacobs, A. T.. 

Jameson, M. E. 


Jefferson School of Soc. Set. 
Lib., 575 Sixth Ave. 

Jensen, C. P. N. 

Jervey, H. W., Columbia Univ., 
Kent Hall 

Jesse, H. C. 

Johnson, A. 

Joseph, Sylvan L., 730 Fifth 
Ave., Rm. 2501 

Kagan, L. B. 

Kahler, A. 

Kahn, I. 

Kalb, J. 

Kalb, S. 

Kaltenborn, H. S. 

Kantor, A. G. 

Kantor, H. S. 

Karelsen, E, A, 

Katz, N. 

Kaufman, A. 

Keezer, D. M. 

Kelley, N. 

Kendikian, A. S. 


~ Kerestesy, K. 


Kisselgoff, A. L. 

Kjellstrom, E. T. H. 

Klein, J. J. 

Klein, P. 

Klingenstein, J. 

Klopstock, F. H. 

Knauth, O. W. 

Kneip, Herman S., 433 W. 
34th St. 

Knowles,'J. W. 

Kolchin, M. 

Korican, O. H. 

Kramer, L. 

Kuhns, W. R. 

Kushner, E. A. 

Labor Res. Assoc., 80 E. lith 
St. 

Lamont, T. W. 

Landman, J. H. 

Landry, R. J. 

Lang, F. 

Langer, F. G. 

Langmuir, D. 

Laurence M. Marks and Co., 49 
Wall St. 

Lauter, S. 

Lauterbach, A. 

Leffingwell, R. C. 

Lefker, H. 

Lehman Corp, Lib., 1 S. Wil- 
liam St. 

Leiter, R. D. 

Lerager, A. J. 

Lerner, A. P. 

Leslie, G. A. 
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Leven, S. 

Levin, M. J. 

Levin, N. W. 

Levy, 5. 

Lewis, C. 

Lewis, M. S. 

Lewisohn, S. A. 

Lindsay, S. M. 

Link, R. G. 

Lipkowitz, I, 

Lissner, W. 

Locy, Eleanor, 307 W. 79th St., 
No. 1041 

Lonigan, E. 

Lough, W. H. 

Louis, N. 

Love, R. A. 

Loverdos, A, 

Lowe, A. 

Lurié, S. 

Lynd, R. S. 

Lyne, J. G. 

Macaulay, F. R. 

MacDonald, J. Carlisle, U. S. 
Steel Corp., 71 Broadway, 
Rm. 1910 

MacDonald, L. 

Mack, R. P. 

MacKenzie, T. F. 

MacMurphey, R. H. 

Madden, J. T. 

Madison, E., 135 E. 42nd St., 
Rm. 1920 

Magee, J. D. 

Mager, Harold, 509 W. 112th 
St. 

Maloti, E. O. 

Malott, E. O., Jr. 

Maltbie, M. R. 

Marion Harper Associates, 
Inc., 274 Madison Ave. 

Marsh, D. B. 

Marshall, G. 

Martin, J. L. 

Mateyo, G. K. 

May, G. O. 

May, S. . 

McClelland, M. E. 

McDonald, R. W. 

McGinley, J. J. 

McGraw-Hill Pub. Co., Bus. 
W. Clipping Bur., 330 W. 
42nd St. 

McKenna, J. M., Western 
Union Tel. Co., 60 Hudson 
St. 

Meehiing, C. F. 

Meek, W. T. 

Memnis, E. A. 
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Merchant, E. O. 

Metropolitan Life Ins. Co., 
Bus. Res, Bur., 1 Madison 
Ave. 

Metropolitan Life Ins. Co. Lib., 
I Madison Ave. 

Micoleau, H. L. 

Millard, M. 

Miller, H. S. 

Miller, S. L. 

Mills, F. C. 

Mises, L. 

Mitchell, W., Jr. 

Mitchell, W. C. 

Molodovsky, N. 

Montague, G. H. 

Moore, O, E. 

Morgan, O. S. 

Morton, J. E. 

Muller, C. 

Municipal Ref. Eib., 
Municipal Bldg. 

Muntz, E. E. 

Murchison, C. T. 

Murphy, M. E. 

Nadler, M. 

Nason, T. S. 

Nathan, O. 

Nat, Asso. of Manufacturers 
Lib., 14 W. 49th St. 

Nat. Bur. of Econ, Res., Hil- 
side, W. 254th St. and Inde- 
pendence Ave. 

Nat. Bur. of Econ. Res., 1819 
Broadway 

Nat. Coat and Suit Industry 
Recovery Bd., 450 Seventh 
Ave. 

Nat. Resources Commission of 
China, For. Trade Office, 40 
Wall St., Rm. 1530 

Nat. Resources Commission of 
Chine Lib., 111 Broadway 

Nelson, E. E. 

Nelson, G. J. 

Netherlands Gov. Commission 
for Scientific Documentation 
Depository Lib., 235 E. 38th 
St 
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Netherlands Gov. East Indies, 
c/o G. E. Stechert and Co., 
31 E. 10th St. 

Neumann, B. R. 

Newsweek, Librarian, 152 W. 
42nd St. 

New York Life Ins. Co. Lib., 
51 Madison Ave., Rm. 1504 
New York Pub. Iib., Fifth 

Ave. and 42nd St. e 


New York Stock Exch. Lib., 
I4th FI., 11 Wall St. 

New York Univ., School of 
Com., Accts., and Fin. Lib., 
Waskington Sq. 

New York Univ., Washington 
Square Lib., Washington Sq. 

New York Univ. Lib., 90 Trin- 
ity Pl. 

Norton, T. L. 

Novotny, E. K. 

Noyes, C. R. 

Nugent, R. 

Nystrom, P. H. 

O’Connell, D. W. 

Oehlert, B., Jr. 

OWI, Teresa Karch, 224 W. 
47th St. 

Ohsol, J. G. 

Opton, I. B. 

Orchard, J. E. 

Oriand, Mrs. 
Bank St. 

Otte, H. F. 

Paolozzi, Mrs. A. S., 14 E. 
60th St. 

Parker, S. S. 

Parrott, D. 

Patterson, J. H. 

Pearce, C. A. 

Pekelis, A. 

Pelz, E. J. 

Percus, P. M. 

Peros, George, 349 E. 53rd St. 

Perreten, P. H. 

Piest, Oskar, 121 W. 72nd St. 

Pitigliani, F. R. 

Pogue, J. E. 

Pollock, F. 

Poole, E. W. 

Port of N. Y. Authority, 111 
bth Ave., Rm. 1545 

Porter, M. 

Powell, L. M. 

Preinreich, G. A. D. 

Prime, J. H. 

Public Affairs Com., Inc., 68 
W. 45th St. 

Quirk, C. B. 

Ransom, W. L. 

Rautenstrauch, W. 

Read, G. J. 

Read, L. E. 

Reber, H. J. 

Reich, J. 

Reich, N. 

Reid, James M., Harcourt, 
Brace and Co., 383 Madison 
Ave. 
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Reinharde, H. 

Res. Inst. of America Lib., 292 
Madison Ave., 24th Fl. 

Reynolds, W. A. 

Richards, H. P. 

Richardson, J. ff. 

Riddle, J. H. 

Robbins, D. 

Roberts, G. B. 

Roberts, H. V. 

Roberts, V. E. 

Robey, R. W. 

Robinson, D. E. 

Robinson, L. R. 

Roelse, H. V. 

Rolph, J. G. 

Roos, C. F. 

Rosa, R. 

Rosen, M. 

Rosensweig, David, 2070 Grand 
Concourse 

Rosenthal, R. L. 

Ross, H. A. 

Rothbard, M. N. 

Rundschau Sec., Pub. Serv. 
Div., Dept. of State, 224 W. 
57th Si. 

Rusby, P. 

Russell Sage Found. Lib., 130 
E. 22nd St. 

Russell, S. A. 

Sachs, A. 

Sacks, S. 

Sakolski, A. M. 

Salant, A. B. 

Saletan, A. L. 

Salinger, J. 

Sargent, N. 

Salten, Norma, 347 E. 17th St. 

Saulnier, R. J. 

Saxton, P. W. 

Schiff, M. 

Scholastic, 220 E. 42nd St. 

Schramm, J. E. 

Schubart, W. H. 

Schuller, G. J. 

Schultz, R. S., OI 

Schulz, John W., 12 W. 72nd 
St. 

Schumann, J. J., Jr. 

Schwartz, A. 


Schwartz, D. 

Seidl, J. C. G. 

Seligman, Eustace, Sullivan 
and Cromwell, 48 Wall St. 

Sethur, F. 


Shafiner, F. I. 
Shaulis, L. L, 
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Shell Oil Co., Att. A. T. Bart- 
lett, 50 W. 50th St. 

Shell Oil Co., Att. A. T. Evant, 
Marketing Econ. Dept., 50 
W. 50th St. 

Sheperdson, W. 

Shields, D. M. 

Shoup, C. S. 

Shugg, R. W. 

Simon, S. F. 

Slade, H. 

Slater, J. E. 

Sloan, Harold S., 30 Rockefeller 
Plaza 

Small, J. T. 

Smith, E. L. 

Smith, H. H. 

Sommaripa, G. G. ° 

Soochow Univ., Bd. of Mis- 
sions, Subscription Dept., 150 
Fifth Ave., Rm, 851 

Soong, E. Y. C. 

Soudek, J. 

Soule, G. 

Spang, K. M. : 

Spero, N. 

Spiegel, D. K. 

Stalson, J. O. 

Standard and Poor’s Corp. Lib., 
345 Hudson St. 

Stanfield, B. M. 

Staudinger, H. W. 

Stein, E. 

Steiner, W. H. 

Stevens, W. M. 

Stevenson, L. T, 

Stewart, A. 

Stewart, P. W. 

Stockder, A. H. 

Stolper, G. 

Stone, N. I. 

Stradella, C. G., General Motors 
Overseas Corp., 1775 Broad- 
way 

Studenski, P. 

Sturc, E. 

Sumberg, T. A. 

Surface, F. M. 

Swedish Legation, 630 Fifth 
Ave. 

Swiatopolk-Mirski, M. 

Swiss American Corp., 30 Pine 
St. 

Tagliacozzo, G, 

Tamagna, F. M. 

Tamby, F. J. 

Tanenbaum, J. 

Tannenbaum, F. 

Taus, E. R. 


Taylor, H. 

Tead, O. 

Tempel, J., 51 W. 81st St. 

Teper, L. 

Thompson, D. S. 

Thorp, W. L. 

Time, Inc., Period. Lib., Time 
and Life Bldg., Rockefeller 
Center 

Timlin, M. F. 

Tough, R. 

Towles, J. K. 

Towner, R. H. 

Towsley, F. H. 

Treuenfels, R. L. 

Trop-Krynski, S. 

Tuckerman, G., Jr. 

Tully, A. M. 

Turck, Hill and Co., 10 Rocke- 
feller Plaza 

Tyler, C. B. 

Van Kleeck, M. 

Van Metre, T. W. 

Van Toor, J. E. 

Vick Chemical Co., Financial 
Lib., 122 E. 42nd St. 

Vitolo, J. L. 

Von Haunalter, E. 

Kantoor H. J. Vooren, 25 
Broadway, Rm. 503 

Walker, M. L. 

Walker, Q. F. 

Wallich, H. 

Walsh, C. J. 

Walter, E. J. 

Walter, J. T. 

Wang, Y. C., c/o Bank of 
China, 40 Wall St. 

Wardwell, A. 

Warner, P. J. 

Warshow, H, T. 

Watkins, R. J. 

Watson, M. A. 

Watson, W. N. 

Weber, A. F., 66-64 71st St., 
Middle Village 

Weil, F. J. 

Weinryb, B. D. 

Weinwurm, E. H. 

Weiss, G. 

Weiss, Melvin A., 226 Henry 
St. 

Weissman, R, L. 

Weld, L. D, H. 

Weller, James A., Jr., 90 W. 
Broadway 

Wellington, C. O. 

Wellisz, L. 

Wennstrom, J. M. 
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Wick, J. L. 

Wightman, G. J. 

Wilber, A. S. 

Wilcox, Albert, Guaranty Trust 
Co. of N.Y., Publicity 
Dept., 140 Broadway 

Williams, E. 

Williams, R. H. 

Willis, J. B. 

Willits, J. H. 

Wingate, J. W. 

Winn, W. J. 

Withers, W. H. 

W ohistetter, Albert, 
108th St. 

Wolf, A. F, 

Wolf, Harold, Borden Co., 
Public Rela. Depi., 350 
Madison Ave, ' 

Wolkiser, A. M. 

Wolman, L. 

Woodrow Wilson Memorial 
Lib., 45 E. 65th St. 

Woodward, D. B. 

Wormser, F. E. 

Wunderlich, F. 

Yeager, H. C. 

Yost, J. W. 

Young, B. F. 

Zavoico, B. B. 

Zeisel, H. 

Zelomek, A. W. 


200 W. 


Niagara University 
Niagara Univ, Lib. 


North Tonawanda 
Fick, J. W. 


Nyack 
Mohn, K. B. 


Ossining 
Hopf, H. A. 


Ozone Park 
Bambrick, J. J., Jr. 


Palisades 
Ayres, E. 


Peekskill 

Fox, M. J., Jr. 

Spector, David S., Peekskill 
Hollow Rd., R.F.D. 3 


Plattsburgh 
Sidte Teachers Col. 
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Port Chester 
Pub. Lib. 


Port Washington 
Wardwell, C. A, R. 


Potsdam 
Clarkson Col. Lib. 


Poughkeepsie 
Adriance Memorial Lib, 
Beckhart, B. H. 
Brown, E. C. 
Marist Training School Lib. 
Myers, M. G. 
Newcomer, M. 
Vassar Col. Lib. 


Queens Village 


Greenbaum, H. H. 
Russell, W. L, 


Richmond Hill 
Ditmars, A. 
Weber, A. F. 


Riverdale 
Steiner, G. A. 


Rochester 


Buck, A. C., R. T. French Co., 
I Musiard St. 

Com. on Aid to Libraries in 
Wor Areas, for Nat. Lib. of 
Peiping, Rush Rhees Lib., 
Univ. of Rochester 

Da Vault, J. W. 

Folsom, M. B. 

Gilbert, D. W. 

Hoag, P. 

Howard, C. H. 

Lawrence, G. J. 

Lovejoy, F. W. 

Rochester Pub. Lib., 115 South 
Ave, 

Smith, A. H. 

Tereshtenko, V. J. 

Univ. of Rochester, Women’s 
Col. Lab. 

Univ. of Rochester Lib. 


Rockaway Park 
Modigliani, F, 

Rye 
Carson, W. J. 


St. Albans 
Hagedorn, G. G. . 


Spengler, E. H. 
Taylor, E. F. 


St. Bonaventure 
Hayes, J. L. 


Saratoga Springs 
Skidmore Col. Lib. 
Youtsler, J. S. 


Scarsdale 


Adams, Q. 
Bidwell, P. W. 
Brown, C. C. 
Edwards, G. W. 
Lawres, I. A. J. 
Michels, R. K. 
Ostrander, F. T., Jr. 
Rich, L. H. 
Shultz, W. J. 
Smith, B. B. 
Temple, A. H. 
Vickrey, W. S. 


Schenectady 


Bennett, W. W. 
Farley, J. T. 
Fetzer, J. C. 
Union Col. Lib. 
Whitaker, B. P. 


Slingerlands 
Maxwell, J. H. 


Spring Valley 
Fuller, B. C. 


Springville 
Ellis, R. G. 


Staten Island 


Bohn, C. 
Ronk, S. S. 


Sunnyside 
Feit, H. 
Zuckerman, H., 


Syracuse 


Adams, L. W. 
Bryan, L. À. 
Bye, C. R. 
Claydon, A. 
Crafer, T. W. B. 
Hong, E. N. - 
Peck, H. W. 
Prather, C. L. 
Sedgwick, R. C. 
Shister, J. 


Smith, J. G. 
Suranyi-Unger, T. 
Syracuse Univ. Lib. 
White, M. I. 


Tarrytown 
Axe, E. W. 
Davis, 5. C. 


Troy 


Anderson, S. À. 

Binder, R. F. 

Coolsen, Frank G., Rensselaer 
Poly. Inst, 314 Proudfit 
Bldg. 

Rensselaer Poly. Inst. Lib. 

Russell Sage Col. Lib., 68 
First St. 

Spafford, W. F. 

Van Winkle, E. H. 


Valley Stream 
Adams, L. P. 


Wellsville 
Fuller, D., A., Jr. 


West Hempstead 
Clemens, R., Jr. 


West New Brighton 
Prehn, E. C., Jr. 


West Point 


Flanders, D. P. 
U.S.M.A., Dept. of Econ. and 
Gov., c/o Quartermaster 


Westport 


Niebyl, E. C. H. 
Niebyl, K. H. 


White Plains 


Dunkman, W. E. 
Faubel, A. L. 
Rosenfield, M. 

White Plains Pub. Lib. 
Wilson, J. D. 


Williamsville 
Epstein, R. C. 
Watson, W. J. 


Wolcott 
Brown, E. T. 


Woodside 
Braunthal, A. 
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Yonkers 


Dean, J. P. 
Freeman, H. C. 
Levine, M, 
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Asheville 


Shames, L. M. 
Stephenson, C, A. 
Tarasov, H. 


Boone 


Appalachian Slate 
Col, Lib, 
Grubbs, W. M. 


Chapel Hill 


Buchanan, D. H. 
Carroll, D. D. 
Cowden, D. J. 
Gutmann, F. 
Hawley, L. L. 
Heath, M. S. 
Heer, C. 

Hexner, E. 
Jocher, K. 
Oliver, H. M., Jr. 
Uni. of North Carolina Lib. 
Vance, R. B. 
Wolf, H. D. 
Woosley, J. B. 


Charlotte 

Charlotte Pub. Lib., 310 N. 
Tryon St. 

Ducker, E. S. 

Queens Col. Lib. 


Cullowhee 


Western Carolina Teachers Col. 
Lab. 


Teachers 


Davidson 


Brown, C. K. 
Davidson Col, Lib, 
Griffin, A. G. 


Durham 


Allen, C. L. 

de Vyver, F. T. 

Duke Univ., Law Lib. 
Duncan, V. D, 
Eiteman, W. J. 
Glasson, W. H. 
Hoover, C. B. 
Kennedy, J. W. 
Landon, C. E. 

North Carolina Col. for Negroes 
Ratchford, B. U. 


Smith, R. S. 


Spengler, J. J. 
von Beckerath, H. 
Welfling, W. W. 


Elizabeth City 


Elizabeth City State Teachers 
Coi. Lib. 


Fayetteville 

Fayetteville State Teachers Col. 
Lib, 
Greensboro 


Greensboro Col. Lib. 

Gregory, P. M, 

Keister, A, S. 

Sievers, A. M. 

Univ. of North Carolina, Col. 
for Women Lib. 


Greenville 
Fast Carolina Teachers Col, 
Lib. 
Guilford College 
Guilford Cot. Lib. 


High Point 
Hobart, G. H. 


Mars Hill 


Lee, R. M. 
Mars Hill Col., Montague Lib. 


Montreat 
Montreat Col. Lib. 


Raleigh 
Arrington, L. J. 
McPherson, W. W. 
Meredith Col. Lib. 
North Carolina State Col., 
D. H. Hill Lib. 
Shaw Unio. Lib. 
Suiter, W. O. 


Salisbury 


Catawba Col. Lib. 
Livingstone Col., Carnegie Lib. 
Willhite, W. L. 


Wake Forest 


Rea, L. O. 
Wake Forest Col. Lib. 


Winston-Salem 


Salem Col. Lib. 
Shore, M. L. 
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NORTH DAKOTA 


Churchs Ferry 
Studness, Leo C., Studness Co. 


Dickinson 
State Teachers Col. Lib. 


Fargo 
Ltb., State Cot. Sta. 
Pettee, E. W. 


Grand Forks 


State Univ. of North Dakota 
Lib., Univ. Sta. 
Towne, E. T. 


Jamestown 
Jamestown Col. Lab. 


Mayville 
State Teachers Col. Lib. 


Park River 
Heskin, O. E. 


OHIO 
Akron 


Akron Pub. Lib., 11 S. Sum- 
mit St. 

Leigh, W. W. 

MacGowan, T. G. 

Municipal Univ. of Akron, 
Bierce Lib. 

Trenchard, G. QO. 


Alliance 


Kreps, C. H., Jr. 
Kreps, J. M. 
Mt. Union Col, Lib, 


Ashland 
Ashland Col. 


Athens 


Adamson, R. K. 
Armbruster, A, H. 
Ohio Univ, Lib. 


Avon Lake 
Borch, E. A. 


Barberton 


Barber Pub. Lib., Corner Park 
and 5th St., NW. 


Berea 
Baldwin-Wallace Col. Lib. 


114 


Bluffton 
Bluffton Col. Lib, 


Bowling Green 


Bowling Green State Col. Lib, 
Cooke, G. W. 

Helms L. A. 

Manhart, L. F. 


Canton 


Canton Pub. Lib., Main Adult 
Dept. 


Cincinnati 
Bettman, I. M., 615 E. Mitchell 


Byrne, J. M. 

Calhoun, W. P. 

Cincinnati Pub. Lib. 

De Boor, J. 

Harrison, G. M. 

Hewett, W. W. 

Lee, F. H. 

Mellin, G. M. 

Smelser, D. P. 

Spencer, M. J. 

Strauss, W. 

Univ. of Cincinnati Lib., Bur- 
nett Woods Park 

Wagner, M. 

Welsh, L. M. 

White, J. A. 

Wolfe, F. E. 

Xavier Univ. Lib., Evanston 
Sta. 


Cleveland 


Arbuthnot, C. C. 

Ayres, L. P. 

Berger, A. O. 

Bozic, A. 

Carlton, F. T. 

Cleveland Col. Lib., 167 Public 
Sq. 

Cleveland Pub. Lib., Serials 
Dept., 325 Superior Ave. 

Cowan, D. R. G. 

Crisafulli, V. C. 

Crobaugh, C. J. 

Dahl, R. E. 

Fed. Res. Bank Lib. 

Fenn Col. Lib., E. 24ih and 
Euclid 

Israelson, V. L. 

John Carroll Univ. Lib., Univ. 
Heights 

Johnson, H. H. 

McGrew, J. G. 


Noetzel, A. J. 

Ritchie, F. 

Rose, J. V. 

Russel, A. W. 

Sanford, G. W. 

Selbert, F. F. 

Sasters’ Col. of Cleveland Lib., 
1027 Superior Ave., N.E. 

Smith, E. L. 

Tugman, J. L. 

Tugman, Mrs. J. L. 

Ursuline Col. for Women, 2234 
Overlook Rd. 


‘Veigel, M. A. 


Weisman, R. 

Western Reserve Univ., Univ. 
Lib. 

Whitsett, J. M. 

Wilbur, John, 
munity Dr. 

Williams, W. 

Zaremba, A. L. 


Cleveland Heights 


Hill, D. A. 
Weinstein, A. H. 


25060 Com- 


Columbus 


Andrews, D. K. 
Arnold, S. 
Aronson, R. L. 
Beckman, T. N. 
Bigler, W. R. 
Boothe, V. 
Bowers, E. L. 
Calderwood, J. D. 
Capital Univ. Lib. 
Cochran, G. H. 
Condoide, M. V. 
Croxton, F. C. 
Dassel, V. H. 

De Voe, M. 

Dice, C. A. 
Donaldson, E. F. 
Duffus, W. M. 
Egle, W. 
Falconer, J. I. 
Hayes, H. G. 
Heim, P. 

Herbst, A. 
Hoagland, H. E. 
Huntington, C. C. 
James, C. L. 


` Jucius, M. J. 


Kibler, T. L. 
Kimball, M. 
Lindholm, R. W. 
Marks, M. M. 
Maynard, H. H. 


American Economic Association 


McKinley, G. W. 

Miller, G. W. 

Newark, C. 

Nichols, J. R. 

O’Donnell, W. G. 

Ohio State Lib., State Ofice 
Bidg. 

Ohio State Univ. Lib. 

Papier, W. 

Patton, R. D. 

Quantius, F. W. 

Riddle, N. G. 

Salz, A. 

Scheinkopf, H. P. 

Schultz, A. D. 

Smart, L. E. 

Weidler, W. C. 

Wolfe, A. B. 

Yocum, J. C. 

Zorbaugh, G. S. M. 


Dayton 


Dayton Pub. Lib., Acquisition 
Dept., 215 E. Third St. 

Gibson, W. B. 

Lewis, Mrs. Walker, R.R, 11, 
Box 338 

Margolis, M. J. 

O’Leary, E. B. 

Robbins, S. 

Snyder, B. J. 

Univ. of Dayton, Albert Eman- 
uel Lib. 

Weston, E. W., 906 Harries 
Bldg. 


Delaware 


Ohio Wesleyan Unio. Lib. 
Otteson, S. F. 
Walkinshaw, M. D. 
Weiler, E. T. 


East Cleveland 


East Cleveland Lib., 14101 Eu- 
clid Ave. 
Gaetjen, A. K. 


Elyria 
Smith, C. L. 
Smith, P. R. 

Findlay 
Magoon, D. W. 


Foster 
Haines, W. W. 


Gambier 
Blum, J. W. 
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Kenyon Col. Lib. 
Titus, P. M. 


Glendale 
Whitney, N. R. 


Granville 


Denison Univ, Lib. 
Gordon, L. J. 


Hamilton 
Gardner, E. J. 


Hiram 
Andress, A. E, 
Hiram Col. Lib. 


Hudson 
Western Reserve Academy Lid. 


Kent 


Anthony, D. E. 
Corey, C. S. 

Hudson, H. W. 

Kent State Univ. Lib. 
Kochenderfer, C. C. 


Lakewood 

Lowing, H. J. 

Pub. Lib., 15425 Detroit Ave. 
Lima 

Chancellor, W. E. 

Lima Pub. Lib. 


Marietta 


Clark, R. F. 
Scott, K. M. 


Middletown 
Middletown Free Pub. Lib. 


New Concord 

Ludlow, W. L. 

Muskingum Col. Lib., Johnson 
Hall 


Niles 
Davis, W. Z. 


Oberlin 
Arlt, C. T. 
de Roover, R. 
Lewis, B. W. 
Oberlin Col. Lib. 
Wooster, H. A. 


Oxford 


Cawthorne, D. R. 
Hahne, E. H. 


Haines, G, H. 
Hough, L. S. 
Miami Univ. Lib. 
Peterson, J. M. 
Powell, E. E. 
Raymaker, C. L. 
Seibert, J. C. 
Western Col, Lib. 
Whelipton, P. K. 


Painesville 


Lake Erie Col., Murray Lib. 
Tandy, W. L. 


Rocky River 
Kamm, J. O. 


Sandusky 
Froham, C. E. 


Solon 
Smigel, S. E. 


South Euclid 
Ring, Sister M, I. 


Springfield 
Krauss, D, T. 
Wittenberg Col. Lib. 


Tiffin 
Heidelberg Col. 


Toledo 


Case, Warren, Lasalleand Kock 
Co., 513 Adams Si. 

Gregg, R. E. 

King, H. J. 

Searles, C. K. 

Shapiro, E. 

Steele, H. E. 

Toledo Pub. Lib. 

Toledo Univ. Itb., 2801 W. 
Bancroft St. 


Westerville 
Otterbein Col. Lib. 
Tuttle, A. M. 
Ulrey, I. W. 


Wilberforce 
Wilberforce Univ., 
Lib. 
Wright, M. S. J. 


Carnegie 


Wooster 
Eberhart, E. K. 
Tostlebe, A. S. 
Wooster Col, Lib. 
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Wright Field 
Peppard, J. F. 


Yellow Springs 
Antioch Col, Lib. 
Carlson, V. 

Goetz, B. E. 


Youngstown 


Maag, W. A., 
Vindicator 
Pub. Lib., Reuben McMillan 
Free Lib., Wick and Rayen 

Aves. 
Smith, J. E. 
Youngsiown Col. 
Wick Ave. 


OKLAHOMA 


Ada 

East Central State 
Col. Lab. 
Alva 


Northwestern State Col. 
Percefull, S. C. 


Bethany 
Bethany-Peniel Col. 


Britton 
Lemon, S. C. 


Youngstown 


Lib., 410 


Teachers 


Durant 
Southeastern State Col. Lih. 


Edmond 
Central State Teachers Col. Lib. 


Enid 
Phillips Univ. Lib., Univ. Sta. 


Goodwell 


Panhandle A. and M. Col. 
Lib. i 


Greensburg 
Seton Htil Col. Lib. 


Langston 
Langston Univ. Lib. 


Norman 


Adams, A. B. 
Campbell, C. A, 
Cella, F. R. 
Daily, O. F. 
Sloan, H. G. 
Sollenberger, I. J. 
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Univ. of Oklahoma, Public Inf. 
Dept., Ext. Div. 
Univ. of Oklahoma Lib. 


Oklahoma City 


Carnegie Lib. 
Oklahoma City Unis. Lib. 


Stillwater 
Baugh, R. H. 
Burris, E. C. 
Collins, G. P. 
Larson, A. L. 
Nelson, P., 
Oklahoma A. and M. Col. Lib. 
Thomas, R. D. 


Tahlequah 
Northeastern State Col. Lib. 


Tonkawa 
Northern Oklahoma Junior Col. 


Tulsa 


Jenneman, W. M. 

Owen, L. 

Tulsa Pub. Lib., Ref. Dept., 
220 S. Cheyenne 

Univ. of Tulsa Lib. 


Weatherford 


Southwestern Inst. 
Lib, 


of Tech. 


OREGON 


Ashland 
Southern Oregon Col. of Educa. 
ib. - 


Canby 
Krause, W. 


Coos Bay 
Alldredge, R. B. 


Corvallis 


Breithaupt, L. 

Groeneveld, Memo, 210 N. 23rd 
St, 

Oregon State Col. Lib. 

Potter, E. L. 

Van Horn, E. 


Eugene 


Ballaine, W. C. 

Comish, N. H. 

Crumbaker, C. 

Faust, L. M. l 
Morris, V. P. e 


Univ. of Oregon Lib. 
Wood, L. A. 


Forest Grove 
Pacific Univ. Lib. 


La Grande 


Eastern Oregon Col. of Educa. 
Lib. 


Portland 


Bonneville Power Admin., 
Tech. Lib., U. S. Dept. of 
Int.,811 N.E. Oregon St., 

Churchill, A. M. 

Durham, W. A., Jr. 

Elder, I. W. 

Gadeholt, B. 

Goldhammer, B. 

Jones, H. F. 

Leigh, A. H. 

Lib. Asso. of Portland 

Marquis, R. W. 

Meier, G. M. 

Mills, A. L., Jr. 

Oregon Mutual Life Ins. Co., 
Box 711 

Raver, P. J. 

Reed Col. Lib. 

Sigafoos, Ernest V., Herman 
Hotel A pis. 

Stewart, W. B. 

U. S. Dept. of Agric., Portland 
Br., 519 Main Post Office 
Bldg. 


St. Benedict 

Keber, Urban, St. Benedict's 
Abbey 
Salem 


Huntley, A. G. 
Oregon State Lib. 
Willamette Univ. Lib. 


PENNSYLVANIA 
Aliquippa 
B. F. Jones Memorial Lib. 


Allentown 


Cedar Crest Col. Lib. 
Forjohn, H. B. 
Muhlenberg Col. Lib. 


Annville 
Lebanon Valley Col. Lib. 


Ardmore. 


Heaney, N. S. 
Mack, R. H. 


American Economic Association 


Bala-Cynwyd 
Miller, P. F, 


Beaver 
Bennett, V. E. 


Beaver Falls 


Geneva Col., McCartney Lib. 
Haley, R. M. 


Bethlehem 


Bradford, F. A. 

Bratt, E. C. 

Carothers, N. 

Curtis, G. B. 

Davis, R. M. 

Woodward, Robert D., 62 E. 
Market St. 


Bridgeport 
Bampton, J. W. 


Bryn Mawr 


Bryn Mawr Col. Lab. 
Northrop, M. B. 
Pollak, O. 


California 
State Teachers Col. Lib. 


Cambridge Springs 
Allience Col. 


Carlisle 


Dickinson Col. Lib. 
Fink, C. W. 
Warner, W. J. 


Chambersburg 


Wilson Col., John Stewart 
Memorial Lib. 


Chester 
Heebner, R. G. 


Chestnut Hill 
McMullan, W. N. 


Cheyney 
Stoflet, A. M. 


Churchville 
Fleischer, A. 


Clarion 
State Teachers Col. 


Cynwyd 
Fournier, L. T. 
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Drexel Hill 
Knight, E. L. 
Lutz, J. P. 
Merkt, O. E. D. 


Easton 


Lafayette Col. Lib. 
Phinney, J. T. 
Pub. Lib. 


East Stroudsburg 
State Teachers Col. 


Edgewood 
Nurnberg, M. 


Erie 
Erie Pub. Lib. 


Gettysburg 


Larkin, G. R. 
Saby, R. S. 


Gladwyne 
Bell, S, 


Glenside 
Struve, L. W. 


Greensburg 
Potter, H. 


Greenville 
Thiel Col, Lab. 


Grove City | 
Grove City Col. Lib. 


Harrisburg 

Dept. of Labor and Ind., Bur. 
of Emp. and Unemp. Comp., 
Res. and Statis. Sec., 3rd 
and Forster 

Pennsylvania Economy League 
Lib., State Div., 611 Black- 
stone Bidg. 

Pennsylvania State Lib. 


Haverford 
Fetter, F. W. 
Hoag, C. G. 

Teaf, H. M., Jr. 

Hershey 
Hershey Junior Col. 


Huntington 
Zassenhaus, H. K. 


Immaculata 
Madeleine, Sister M. G. 


Marie, Sister J. 


Jenkintown 
Beaver Col. Lib. 


Johnstown 
Johnstown Junior Col. Lib. 


Lancaster 
Barnes, H. R. 
Bell, A. L. 
Fischer, H. 
Franklin and Marshall Col. 
Lib. 
Wright, W. 
Lewisburg 
Bucknell Univ., Carnegie Lib, 
Peterson, R. 


Library 
Van Arsdell, P. M. 


Lincoln University 
Furth, J. H. 


Llanerch 
Foery, R. W. 


Locust Gap 
Bradley, J. F. 


Loretto 
St. Francis Col. Lib. 


Mansfteld 
State Teachers Col. Lib. 


McKeesport 
Buchanan, F. 


Meadville 
Allegheny Col. Lib. 
Long, L. J. 

Mercersburg 
Tippetts, C. S. 


Merion 
Huebner, S. S. 


Mt. Lebanon 
Blair, J. J. 
Moylan 
Bye, R. T. 


New Cumberland 


OMSO, New Cumberland ASF 
Depot 
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New Wilmington 


McKee, C. W. 
Westminster Col. Lib. 


Paoli 
Russell, L, H. 


Philadelphia 


Abbott, R. T. 

Abramson, A. G. 

Alderfer, E. B. 

Alderson, W. 

Atkinson, S. K. 

Balderston, C. C. 

Barkas, B. W. 

Bendiner, I. 

Bezanson, A. 

Billings, A. G. 

Blumberg, A. J. 

Boonin, L. I. 

Bopp, K. R. 

Brecht, R. P. 

Breyer, R. F. 

Brown, D. S. 

Buckwalter, W. R. 

Budd, T. A. 

Buehler, A. G. 

Burdick, E. D. 

Burley, O. E. 

Cammack, T. E. 

Capp, S5. B. 

Carlock, J. E., Jr. 

Clyman, B. 

Cochran, H. A. 

Cohen, M. 

Col. of Chestnut Hill Lib. 

Croll, P. D. 

David, Charles W., Univ. of 
Pennsylvania Lib. 

Davis, H. S. 

Devine, C. T. 

Devine, S. H. 

Drake, L. A. 

Drexel Inst. Lib. 

Eby, B. S. 

Fed. Res. Bank of Philadelphia 
Lib., P.O. Box 1394 

Fenninger, C. W. 

Fisher, W. E. 

Flubacher, J. F. 

Frain, H. L. 

Free Lib. 
Periodical 
City Sta. 

Freund, A. M. 

Friend, I. 

Gemmill, P. F, 

Gil, J. D. 

Gredinsky, J. 


of Philadelphia, 
Dept., Middle 
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Hamberg, Daniel, 1639 S. 5th 
St. 

Harris, W. C. 

Harvey, E. F. 

Hess, H. W, 

Hobart, D. M., Curtis Pub. 
Co., Independence Sq. 

Hoffman, G, W. 

Hon, R. C. 

Hoot, J. W. 

Houston, S. F. 

Huebner, G. G. 

Jeremiah, D. B. 

Jobnson, E. R. 

Johnson, M. M. 

Kuznets, S. S. 

Loman, H. J. 

Loucks, W, N. 

Mallery, O. T. 

Master, M. H. 

McDermott, M, E. 

Mead, E. S. 

Newman, W. H. 

Nittinger, R. A. 

Noetzel, G, A. J. 

Ostrum, A. C, 

Palmer, G. L. 

Patterson, E. M. 

Patterson, S. H. 

Penn Mutual Life Ins. Co. 
Lib., 6th and Walnut Sts., 
3rd FI. 

Pitt, C. H. 

Plummer, W. C. 

Provident Mutual Life Ins. 
Co. of Philadelphia Lib., 
P.O. Box 7379 

Roberts, T, 

Rose, J. R. 

Rowland, J. P. 

Rowlands, D. T. 

Saurino, B. 

Scholz, K. W, H. 

Schrag, W. A. 

Sec. and Exch. Com. Lib., 18th 
and Locust Sts, 

Sienkiewicz, C. A. 

Stephano, C. S., 1014 Walnut 
St 


Stevenson, J. A. 

Taylor, G. W. 

Temple Univ., Sullivan Me- 
morial Lib. 

Turner, C. L. 

U. S. Depi. of Agric. Lib., 
Philadelphia Br., Bankers 
Securities Bldg. 

Wang, E. 

Warrington, W. E. = 


Williams, A. H. 

Wilson, G. L. 

Worley, F. M. 

Wu, S. C. 

Zimmerman, Alfred J., 5336 
Baltimore Ave. 


Pittsburgh 


Bell, W. J. 

Bieber, G. D. 

Blackburn, R. F. 

Boer, A. E. 

Bowers, R. 

Brodinsky, J. E. 

Carnegie Free Lib. of Allegheny 

Carnegie Inst. of Tech., Soc. 
Rela, Lib., Industries Hail 
327B, Schenley Park 

Carnegie Lib., Periodical Dept., 
4400 Forbes St. 

Coleman, R. W. 

@’Essipri, M. 

Duquesne Univ. Lib., Locust 
and Colbert Sts. 

Engstrom, B. 

Ferguson, J. M. 

Field, K. 

Flocken, I. G. 

Fuller, J. K. G. 

Gardner, J. F. 

George, W. D. 

Gow, J. S. 

Guild, L, R. 

H. J. Heing Co., Bus. Res. 
Lib., P.O. Box 57 

Isaacs, A. 

Jones, M. 

Koos, T. L. 

Lanfear, V. W. 

Lesher, C. E. 

May, J. W. 

McKay, M. K. 

McMurray, H. D. 

Miller, S. L. 

Miller, S. L., Jr. 

Mt. Mercy Col. Lib., 3333 
Fifih Ave. 

Mudge, E. W. 

Newbury, F. D. 

Pennsylvania Col. for Women 
Lib., Woodland Rd. 

Plowman, E. G. 

Rossell, R. T, 

Ryan, John T. Jr., 130 York- 
shire, Rd. 

Scott, R. H. 

Shattuck, L. A., Jr. 

Spiegel, H. W. 

Tyson, F. 


American Economic Association 


Ulmer, C. D. 

Univ. of Pittsburgh, Bur. of 
Bus. Res. 

Univ. of Pittsburgh, Cathedral 
of Learning 

Van Syckle, C. 

Watson, J. P. 

Welden, J., Jr. 

Wendt, E. F, 

Wunder, C. S. 


Reading 


Reading Pub. Lib. 
Russell, S. B. 


Riegelsville 
Fenninger, L., Jr. 


St. Davids 


Stowe, Robinson B., c/o Mrs. 
Stowe 


Scranton 


Marywood Col. Lib., P.O. Box 
491 
Univ. of. Scranton 


Sewickley 
Tener, K. J. 


Slippery Rock 
State Teachers Col. 


State College 


Butt, W. E. 

Dye, E. V. 

Hasek, C. W. 

Mitch, G. F, 

Pennsylvania Siate Col., Car- 
negie Lib. 

Waters, R. H. 

Wueller, P. H. 


Swarthmore 
Cox, R. 
Fraser, H. F. 
McCahan, D. 
Pierson, F. 
Seybold, J. W. 
Stolper, W. F. 
Swarthmore Col. Lib. 
Tripp, L. R. 


Thornton 
Snyder, R. M. 


Tinicum 
Livingston, J. A. 


Geographical List of Members and Subscribers 


Upper Darby 


Kahler, C. M. 
Porter, A. R., Jr. 


Villanova > 
Villanova Col. Lib. 


Wallingford 
Whittlesey, C. R. 


Washington 


Boord, H. O. 

Kaiser, C. W. 

Waltersdorf, M. C. 

Washington and Jeferson Col., 
Memorial Lib. 


Waynesburg 
Brock, L. V. 


West Chester 
Brainerd, C. P. 


Wyncote 
Moore, C. W. 


Wynnewood 


Fraine, H. G. 
Woerner, K. 


Yeadon 
Lutz, W. H. 


PUERTO RICO 


Aguadilla 
Labadie, J. 


Bayamén 
Martino, J. R. 


Mayaguez 

Diaz, M. O. 

Univ. of Puerto Rico, Col. of 
Agric. and Mechanical Aris, 
Property Clerk 


Rio Piedras 


Senior, C. 

Univ. of Puerto Rico, Agric. 
Exp. Sta. 

Univ. of Puerto Rico, Dept. of 
Econ, 

Univ. of Puerto Rico, Univ. 
Lib. 


San German 
Poly. Inst. of Puerto Rico 


San Juan 


Cordero, R. de J. 
Tugwell, R. G. 


Santurce 
Bermudez, J. 


RHODE ISLAND 


Eden Park 
Hartland, P. C. 


Johnston 
Wilson, H. W. 


Kingston 
Briggs, W. S. 
Rhode Island State Col. Lib. 
Rockafellow, R. 


Providence 


Beatty, W. C. 

Bliss, Z. W. 

Bosland, C. C. 

Brown Univ. Lib. 

Foley, J. H., Jr. 

Pembroke Col. Lib., Brown 
Univ. Lib. 

Poole, K. E. 

Providence Pub. Lib. 

Rhode Island State Lib. 

Stigler, G. J. 

Taft, P. 


Westerly 
Williams, C. S. 


SOUTH CAROLINA 


Charleston 


Citadel Lib. 
Whitman, W. T. 


Clemson 
Ward, J. E., Jr. 


Clemson College 
Aull, G. H. 


Columbia 
Benedict Col., Starks Lib. 
McCutchen, G. 
Tomlin, G. W. 
Univ, of South Carolina, Mc- 
Kissick Memorial Lib., Peri- 
òdical Rm. 


Gaffney 
Limestone Col. Lib. 
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Greenville 


Brandis, R. B. 
Furman Unio. Lib. 


Lexington 
smith, A. G., Jr. 


Newberry 
Aman, J. A. 


Rock Hill 
Winthrop Col., Carnegie Lib. 


Spartanburg 
Converse Col. Lib. 


Summerville 
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Biblioteket, Dronningenst. 16 

Lie, Haakon, Arbeidernes Fag- 
lige Landsorganisasjon, Folk- 
ets Hus 

Norges Bank, Okonomiavdelin- 
gen 

Olson, Ted, USIS, American 
Embassy ü 


. Uniwersytet Lodzki, 


PALESTINE 


Haifa 
Eichelgruen, G., P.O.B. 1313 


Jerusalem 


Jewish Agency, P.O.B. 92 

Jewish Agency for Palestine, 
Econ. Res. Inst, P.O.B. 
7041 

Kosloff, I. R. 


Tel Aviv 


ABC News Agency, P.O.B. 
1283 

Blumstein, Leo, P.O.B. 4154, 
35 Allenby St. 

Horowitz, David, Jewish 
Agency for Palestine, Econ. 
Res. Bur., P.O.B, 28 

Polish Economists’ Club, 66 
Pinsker St. 


PHILIPPINE ISLANDS 


Bacolod City 


Coscoliuela, Hernani, P.O. Box 
40 


Manila -~ 

Bur. of Science, Chief, Scien- 
tific Lib. Div. 

Dalisay, A. M. 

Fernandez, Carlos P., 259 Gen- 
eral Solano St, 

Lib. Allocation Com., c/o Lib., 
Univ. of the Philippines, for 
National Lib., Herran St. 

Philippine Nat. Lib., Gen. Ref. 
Dia. 

Univ. of Philippines Läb., 
Herran St. 


POLAND 
Gdynia 
Wyzsza Szkola Handlu Mor- 
skiego w Gdyni, Wyzsza 
Szkola Handlu Morskiego 
Lodz 
Naruto- 
wicza 68 
Poznan 
Uniwersytet Poananski, Slo- 
wackiego 20 
Warsaw 


Szkola Glowna Handlowa w 
Warszawie, Rakowiecka 6 
USIS, American Embassy 
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PORTUGAL 


Estoril 


De Souza, Alvaro Pedro, Mon- 
serraie, Rua Infante de Sagres 


Lisbon 


Barbosa, Antonio Pinio, Vila 
Correia N O 1—Belem 

Oller, Pedro, c/o Libraria Por- 
tugalia, Rua do Carmo 75 


SCOTLAND 


Glasgow 


Inst. of Accountants, 218 St. 
Vincent St. 


SIAM 


Bangkok 
USIS, American Legation 


SOUTH AMERICA 
Argentina 
Buenos Aires 


Banco Central de la Republica 
Argentina, Oficina de Inves- 
tigactones Economicas 

Biblioteca de la Comision, Pro- 
teciora de Bibliotecas Popu- 
lares 

Caja Nacional de Ahorro Postal 

Campos, Jose A., Calle Recon- 
quisto 336 

Casa Editora, Avenida de Mayo 
833 

Colegio Nactonal, Universidad 
Nacional de Buenos Aires 

Galigniana, L. M. 

Garovaglio and Zerraquin, 25 de 
Mayo 122 

Gomez, E., Diagonal Norte 567 

Instituto Cultural Argentino- 
Norteamericano, Maipu 686 

Moreno, J., Diagonal Norte 567 

Pescuma, M. 

Pinedo, Federico, Sevilla 2924 

Rodriguez, Eusebio, Casilla 11 

Rodriguez, Eusebio, Sarmiento 
871 

Secretaria de Industria y Com- 
ercio, Direccion de Politica 
Comercio 

Shaw, A. E. 

Union Industrial Argentina, 
Ave. de Mayo 1157 


Côrdoba 
Chattás, C. 
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Instituto de Intercambio Cul- 
tural Argentino-Norleameri- 
cano, Caseros 51, U.T. 8026 

Macario, S. P. 

Universidad Nacional de Cór- 
doba 


La Plata 

Biblioteca Publica de la Uni- 
versidad Nacional de La 
Plaia 


Rosario 

Asociacion Rosarina de Inier- 
cambio Cultural Argentino- 
Norteamericano, Casilla de 
Correo No. 60 

Universidad Nacional del Li- 
toral 


Tucumán 

Universidad Nacional de Tucu- 
man 

Brazil 

Bahia 

Associacao Cultural Brasil- 
Estados Unidos, Rua São 
Raimundo 24 


Bello Horizonte 
Biblioteca Municipal 


Curitiba 
Centro Cultural Inter-Ameri- 
cano, Edificio Moreira Garcez 
7° Andar, Ave. Jodo Pessao 
103 


Florianopolis 

Instituto Brasil-Estados Uni- 
dos, For Itajai, Caixa Postal 
217 


Porto Alegre 

Gabinele de Estudos Econo- 
micos e Financeiros da Secre- 
taria da Fazenda 

Instituto Cultural Brasileiro- 
Norteamericano, Bank of 
London Bldg., Praca Sen- 
ador, Florencia 22 

Universidad de Porto Alegre 


Recife 


Biblioteca Publica do Estado de 
Pernambuco 


Rio de Janeiro 
Biblioteca do Departamento As- 


ministrativo do Servico Pub- 
lico, Palacio do Travalhe, 6° 
Andar, Ave. Aparitio Borges 

Biblioteca do Ministerio da 
Fazenda, Ave. Aparicio 
Borges, Decimo Segundo An- 
dar. 

Biblioteca Municipal, Rua Gen- 
eral Camara 373 

Biblioteca Nacional 

Bibliotheca do Ministerio das 
Relacoes Exteriors 

Coutinho, F. R. 

Instituto Brasil-Estados Uni 
dos, American Embassy, Cul- 
tural Rela, Sec. 

Instituto Nacional de Livro, 
Ministerio da Educacao e 
Saude 

Kerstenetky, Isaac, Rua Had- 
dock Lobo 290, Apt. 101 

Livraria Kosmos (for Fundacao 
Getulio Vargas), Caixa Pos- 
tal 3481, Rua do Rosario 137 

Livraria Kosmos (for Minis- 
terio Trabalho), Caixa Postal 
3481, Rua do Rosario 137 

Mortara, G. 

Pereira, P. R. 

Ribeiro Filho, J. S. 

Rodrigues, E. L. 

Roth, M. W ., Caixa Postal 3804 

Servico de Economia Rural, 
Edificio Caca e Pesca, Praca 
15 de Novembro 


Sao Paulo 

Biblioieca Publica Municipal, 
Rua Consolacão 

Departamento do Servico Pub- 
lico, Largo Sao Francisco 

Escola Livre de Sociologia. e 
Politica, Predio Alvares Pen- 
teado, Largo de Sao Francisco 

Escola Superior de Agricultura 
Luiz Queiros, A/C, Libraria 
Civilizacaso Brasileira, Rua 
15 de Novembro 144 

Ianni, C. 

Inspectoria de Servicos Publi- 
cos, Secretaria da Viacao, 
Rua Riachuelo 115 

Instituto de Economia da As- 
sociacao Commercial, Via- 
duto Boa Vista, 87,7, s. 713 

Kafka, A. 

Piza, Clovis, Estacao Experi- 
mental de Limeira, Estacao 
Cordeiros Via Cascalho 
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Saboia de Medeiros, Roberto, 
Rue Sao Carlos do Pinhal 57 

Servico de Imigracao e Colo- 
nizacao Biblioteca, Ave. Ran- 
gel Pestana 1438 

Uniao Cultural Estados Uni- 
dos, American Consul General 


Chile 
Concepción 


Instituto Chileno- Norteamer?- 
cano de Cultura 


Santiago 

Banco Central de Chile 

Biblioteca Central, Universidad 
de Chile, Casilla 10D 

Central de Publicaciones, Ca- 
silla 38 

Escuela de Commercio, Mon- 
jitas 690 

Guarello, A., Casilla 9507 

Helfant, H. 

Institute Chileno- Norteameri- 
cano de Culture, Calle Huer- 
fanos 696, Casilla 9286 

Levine, Flavian, Casilla 3886 

Subercaseaux, G. 

Weiss, Carlos R., Huerfanos 
979 


Valparaiso 
Universidad Tecnico “Federica 
Santa Maria,” Biblioteca 
Central, Casilla 110 V 


Colombia 
Bogotá 

Biblioteca de la Universidad 
Pontifica, Catolica Javeriana 
Femenina, Calle 11, No. 4-12 

Biblioteca Nacional 

Centro Colombo-A mericano, 
Apartado Nacional 25-51 

Drogueria Regina, Lid., Apar- 
tado Postal 251 

Hernandez, Yuillermo, A par- 
tado 1220 

Libreria Latina, Apartado Pos- 
tal 1054, Carrea 6a No. 14- 
06 


Ibaque 
Vargas, C. A. 


Medellin 


Biblioteca de la Universidad de 
Antioquia 
Echeverri, Rigoberto, Biblioteca 
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de la Wnizersidad Catolica 
Bolivariana, Apartado Pos- 
tal 109 


Ecuador 
Quito 
Centro Ecuatoriano- Norieamer- 
icano, Apartado 887 


Paraguay 
Asunci6n 


Centro Cultural Paraguayo 
Americano, Mariscal Esti- 
garribia 497 

Facultad de Ciencias Economica 


Peru 


Lima 


Banco Central de Reserva del 
Peru 

Basadre, Jorge, Biblioteca Na- 
cional del Peru 

Biblioteca Nacional 


Instituto Cultural Peruano- 
Norteamericano, Apartado 
304 


Soctedad Nacional Agraria 
Apartado 350 

Superintendencia de Bancos - 

Valencia Cardenas, J. 

Weaver, F. 


Uruguay 
Montevideo 


Biblioteca Artigas-Washington, 
18 de Julio 1457 Bis 

Biblioteca Nacional 

Casa A. Barreiro y Ramos, 25 
de Mayo 

Consejo Permanent de Asocia- 
ciones Americanas de Co- 
mercio y Produccion, 1400 
Misiones, Edificio dela Bolsa 
de Comercio 

Prai de la Riba, Enrique, Ca- 
silla de Correos 187 

Rimex, Casilla de Correo 272 

Vallarino, Juan Carlos, Ave. 
Espana 2761 


Venezuela 
Caracas 
Ashton-Hatley, G. 
Biblioteca Nacional 
Centro Venezolane- Norteamert- 
cano, Plaza del Municipal, 36 


SPAIN 
Madrid 


Aguilar, M., Editor, Libreria 
General, Serrano 22 

Azpiazu, D. Joaquin, Hermo- 
silla 14 

Banco de Espana, Servicio de 
Estudios 

Biblioteca de las Cories, Fernan 
Flor, 1 

Comite Central de la Banca, 
Marquees de Cubas 4 


SWEDEN 
Goteborg 
Handelshogskolan 


Lund 


A. B. Gleerupska Univ, Boke: 


handeln 
Universitetsbiblioteket 


Stockholm 


A.-B. C. E. Friize’s Kungl. 
Hovbokhandel, Fredsgatan 2 

A. B. Svenska Handelsbanken, 
Ekonomiska Sekr 

Handelshogskolans 
Sveavagen 65 

Heckscher, E. F. 

Industriens Utredningsinstitut 

Konjunkturinstitutet 

Nordiska Bokhandein, Drott- 
ninggeman 7 

Robbins, James, USIS, Amer- 
ican Legation 

Sjöberg, E. A. 

Svenska Teknologforeningen, 
Box 1028 

Utrikespolitiska Institutet, 
Medborgplatsen 2-4 


Bibliotek, 


SWITZERLAND 
' Basel 


Bank for Int. Settlements Lib., 
7 Centralbahnstrasse 
Oeffentliche Bibliothek der Uni- 
versitat Basel, Postfach 
Rosen, J. 


Berne 


Alport, Mrs, Mildred, USIS, 
American Legation 

Conover, H. 

Schweizerische Landesbibliothek 


American Economic Association 


Geneva 


Institut Universitaire des 
Hautes Etudes Internatio- 
nales, Rue de Lausanne 132 

Rappard, W. E. 


Zurich 
Hunold, A, 
Institut fiir Wirtschaftsfor- 
schung, Eidg. Technische 
Hochschule 


Kurt Staheli and Co., Bahnhof- 
strasse 70 

Scotont, A. Eric, Oerlikonerster. 
49 


TASMANIA 
Hobart 


Univ. of Tasmania Lib. 


TRANS-JORDAN 
Amman 
Dajani, Abul-Wafa, P.O. Box 
33 


TURKEY 
Ankara 
Sur, F. H. 
T. C. Ziraat Bankasi, Misavir- 
lik 
Istanbul 
Begdes, K. 
Librarie 
Fakultesi 
Ozis, Faxil, 90 Fermenciler, 
Galata 
Robert Col. Iib., Bebek P.K. 8 
Somancuoght, Bay Server, 
Ayaz Pasa Kemarot Sokak, 
Izmir Palas Kapu 2 No.6 


UNION OF SOVIET 
SOCIALIST REPUBLICS 
Baku 
Akademija Nauk Azerbajd- 
shanskoj S.S.R., Biblioteka, 
Kommunisticheskaja, 10 
Inobiblioteka S.N.K. Azher- 
bajdzanskoj S.S.R., ul. Maly- 
gina 4 


Hachette,  Iktisak 


Erevan 

Akademija Nauk, Armjanskoj 
S.S.R., Aboujan 61 
Kiev 

Biblioteka Akademija Nauk 


U.S.S.R., ul. Vladimirskaja 
58-a 
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Leningrad 
Biblioteka Akademii 
Birzhevaja Linija I 
Finansovo-Ekonomich Institut, 
Kanal Griboedova, 30-32 
Leningradskij Institut Sovet- 
skoy Torgovlt, Kuznechnyj 9 
Publichnaja Biblioteka im. 
Saltykova-Tschedrina, Sado- 
vaja ul, 18 


Minsk 
Gosudarstvennaje Biblioteka, 


B.S.S.R. im. V. I, Lenina, 
Krasnoarmejskaja ul. 9 


Nauk, 


Moscow 

Akademija Arkhtektury, Push- 
kinskaja ul. 24 

Biblioteka, ul. Chernyshevskogo 
38-a 

Centraljnaja Biblioteka, Nar- 
komoneshtorga S.S.S.R., ul. 
Kujbysheva 21 

Cenir, Nauchnaje  Seljsko- 
Khosjajsiv, Biblioteke Nar- 
komzema, B Kharitonjevskij 


per. al 
Centr. Nauchno-Tekhnich. Bib- 
lioteka Narkomcvetmeta 
S.S.S.R., Krymskij val. 
komn. 423 
Fundamentaljnaje Biblioteka 


Obschestv. Nauk Akademii 
Nauk S.S.8.R., ul. Frunze 11 


Glavnyj Pochiamt, Pochtovyj 
jaschik 1051 
Glaunyy Pochtamt, Pochtovyj 
jaschik 532 
Glaunyj Pochiamt, Pochtovyj 
jaschtk 24 


Gosud. Biblioteke S.SS.R. im. 
Lenina, ul. Marksa-Engelsa 
14 

Gosudarstvennaia  Biblioteka 
SSSR, tment V. L 
Lenina, ul. Kominterna 3 

Institut Marksa- Engelsa- 
Lenina, ul. Marksa-Engelsa 
5 

Institut Mirovogo Khozjajstva 
t Mirovoj Politiki, Vol- 
khonka 14 

Institut | Tekhniko-Ekonomi- 
cheskoj Informacit, S.S.S.R. 
“Ttein,’? Chkalovskaja ul. 47 

Institut Wneshney Torgovh, 
Babushkin per. 4 

Nauchnaja Bibloteka, C.S. U. 
Gosplana S.S.S.R., B. Vuzot- 
skij per. 2 

Nauchnaja Biblioteka, Nar- 
komfina S-S S.R., ul. Kujby- 
sheva 9 


Nauchnaja Biblioteka, im. 
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Gorjkogo, M.G. U., Mokhovaja 
ul. 9 

Nauchno-Tekinicheskaja Bib- 
lioteka Narkomsredmasha, 
Neglinnaja 23 

Pocht. jasch, 3234 

V sesojuznaja Akademija, 
Vueshnej] Torgovlt Narkomv- 
nashtorga, Babushkin per. 4 

Vsesojusnaja Akademija Vne- 
schnej Torgovlt Narkomo- 
neschtorga, Babuschkin per. 4 

Vsesojuznaja Torgovaja Palata, 
ul, Kajbysheva 5 


Taschkent 

Biblioteka Akademii Nauk 
Uzbekskoj S.S.R., ul. Ab- 
dully Tukaeva Í 


Tbilisi 
Institut Ekonomiki Akad. 
Nauk, ul. Rustaveli 33 
WALES 
Aberystwyth 


Nat. Lib. of Wales 
Univ. Col. of Wales Lib. 


Penarth 


Thomas, Gordon, 70 Redlands 
Rd. 


ORGANIZATIONS WITH WHICH THE AMERICAN ECONOMIC 
' ASSOCIATION IS AFFILIATED 


AMERICAN COUNCIL OF LEARNED SOCIETIES 
1219 16th Street, N.W., Washington 6, D.C. 


Director, Waldo G. Leland; Administrative Secretary, Mortimer Graves; Secretary for Grants-in-Aid, 
Donald Goodchild; Special Adviser, D. H. Daugherty; Director, Intensive Language Program, 
J M. Cowan; Office Manager, Joe N. Bourne; Bursar, Rogers Johnson. 

Delegates of the American Economic Association: Frank H. Knight, 1946, Joseph A. Schumpeter, 1948. 

Constituent Societies: American Philosophical Society, American Academy of Arts and Sciences, 
American Antiquarian Society, American Oriental Society, American Numismatic Society, 
American Philological Association, Archaeological Institute of America, Society of Biblical 
Literature and Exegesis, Modern Language Association of America, American Historical Asso- 
ciation, American Economic Association, American Folklore Society, American Philosophical 
Association, American Anthropological Association, American Political Science Association, 
Bibliographical Society of America, Association of American Geographers, American Sociological 
Society, American Society of International Law, College Art Association of America, History 
of Science Society, Linguistic Society of America, Mediaeval Academy of America, Population 
Association of America. 


SOCIAL SCIENCE RESEARCH COUNCIL 
230 Park Avenue, New York 17, N.Y. 


Chairman: E. W. Burgess, University of Chicago; Vice-Chairman, A. T. Poffenberger, Columbia 
University; Secretary, Shepard B. Clough; Treasurer, Shelby M. Harrison, Russell Sage Founda- 
tion. 

Staf: Donald Young, Executive Director; Paul Webbink; Elbridge Sibley; Eleanor Isbell; Carolyn E. 
Allen, Controller. 

Representatives of the American Economic Association: Simeon E. Leland, 1944-46, Joseph J. Spengler, 
1945-47, Norman S. Buchanan, 1946-48. 

Directors at Large: Chester 1. Barnard, Robert B. Hall, Shelby M. Harrison, Wesley C. Mitchell, 
Frederick Osborn, A. T. Poffenberger, Ralph W. Tyler, Donald Young. In addition, three 
representatives each of the following societies: American Anthropological Association, American 
Historical Association, American Political Science Association, American Psychological Associa- 
tion, American Sociological Society, American Statistical Association. 


NATIONAL BUREAU OF Economic RESEARCH, INC. 
1819 Broadway, New York 23, N. Y. 


Chairman: Shepard Morgan; President, C. Reinold Noyes; Vice-President, Boris Shishkin; Treasurer, 
George B. Roberts; Executive Director, William J. Carson; Editor, Martha Anderson. 

Research Staff: Arthur F. Burns, Director of Research; Moses Abramovitz, M. A. Copeland, Solomon 
Fabricant, W. B. Hickman, F. F. Hill, Thor Hultgren, Simon Kuznets, Clarence D. Long, Ruth 
P. Mack, Frederick C. Mills, Wesley C. Mitchell, Geoffrey H. Moore, R. J. Saulnier, George J. 
Stigler, Donald S. Thompson, Leo Wolman. 

Directors at Large: C. I. Barnard, O. W. Knauth, H. W. Laidler, Shepard Morgan, C. Reinold Noyes, 
G. B. Roberts, Beardsley Ruml, Harry Scherman, George Soule, N. I. Stone, J. Raymond Walsh, 
Leo Wolman. 

Directors by University Appointment: E. Wight Bakke, Yale; C. Canby Balderston, Pennsylvania; 
W. L. Crum, Harvard; G. S. Ford, Minnesota; H. M. Groves, Wisconsin; Clarence Heer, North 
Carolina; Wesley C. Mitchell, Columbia; Paul M. O’Leary, Cornell; W. W. Riefler, Institute 
for Advanced Study; T. O. Yntema, Chicago. 

Directors Appointed by Other Organizations: P. F. Brundage, American Institute of Accountants; 
Frederick C. Mills, American Statistical Association; Boris Shishkin, American Federation of 
Labor; W. C. Waite, American Farm Economic Association; Donald H. Wallace, American 
Economic Association. 
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AFFILIATED REGIONAL AND ALLIED ASSOCIATIONS 


Mrpwest Economic ASSOCIATION 
Officers, 1946-1947 


President, C. L. Christensen, Indiana University. Vice-Presidenis, Lewis Severson, Beloit College, 
ae H. Blodgett, University of Illinois. Secretary-Treasurer, C. Woody Thompson, University of 
owa. 

The Midwest Economic Association was founded in 1934, and has held annual meetings in April 
each year since. The programs begin Thursday evening and extend through Saturday forenoon. 
The area embraces Indiana, Illinois, Missouri, Kansas, Iowa, Nebraska, North Dakota, South 
Dakota, Minnesota, and Wisconsin. The organization is informal. Any person engaged in full-time 
teaching or research, or graduate study, or graduate study and research or teaching in the field of 
economics or commerce is eligible for membership. A registration fee of fifty cents is paid by those in 
attendance in lieu of a membership fee. The Association sponsors no publication. The annual pro- 
gram is prepared and the place of meeting is chosen by the Executive Committee consisting of the 
President, two Vice-Presidents, Secretary-Treasurer, and the past president last holding office. 


Past Presidents 

1934 S.L. Miller, State University of Iowa 1939 W. B. Taylor, University of Wisconsin 
1935 M.H. Hunter, University of Mlinois 1940 J. E. Kirshman, University of Ne- 
1936 Dale Yoder, University of Minnesota braska 

1937 J.A. Estey, Purdue University 1941 H. G. Brown, University of Missouri 
1938 John Ise, University of Kansas 1942-46 Jesse S. Robinson, Carleton College 

SOUTHERN Economic ASSOCIATION’ 
Officers, 1946 


President, H. L. McCracken, Louisiana State University. Vice-Presidents, Joseph J. Spengler, Duke 
University, H. H. Chapman, University of Alabama. Secretary-Treasurer, James E. Ward, 
Clemson College. 

The Southern Economic Association was organized in 1927. The purpose of the Association is the 
o aon of economic thought and research in connection with the economic problems of the 

outh. 

Membership dues are: annua] $3.00, sustaining $5.00, contributing $10.00, life $60.00, institutional 
$10.00. Membership fees include $2.00 in payment for a year’s subscription to the Southern Economic 
Journal at the special rate granted to members of the Southern Economic Association. The Journal 
is a quarterly published jointly by the Association and the University of North Carolina. 


Past Presidents 
1928-30 Walter J. Matherly, University of 1939-40 J. B. Woosley, University of North 
Florida Carolina 


1930-31 Lee Bidgood, University of Alabama- 194041 Ralph C. Hon, Southwestern Uni- 


1931-32 Tipton R. Snavely, University of Vir- versity 
inia 
1932-33 J. Ep. Trant, Louisiana State Uni- 1941-42 Malcolm H. Bryan, Federal Reserve 
versity Bank of Atlanta 
1933-34 R. P. Brooks, University of Georgia 1942-43 Edgar Z. Palmer, University of Ken- 
1934-35 A. S. Keister, Woman’s College, N. C. tucky 


1935-36 J. W. Martin, University of Kentucky eee = 
1936-37 C. B. Hoover, Duke University 1943-44 D. Clark Hyde, University of Vir 


1937-38 T. C. Bigham, University of Florida puua E 
1938-39 R. H. Tucker, Washington and Lee 1944-45 T. W. Glocker, University of Ten- 
University nessee 


Pacrrtc Coast Economic ASSOCIATION 
Officers, 1946 


President, John B. Condliffe, University of California. Vice-President, Hugh Jackson, Stanford Uni- 
versity. Secretary-Treasurer, Morrison Handsaker, Occidental College. Editor, Jack Guthrie, 
State College of Washington. 

The Pacific Coast Economic Association, under a somewhat different name, was estabiished in 
1922, largely through the efforts of Alfred C. Schmitt, Edwin C. Robbins, Stephen I. Miller and 
Eliot Jones. The first meeting was held in Portland, Oregon. Membership is of two kinds: (1) institu- 
tional members, originally confined to accredited universities and colleges west of the Rocky Moun- 
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tains, but now changed to include any educational institution approved by the Executive Committee, 
west of the Rockies; (2) individual members, who may be any person interested in the theory, 
principles and problems of economics and business. In addition to the professional economists, many 
Pacific Coast businessmen are members. 

One of the principles of the P.C.E.A. is to devote approximately one-third or more of each annual 
conference to problems of the Pacific Slope; another is to co-operate with the efforts of the Social 
Science Research Council. 

The membership of the Association as of December 31, 1941, was 222. Institutional dues are $10.00 
and $5.00, depending upon size of the institution; individual membership is $1.50 yearly. The prin- 
cipal publication is the annual proceedings. 


Past Presidents 

1922 Alfred C. Schmitt, Oregon State College 1933 Clement Akerman, Reed College 
1923 Eliot Jones, Stanford University 1934 Reid L. McClung, University of 
1924 Rockwell D. Hunt, University of South- Southern California 

ern California 1935 W. L. Wanlass, Utah State College 
1925 Howard T. Lewis, University of Wash- 1936 Kenneth Duncan, Pomona College 

ington 1937 John B. Canning, Stanford University 
1926 Edwin C. Robbins, University of Oregon 1938 James K. Hall, University of Wash- 
1927 Theodore H. Boggs, University of British ington 

Columbia 1939 Richard B. Hefiebower, Washington 
1928 Ira B. Cross, University of California State College 
1929 Howard S. Noble, University of California 1940 Arthur G. Coons, Claremont Colleges 

at Los Angeles 1941 Robert D. Calkins, University of Cali- 
1930 Thomas A. Beal, University of Utah fornia l 
1931 John A. Bexell, Oregon State College 1942 Bernard F. Haley, Stanford University 
1932 Shirley J. Coon, University of Washing- 1943-45 James H. Gilbert, University of Ore- 

ton gon 


Economic HISTORY ASSOCIATION 
Officers, 1946 


President, Arthur H. Cole, Harvard University. Vice-Presidents, Robert G. Albion, Princeton Uni- 
versity, Everett E. Edwards, Department of Agriculture. Secretary-Treasurer, Thomas C. Coch- 
ran, New York University. Board of Trustees, The officers of the Association, the editors of 
the Journal of Economic History, and Ernest L. Bogart, New York University, Harold U. 
Faulkner, Smith College, Paul W. Gates, Cornell University, Melvin M. Knight, University 
of California, Arthur G. Peterson (representing the Agricultural History Society), Department 
of Agriculture, Ralph M. Hower (representing the Business Historical Society), Harvard Uni- 
versity. Editors, Frederic C. Lane, Johns Hopkins University, Thomas C. Cochran, New York 
‘University. Asststant Editor, Winifred Carroll Ferguson, New York City. 

The Economic History Association was founded in December, 1940. It is open to all historians, 
statisticians, economists, and businessmen, who find profit from historical investigations. It publishes 
semiannually the Journal of Economic History. Annual meetings are held in September and semi- 
annual] meetings in conjunction with the American Historical Association and the American Economic 
Association. i 

Membership dues, which include subscriptions to the Journal, are: American and Canadian mem- 
bers $3.00; foreign members $3.25; sustaining members $10.00; and student members $2.00. 


ALLIED SOCIAL SCIENCE ASSOCIATIONS ý 


The Secretaries of Which Are Formally Organized in the 
Interests of Conducting Joint Annual Meetings 


American Accounting Association 

American Association of Univers- 
ity Teachers of Insurance 

American Business Law Associa- 
tion* 

American Economic Association 

American Farm Economic Associ- 
ation. 

American Finance Association 

American Marketing Association 

American Sociological Society 


American Statistical Association 


Econometric Society 
Institute of Mathematical Statis- 


tics 
Rural Sociological] Society 


* No information received. 
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Presidents 
Eric L. Kohler, Chicago, Il- 
linois 
C. A. Kulp, University of Penn- 
sylvania 


Secretaries 

Ernest C. Davies, 

western University 

Chester A. Kline, University of 
Pennsylvania 


North- 


E. A. Goldenweiser, Institute James Washington Bell, North- 


for Advanced Study 

F. V. Waugh, U. S. Depart- 
ment of Agriculture 

Harry Guthmann, Northwest- 
ern University 

Lyman L. Hill, Evansville, In- 
diana 

Carl C. Taylor, U. S. Depart- 
ment of Agriculture 

Isador Lubin, U. S. Depart- 
ment of Labor 


Jacob Marschak, University of 
Chicago 

William G. Cochran, Iowa State 
College 

Paul H. Landis, Washington 
State College 
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western University 
Asher Hobson, University of 
Wisconsin, 
Neil Jacoby, 
Chicago 
Harvey W. Huegy, University 
of Illinois 
Conrad Taeuber, U. S. Depart- 
ment of Agriculture 
Lester S. Kellogg, 1603 K 
ae N.W., Washington 6, 


University of 


Alfred Cowles, University of 
Chicago 

Paul S. Dwyer, University of 
Michigan 

Leland B. Tate, Farm Founda- 
tion 


1918 
1919 
1920 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 


ANNUAL MEETINGS* 


LOCAL ARRANGEMENTS 
Local Arrangements 


Place 


St. Louis, Missouri 
Washington, D. C. 
Boston, Massachusetts 
Minneapolis, Minnesota 
Princeton, New Jersey 
Washington, D. C. 


(Also in San Francisco, California) 


Columbus, Ohio 
Philadelphia, Pennsylvania 
Richmond, Virginia 
Chicago, Iinois 

Atlantic City, New Jersey 
Pittsburgh, Pennsylvania 
Chicago, Illinois ` 
Washington, D. C. 
Chicago, Illinois 

New York, New York 

St. Louis, Missouri 
Washington, D. C. 
Chicago, Illinois 
Washington, D. C. 


1930 Cleveland, Ohio 
1 


1945 


Washington, D. C. 


Chairman or 
Representative 


gorsobatup 
. rg 

g 

Š 


Abita hath en REP Hah 


Cincinnati, Ohio H. Brrp 
Philadelphia, Pennsylvania . H. PATTERSON 
Chicago, Illinois . H. HABNE 
New York, New York . H. BECKHART 
Chicago, Ilinois . V. Cox 

Atlantic City, New Jersey . M. PATTERSON 
Detroit, Michigan P. BRIGGS 
Philadelphia, Pennsylvania . N. Loucks 
New Orleans, Louisiana W. ELSASSER 
New York, New York S. Saoup 
Washin gton, D.C. E. TAYLOR 
(Cleveland canceled) 

Washington, D. C. A. E. TAYLOR 
Washington, D. C. peda 
(canceled) D A gri g 
Cleveland, Ohio EE pes 


R. L. DAVISON 


* A tabulation of “Statistics of Annual Meetings” from 1885 to 1910 may be found in the “Papers 
and Discussion” on the twenty-fifth aa published in the Third Series of the publications 


of the Association, Vol. XT (1910), No. 1, pp. 92-93. 


TABLE I 
MEMBERSHIP CLASSES AS OF May 15 


1941 1942 

PA oad Sass eh naon i 3,176 5,404 

UNIO. ico hase hse vine we heiress 83 97 

BMY ices ct ap ien ees E 14 24 

Complimentary ........0ceeeceaee 15 20 

HOnoratYy.. s onsersresoressorress 19 18 

Lifeen Grae eens shake ra ie 37 38 

Lotalgeo sawise cause vane xs 3,344 3,601 

TABLE IT 
MEMBERSHIP STATISTICS, 1886-1945, YEAR-END FIGURES 
Year Annual Life Honorary Total Year Annual 
1886 182* 1916 2,933 
1887 300* 1917 27077 
1888 500* 1918 2,130 
1889 1919 2,125 
1890 635* 1920 2,213 
1891 718* 192i 2,230 
1892 1922 2,296 
1893 482 73 17 §72 1923 2,479 
1894 484 72 16 572 1924 2,691 
1895 485 71 16 572 1925 2,816 
1896 479 74 15 568 1926 2,538 
1897 477 71 15 563 1927 2,562 
1898 488 69 i4 571 1928 2,620 
1899 498 68 12 578 1929 2,671 
1900 54i 69 li 62i 1938 2,704 
1901 722 67 if 800 1931 2,626 
1902 782 67 11 860 1932 2,488 
1903 757 67 íi 835 1933 2,306 
1904 792 67 11 870 1934 2,433 
1905 800 66 ii 877 1935 2,473 
1906 194 66 11 871 1936 2,556 
1907 1,002* 1937 2,652 
1908 8638 1938 2,764 
1909 1,205 1939 2,906 
1910 1,440 69 10 1,519 1940 3,089 
1911 2,103 78 9 2,190 1941 3,406 
1912 2,369 88 9 2,466 1942 3,617 
1913 2,157 83 9 2,249 1943 3,749 
1914 2,060 8i 8 2,149 1944 3,913 
1915 2,004 80 7 2,091 1945 4,108 
* Total includes members and subscribers. 
t Figures for these years not available. 
TABLE III 


MEMBERS AND SUBSCRIBERS FOR SELECTED YEARS 


YEAR-END FIGURES 


Year Members 
1893 572 
1902 860 
1910 1,519 
1920 2,301 
1930 2,797 
1935 2,544 
1936 2,621 
1937 2'713 
1938 2,824 
1939 2,966 
1940 3,148 
1944 3,462 
1942 3,671 
1943 3,798 
1944 3,961 
1945 4; 154 


Subscribers 


Nore: Some of the figures for earlier years have been estimated. 


a 


1946 
4,144 
90 
64 
17 
15 
31 
4,361 
Life Honorary 
80 7 
87 6 
87 5 
86 5 
84 4 
102 3 
102 8 
98 10 
98 9 
92 8 
88 14 
86 16 
78 12 
79 16 
76 17 
64 15 
62 19 
58 20 
54 19 
53 18 
48 17 
44 17 
41 19 
40 20 
40 19 
37 19 
37 17 
33 16 
32 16 
31 15 
Total 
654 
1,011 
1,702 
2,866 
3,853 
3,662 
3,799 
3,932 
4,094 
4,258 
40475 
4,781 
4,890 
5,091 
5,494 
5,906 


Tota 
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TABLE IV 
GEOGRAPHICAL ANALYSIS OF MEMBERS AND SUBSCRIBERS IN THE UNITED STATES 
(As of June 15, 1946} 
Mem- Sub- Mem- 
Siales here scribess Total States hay: 
NORTHEAST SOUTHEAST 
PING Ss cc aeiececauaes ti 7 18 Tennessee...... aa tates 29 
New Hampshire......... 25 6 31 North Carolina.......... 44 
Vermont........ 000 eee 15 8 23 Mississippi... .....0500- 6 
Masaschusetts.......... 209 50 259 Irginin. cies d0vaeueesds 259 
Rhode Island. .........- 12 5 17 Kentucky. .......00e005 29 
Connecticut... ........ 17 19 96 South Carolina.......... 9 
New York,..... 220-000. 851 234 1,085 Georgian. ccorsccscsncere 20 
Delaware........-..e0-: ii 3 14 Alabama...c.cceccuceee 13 
Pennsylvania ........ 2i1 64 275 Arkansas.......ccnc2ee8 i5 
New Jersey EOE 124 33 157 Florida........+. Daawa 24 
Maryland — ...e seen 163 17 180 Louisiana.....-ceseenee 23 
West Virginia........... 10 8 18 — 
District ci Columbia, .... 68i 115 196 471 
2,400 569 2,969 NORTHWEST 
North Dakota.........- 3 
MIDDLE South Dakota........... 6 
ONG dias vwedisvaseatees 163 58 221 Nebraska........ceeeees 22 
Michigan........-.0-00 8t 34 115 Kansas. onesresiirers? 36 
Indiana ........ce000: 72 32 104 Montana.......-. Seoci 10 
Wisconsin. .......0se006 70 29 99 Wyoming......... ER 6 
THinotS..... ccc eee ee 328 77 405 Colorado, .... 2. cease cee 24 
Minnesota........0..05- 63 34 97 Ideho....,. AOE E 3 
NODS PA E EEEE S 50 25 7$ Utah...’ OTe are eee 10 
Missouri. ........e eee - 67 34 101 — 
— en 120 
894 323 1,217 
Far WEST 
SOUTHWEST Oregon..... oanien pirate 24 
Oklahoma.......-..e08: 16 19 35 Washington..........-- 34 
aT: PES EA 49 49 98 California. ........0+.-- 210 
New Menxico,........0+. 5 3 8 Nevada. .s.ssessssssese 
DA ah a F, KREE A S BEET 6 3 9 — 
— — maem ‘ 272 
76 74 130 
SUMMARY 
Members Subscribers 
Nörthéast osc esx wae sage vese esses laiaes 2,400 569 
Middlesea aa leew acs Gxeneree une aces 894 323 
Southwest, ....s.soeesasoecasuseocsresnese 76 74 
Southeast, s.. sressessesssnnecesareersysas 471 179 
Northwest, .....nnesuenessssnesssenssnrene 120 81 
Tar WV OSE sian eoa0e Shes ba wines bass SEARS 272 122 
A.P.O. and F.P 0 nate Ma ape adits O e 22 37 
4,255 1,385 


Sub. 
seribers 
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